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California Agents. 


§ 80.8303. 


Fidelity Bond. 


§ 80.8304. 


Change in Control. 


§ 80.8305. 


Acquisition or Disposition of 




Assets. 


§ 80.8306. 


Filings with Securities and 




Exchange Commission. 


§ 80.8307. 


Reports to Holders of Securities. 


§ 80.8308. 


Defaults and Events of Insolvency. 


§ 80.8309. 


Legal Proceedings. 


§ 80.8310. 


Criminal Proceedings. 


Subchapter 95. Fo 

§95.1. 


rms 


Scope. 


§ 95.2. 


Personal Financial Statement. 


§ 95.3. 


Confidential Resume. 


§95.10. 


Application for Authority to 
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Organize Bank. 
§ 95.20. Application by California State 

Bank for Authority to Establish 

Office. 
§ 95.22. Application by California State 

Bank for Approval to Relocate 

Office. 
§ 95.24. Application by California State 

Bank for Authority to Discontinue 

Office. 
§ 95.25. Uniform California 

Applicafion/Notice Form. 
§ 95.60. Application for Representative's 

License. 
§ 95.62. Appointment of Superintendent as 

Agent for Service of Process. 
§ 95.64. Appointment of Superintendent as 

Agent for Service of Process. 
§ 95.66. Application for Approval to 

Relocate Office of Licensed 

Representative of Foreign Bank. 
§ 95.70. Application by Foreign Bank to 

Establish Agency or Branch Office. 



§ 95.72. 


Appointment of Superintendent as 




Agent for Service of Process. 


§ 95.74. 


Application by Foreign Bank for 




Approval to Accept Foreign 




Deposits. 


§ 95.76. 


Application by Foreign Bank for 




Approval to Relocate Agency or 




Branch Office. 


§ 95.78. 


Application by Foreign Bank for 




Approval to Discontinue Agency or 




Branch Office. 


§ 95.80. 


Oath of Manager of Agency or 




Branch Office of Foreign Bank. 


§ 95.82. 


Application for Approval and Order: 




Deposit of Securities by Foreign 




Bank. 


§ 95.84. 


Application for Order: Withdrawal 




of Securities by Foreign Bank. 


§95.512. 


Report of Reserve Condifion. 


§95.1010. 


Application for License as Business 




and Industrial Development 




Corporation. 


§95.1020. 


Appointment of Commissioner as 




Agent for Service of Process. 


§ 95.1025. 


Agreement of Affiliate of Business 




and Industrial Development 




Corporation. 


§ 95.2010. 


Small Business Loan Program: 




Application for Certification as 




Lender Participant. 


§ 95.2020. 


Small Business Loan Program: 




Application to Record Loan. 


§ 95.2030. 


Small Business Loan Program: 




Report of Default/Application for 




Payment. 


§ 95.4010. 


Application for License Under 




Travelers Checks Act. 


§ 95.4020. 


Contract of Applicant for License 




Under Travelers Checks Act. 


§ 95.4025. 


Appointment of Commissioner of 




Financial Institutions as Agent for 




Service of Process. 


§ 95.4030. 


Authorization for Release of 




Information. 


§ 95.4040. 


Application for Renewal of License 




Under Travelers Checks Act. 


§95.5010. 


Application for License Under 




Payment Instruments Law. 


§ 95.5020. 


Agreement of Applicant for License 




Under Payment Instruments Law. 


§ 95.5025. 


Appointment of Commissioner of 




Financial Institutions as Agent for 




Service of Process. 


§ 95.5030. 


Authorization for Release of 




Information. 
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§1.1. Scope. 

(a) This Subchapter contains general provisions relating to this Chap- 
ter. This Article contains regulations relating to the citation, construction, 
and waiver of provisions of this Chapter. Article 2 (commencing with 
Section 1 .1000) of this Subchapter contains definitions for this Chapter. 

(b) This Subchapter shall be deemed to be issued under all laws admin- 
istered by the Commissioner as in effect on, or at any time after, the effec- 
tive date of this Subchapter. 

NOTE: Authority cited: Sections 215, 31101 and 33202, Financial Code. Refer- 
ence: DivLsions 1,15 and 16, Financial Code. 

History 

1. Repealer of Subchapter 1 (Sections 1.1-1.121, not consecutive) and new Sub- 
chapter 1 (Sections 1 . 1 - 1 . 1 028, not consecutive) filed 12-29-78; designated ef- 
fective 3-1-79 (Register 79, No. 2). For history of former Subchapter 1, see 
Registers 78, No. 21 ; 75, Nos. 10 and 44; 74, Nos. 6, 47 and 48; 73, Nos. 5, 29, 
40 and 44; 72, No. 45; 71, Nos. 31 and 46; 70, Nos. 1 1, 27 and 35; 69, No. 47; 
68, No. 4; 65, No. 15; and 64, Nos. 19 and 20. 

2. Change without regulatory effect amending chapter heading, section and Note 
filed 8-19-97 pursuant to section 100, title 1, California Code of Regulations 
(Register 97, No. 34). 

§1.2. Citeftioo. 

This Chapter shall be known and may be cited as the "Regulations of 
the Commissioner of Financial Institutions." 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 
Reference: Divisions 1, 1.5, 15 and 16, Financial Code. 

History 

1 . Amendment of secfion and new Note filed 4—7-97; operative 4—7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§1.3. Unilts. 

(a) The units into which this Chapter is divided are, in descending or- 
der, as follows: 

(1) Subchapter. 

(2) Article. 

(3) Subarticle. 

(4) Part. 

(5) Subpart. 

(6) Section. 

(7) Subdivision. 

(8) Paragraph. 

(9) Subparagraph. 

(b) Within any subchapter of this Chapter, lesser units (except sec- 
tions) may be skipped over. Thus, a subchapter need not be divided into 
articles; an article need not be divided into subarticles; and so forth. 

(c) Units are not always numbered consecutively. 

§ 1.4. Seetion Numbers. 

(a) In each subchapter (other than Subchapter 95) of this Chapter: The 
number of each section consists of two or more units, each separated from 



the other by a decimal point. The first unit corresponds with the subchapt- 
er number. The .second unit represents the sequential order of the section 
within the subchapter. The third and succeeding units, if any, represent 
the sequential order of the section within the preceding unit. Thus, a sec- 
tion numbered 5. 15 would be in Subchapter 5 and would follow any sec- 
tion in Subchapter 5 the second unit in the number of which is less than 
15 (e.g., 5.14, 5.13, 5.12, etc.) but would precede any section in Sub- 
chapter 5 the second unit in the number of which is greater than 1 5 (e.g., 
5.16, 5.17, 5. 18, etc.). Similarly, a section numbered 5.15.7, would be in 
Subchapter 5 and would follow any section in Subchapter 5 the second 
unit in thenumber of whichis 15 or less than 15 and, if 15, the third unit 
in the number of which is less than 7 (e.g., 5.15.6, 5.15.5, 5.15.4, etc.) but 
would precede any section in Subchapter 5 the second unit in the number 
of which is 15 or greater than 15 and, if 15, the third unit in the number 
of which is greater than 7 (e.g., 5.15.8, 5.15.9, 5.15.10. etc.). 

(b) In Subchapter 95 of this Chapter: The number of each section con- 
sists of two units, each separated from the other by a decimal point. The 
first unit is "95." The second unit represents the sequential order of the 
Section within Subchapter 95 and also corresponds to the number of the 
form which is illustrated in the section. 

§1.5. Tense, Number, and Gender. 

In this Chapter, unless the provision or context other requires: 

(a) The present tense includes the past and future tenses, and the future 
tense includes the present. 

(b) Words in the singular number include the plural, and words in the 
plural number include the singular. 

(c) Words of the masculine gender include the feminine and the neuter, 
and when the sense so indicates, words of the neuter gender may refer to 
any gender. 

§ 1 .6. References to Statutes, Regulations, Governmental! 
Agencies, and PubSic Officers. 
In this Chapter, unless otherwise expressly provided: 

(a) A reference in any provision of this Chapter to a statute or to a regu- 
lation includes such statute or regulation as amended, whether before or 
after the effective date of such provision, as well as any new statute or 
regulation substituted for the statute or regulation after the effective date 
of the provision. 

(b) A reference in any provision of this Chapter to a governmental 
agency or to a public officer includes any governmental agency or public 
officer which succeeds after the effective date of such provision to sub- 
stantially the same functions as those performed by such governmental 
agency or public officer on the effective date of the provision. 

§ 1.7. No Implied Requirement of Hearings. 

No provision of this Chapter shall be construed to require by implica- 
tion that the Commissioner hold a hearing on any matter, unless such con- 
struction is necessary to avoid rendering such provision unconstitutional 
or otherwise unlawful. 
NOTE; Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 1.8. No Implied Requirement of Written Findings. 

No provision of this Chapter shall be construed to require by implica- 
tion that the Commissioner make written findings on any matter, unless 
such construction is necessary to avoid rendering such provision uncon- 
stitutional or otherwise unlawful. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 
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History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Resulations (Regis- 
ter 97, No. 34). 

§1.9. Time. 

(a) Whenever the Commissioner, this Chapter, or any law adminis- 
tered by the Commissioner authorizes or requires the performance of an 
act within a specified period of time, such period of time shall be com- 
puted by excluding the first day and including the last day. However, if 
such last day is a holiday, the period of time shall be extended to and in- 
cluding the next day which is not a holiday. 

(b) (1) Whenever any law administered by the Commissioner autho- 
rizes or requires the performance of an act on or before a specified time 
or within a specified period of time, the Commissioner may extend such 
time only if and as provided in such law. 

(2) Whenever the Commissioner or this Chapter authorizes or requires 
the performance of an act on or before a specified time or within a speci- 
fied period of time, the Commissioner may for good cause, upon applica- 
tion or on his own initiative, extend such time or period of time. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note tiled 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§1.10. Service. 

(a) Whenever the Commissioner or this Chapter requires that a docu- 
ment be served on a person, such document may be served either by de- 
livering it to such person or by depositing it in the United States mail, ad- 
dressed to the person, with registered, certified, or first-class postage 
charges prepaid. 

(b) Whenever a person is represented by a second person in any pro- 
ceeding before the Commissioner, service on such second person shall 
be deemed to be service on such first person. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§1.11. Administrative Standards. 

The administrative standards set forth in this Chapter specify guide- 
lines that the Commissioner follows in exercising his discretionary pow- 
ers and are designed to apply in the usual or typical circumstances en- 
countered. However, it is impossible to foresee or provide for all of the 
varying circumstances which may arise in a particular case. Also, the ad- 
ministrative standards set forth in this Chapter are not intended to consti- 
tute complete compilation of all the guidelines that the Commissioner 
follows in exercising his discretionary powers. Therefore, the Commis- 
sioner may, if and when warranted in any particular case, upon applica- 
tion or on his own initiative, allow a variation from the administrative 
standards set forth in this Chapter. Also, the Commissioner may apply 
administrative standards in addition to the administrative standards set 
forth in this Chapter. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
I . Change without regulatory effect amending section and adding new Note filed 
8- 19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§1.12. Administrative Procedures. 

The administrative procedures set forth in this Chapter are designed 
to apply in the usual or typical circumstances encountered. However, it 
is impossible to foresee or provide for all of the varying circumstances 
which may arise in a particular case. Also, the administrative procedures 
set forth in this Chapter are not intended to constitute a complete compi- 
lation of all the administrative procedures which the Commissioner may 
follow. Therefore, the Commissioner may, if and when warranted in any 
particular case, upon application or on his own initiative, allow a varia- 



tion from the administrative procedures set forth in this Chapter. Also, 
the Commissioner may apply administrative procedures in addition to 
the administrative procedures set forth in this Chapter. 
NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 1.13. Requirements Regarding Form, Content, and 
Execution of Applications and Reports. 

The requirements regarding form, content, and execution of applica- 
tions and reports set forth in this Chapter are designed to apply in the usu- 
al or typical circumstances encountered. However, it is impossible to 
foresee or provide for all of the varying circumstances which may arise 
in a particular case. Also, the requirements regarding form, content, and 
execution of applications and reports set forth in this Chapter are not in- 
tended to constitute a complete compilation of all the requirements re- 
garding form, content, and execution of applications and reports which 
the Commissioner may prescribe. Therefore, the Commissioner may, if 
and when warranted in any particular case, upon application or on his 
own initiative, allow a variation from the requirements regarding form, 
content, and execution of applications and reports set forth in this Chap- 
ter. Also, the Commissioner may impose requirements regarding form, 
content, and execution of applications and reports in addition to the re- 
quirements set forth in this Chapter. 
NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 100. title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§1.14. Waiver. 

The Commissioner may, upon application or on his own initiative, 
waive, in whole or in part, any provision of this Chapter in any case or 
class of cases where in his opinion such provision is not necessary in the 
public interest. 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§1.15. Severability. 

If any provision of this Chapter or the application thereof to any person 
or circumstances is held invalid, illegal, or unenforceable, such invalid- 
ity, illegality, or unenforceabiUty shall not affect other provisions or 
applications of this Chapter which can be given effect without the inval- 
id, illegal, or unenforceable provision or application, and to this end, the 
provisions of this Chapter are declared to be severable. 

Article 2. Definitions 

§1.1000. Scope. 

This Article contains definitions for this Chapter. Subject to additional 
definitions contained in this Chapter which are applicable to specific pro- 
visions of this Chapter and unless the context otherwise requires, the def- 
initions in this Article apply throughout this Chapter. 

§1.1001. Act. 

"Act" includes omission. 

§1.1002. Amendment. 

"Amendment" includes any supplement or correction. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 
Reference: Divisions 1, 1.5, 15 and 16, Financial Code. 

History 
1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 

to Government Code section 11343.4(d) (Register 97, No. 15). 

§1.1003. Application. 

"Application" includes any motion, petition, or request. 
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§1.1004. 

"Attorney at law" means a person admitted to practice law before the 
highest court in any state of the United States (other than the District of 
Columbia) or before the Court of Appeals or the District Court of the 
United States for the District of Columbia. 

§ 1.1005. Banking Law. 

"Banking Law" means Division 1 (commencing with Section 99) of 
the Financial Code. However, "Banking Law" does not include the Cor- 
porate Name Approval Law, the Transmitters Law, or the Travelers 
Checks Act. (The Corporate Name Approval Law, the Transmitters Law, 
and the Travelers Checks Act are all within Division 1 of the Financial 
Code and within the meaning of the term "Banking Law," as defined in 
Financial Code Section 99. However, for convenience of reference, the 
term "Banking Law," as defined in this Section for purposes of this Chap- 
ter, is limited to those provisions of Division 1 of the Financial Code oth- 
er than the Corporate Name Approval Law, the Transmitters Law, and 
the Travelers Checks Act.) 

NOTE; Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 
Reference: Divisions 1, 1.5, 15 and 16, Financial Code. 

History 
1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 

to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 1.1006. Business and BndustiriaS Development 
Corporations Law. 
"Business and Industrial Development Corporations Law" means Di- 
vision 15 (commencing with Section 31000) of the Financial Code. 

§1.1007. Business Day. 
"Business day" means any day other than a holiday. 

§1.1 008. Certified Public Accountant. 

"Certified public accountant" includes public accountant. 

§1.1009. City. 

"City" means a city or a city and county. 

§1.1009.5. Commissioner. 
"Commissioner" means: 

(a) The Commissioner of Financial Institutions of the State of Califor- 
nia; 

(b) Whenever the Chief Deputy Commissioner of Financial Institu- 
tions of the State of California has all of the powers and duties of the 
Commissioner of Financial Institutions of the State of California pur- 
suant to Financial Code Section 235, such Chief Deputy Commissioner 
of Financial Institutions of the State of California; or 

(c) Any person to whom the Commissioner of Financial Institutions 
of the State of California or the Chief Deputy Commissioner of Financial 
Institutions of the State of California, as the case may be, delegates the 
authority to act for him in the particular matter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 210, 

210.5, 230 and 231, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1.1026 to new 
section 1.1009.5, including amendment of section heading, section and Note 
filed 8-19-97 pursuant to section 100, title 1, California Code of Regulations 
(Register 97, No. 34). 

§ 1 .1 01 0. Corporate Name Approval Law. 

"Corporate Name Approval Law" means Chapter 23 (commencing 
with Section 3900), Division 1 of the Financial Code. 

§1.1011. County. 

"County" means a county or a city and county. 

§ 1 .1 01 1 .5. Credit Union Law. 

"Credit Union Law" means Division 5 (commencing with Section 
14000) of the Financial Code. 



NOTE; Authority cited: Section 14201 , Financial Code. Reference: Section 14000, 
Financial Code. 

History 

1 . Change without regulatory effect adding new section filed 8-1 9-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§1.1012. Day. 

"Day," unless otherwise indicated, means a calendar day. 

§1.1013. Department. 

"Department" means the Department of Financial Institutions of the 
State of California. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 200 and 
210.5, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§1.1014. Document. 

"Document" includes any writing. 

§1.1015. Holiday. 

"Holiday" means any of the hohdays provided for in Government 
Code Sections 6700 and 6701 and every Saturday. 

§1.1016. Include. 

To "include" means by way of enlargement and not by way of limita- 
tion. 

§1.1016.5. Industrial Loan Law. 

"Industrial Loan Law" means Division 7 (commencing with Section 

18000) of the Financial Code. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8000, 
Financial Code. 

History 

1 . Change without regulatory effect adding new section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§1.1017. Law. 

"Law" includes any constitution, statute, ordinance, regulation, judi- 
cial or administrative decision, or common law. 

§ 1 .1 01 8. Law Administered by the Commissioner. 

"Law administered by the Commissioner" means any law (other than 
this Chapter) which the Commissioner is authorized or required to ad- 
minister, execute, enforce, or follow, whether in whole or in part (but if 
in part, then only such part), whether with respect to all persons generally 
or with respect to certain persons, classes of persons, or circumstances 
(but if with respect to certain persons, classes of persons, or circum- 
stances, then only with respect to such persons, classes of persons, or cir- 
cumstances). "Law administered by the Commissioner" includes: 

(a) The Banking Law; 

(b) The Business and Industrial Development Corporations Law; 

(c) The Corporate Name Approval Law; 

(d) The Credit Union Law; 

(e) The Depository Corporation Sale, Merger, and Conversion Law; 

(f) The Industrial Loan Law; 

(g) Payment Instruments Law; 
(h) The Savings Association Law; 
(i) The Transmitters Law; and 

(i) The Travelers Checks Act. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 200 and 
210.5, Financial Code. 

History 

1. Amendment of subsections (d) and (e) and new Note filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1343.4(d) (Register97, No. 15). 

2. Change without regulatory effect amending section heading, section and Note 
filed 8-19-97 pursuant to section 100, title 1, California Code of Regulations 
(Register 97, No. 34). 

§1.1019. May. 

"May" means that an act is permissive or discretionary. 
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§1.1 020. Optional Bank Holiday. 

History 
] . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§1.1 021 . Payment Instruments Law. 

"'Payment Instruments Law" means Division J 6 (commencing with 
Section 33000) of the Financial Code. 

§1.1022. Person. 

"Person" means any individual, proprietorship, joint venture, partner- 
ship, trust, business trust, syndicate, association, joint stock company, 
corporation, government, agency of any government, or any other orga- 
nization or group of persons acting in concert. 

§1.1 022.5. Savings Association Law. 

"Savings Association Law" means Division 2 (commencing with Sec- 
tion 5000) of the Financial Code. 

NOTE: Authority cited: Section 8053. Financial Code. Reference: Section 5000, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§1.1023. Shall. 

"Shall" means that an act is mandatory. 

§1.1024. Should. 

■'Should" means that an act is suggested or recoinmended. 

§ 1.1025. Small Business Loan Program Law. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 15). 

§1.1026. Superintendent. 

History 

1. Change without regulatory effect renumbering former section 1.1026 to new 
section 1.1009.5 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§1.1 027. Transmitters Law. 

"Transmitters Law" means Article 3 (commencing with Section 
1800), Chapter 14, Division 1 of the Financial Code. 

§1.1 028. Travelers Checks Act. 

"Travelers Checks Act" means Chapter 14A (commencing with Sec- 
tion 1851), Division 1 of the Financial Code. 

Subchapter 2. Administration 

NOTE: Authority cited: Sections 215, 3800.5, 31101 and 33202, Financial Code. 

Reference: Section 215, Financial Code. 

History 

1 . Repealer of Subchapter 2 (Sections 2. 1 -2.254, not consecuti ve) filed 1 2-29-78; 
designated effective 3-1-78 (Register 79, No. 2). For history of former Sub- 
chapter 2, see Registers 75, No. 30; and 74, No. 48. 



History 

1. Repealer of Subchapter 3 (Sections 3.50-3.254, not consecutive) filed 
12-29-78; designated effective 3-1-79 (Register 79, No. 2). For history of for- 
mer Subchapter 3, see Register 74, No. 48. 



Subchapter 5. Administration 



Subchapter 3. Authorization to Engage in 
Banking Business 

NOTE: Authority cited: Sections 215, 3800.5, 31101 and 33202, Financial Code. 



Articled General Provisions 

§5.1. Scope. 

(a) This Subchapter contains regulations relating to administrative 
matters. This Article contains general provisions relating to administra- 
tive matters. (Article 2 is reserved.) Article 3 (commencing with Section 
5.2000) of this Subchapter contains regulations wliich constitute a Con- 
flict of Interest Code for designated employees. Article 4 (commencing 
with Section 5.3000) of this Subchapter contains regulations relating to 
documents filed with the Commissioner. (Article 5 of this Subchapter is 
reserved.) Article 6 (commencing with Section 5.5000) of this Subchap- 
ter contains regulations relating to hearings held on matters pending be- 
fore the Commissioner. 

(b) This Subchapter shall be deemed to be issued under all laws admin- 
istered by the Commissioner as in effect on, or at any time after, the effec- 
tive date of this Subchapter. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 
Reference: Divisions 1, 15 and 16, Financial Code. 

History 

1. Repealer of Subchapter 5 (Secfions 5.1-5.528, not consecutive) and new Sub- 
chapter 5 (Sections 5. 1-5.5204, not consecutive) filed 12-29-78; designated ef- 
fective 3-1-78 (Register 79, No. 2). For history of former Subchapter 5, see 
Registers 78, Nos. 39 and 46; 75, Nos. 10, 16, 25, 34; and 74, No. 48. 

2. Change without regulatory effect amending section and NOTE filed 8-19-97 
pursuant to section 100, title 1 , California Code of Regulafions (Resister97, No. 
34). 

§ 5.2. Offices of Commissioner. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 
Reference: Divisions 1, 1.5, 15 and 16, Financial Code. 

History 

1. Change without regulatory effect amending section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 

2. Change without regulatory effect amending section filed 8-6-91 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 91, No. 48). 

3. Change without regulatory effect amending address filed 1 1-4-93 pursuant to 
section 100, title 1, California Code of Regulations (Register 93, No. 45). 

4. Amendment of section and new Note filed 4-7-97; operafive 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

5. Change without regulatory effect amending section heading, section and Note 
filed 8-19-97 pursuant to secfion 100, title 1, California Code of Regulations 
(Register 97, No. 34). 

6. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 5.3. Payment of Fees, Assessments, and Penalties. 

Fees, assessments, and penalties payable to the Commissioner may be 
paid by means of check made payable to the order of "Commissioner of 
Financial Institutions," or the "Department of Financial Institutions." 
Such checks need not be certified. 
NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 
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§ 5.4. Appearance and Practice Before Commissooner. 

(a) In any proceeding before the Commissioner, any person may be 
represented by an attorney at law. However, any individual may appear 
in his own behalf; any partnership may be represented by a partner; and 
any corporation may be represented by an officer. 

(b) Any person who represents another person in a proceeding before 
the Commissioner shall, unless written notice of the contrary signed by 
such other person is filed with the Commissioner, be deemed to be autho- 
rized to take any action on behalf of such other person in connection with 
such proceeding. 

NOTE: Authority cited: Sections 215. 4831, 3 11 01 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section heading and section and 

adding new Note filed 8-1 9-97 pursuant to section 1 00, title 1 , California Code 

of Regulations (Register 97, No. 34). 

§ 5.5. Contingent Fee. 

As an administrative standard, the Commissioner generally will deny 
an application if the payment of, or amount of, the fee of any person who 
assisted in the preparation of such application or who represents the 
applicant is contingent upon the Commissioner's decision on the applica- 
tion. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section heading and section and 
adding new Note filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 



§ 5.6. Interpretive Opinions. 

The Commissioner may honor applications from interested persons 
for interpretive opinions regarding any provision of any law adminis- 
tered by the Commissioner or of this Chapter. 
Note: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.7. Administrative Actions. 

(a) Whenever the Commissioner issues any certificate of authority, li- 
cense, approval, consent, or order under any law administered by him or 
under this Chapter, the Commissioner may impose such conditions as are 
in his opinion necessary to carry out the provisions or purposes of such 
law or of this Chapter, as the case may be. 

(b) Whenever the Commissioner has issued any certificate of author- 
ity, license, approval, consent, or order under any law administered by 
him or under this Chapter, the Commissioner may, upon application or 
on his own initiative, if he finds that such action is necessary to carry out 
the provisions or purposes of such law or of this Chapter, as the case may 
be, and subject to any applicable provisions of such law or of this Chap- 
ter, amend, suspend, or revoke such certificate of authorization, license, 
approval, consent, or order, in whole or in part. 

NOTE: Authority cited: Section 215, 4831, 31 101 and 33202, Financial Code. Ref- 
erence: Sections 200, 215, 31 100 and 33200, Financial Code. 

History 

1 . Change without regulatory effect amending subsection (b) and adding Note 
filed 1 1^1—93 pursuant to section 100, title 1, California Code of Regulations 
(Register 93, No. 45). 

2. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , Cali fornia Code of Regulations (Regis- 
ter 97, No. 34). 
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§ 5.2000. Scope. 

This Article contains regulations setting forth the Department's con- 
flict of interest code as required by the Political Reform Act of 1974 
(Government Code Section 81000 et seq.). 



NOTE: Authority cited: Sections 87300 and 87306, Government Code. Reference: 
Sections 87300-87302, Government Code. 

History 

1 . New article 3 (sections 5.2000-5.2202, not consecutive) filed 1 2-29-78 as part 
of new subchapter 5; designated effective 3-1-79. Approved by Fair Polilical 
Practices Conunission 5-2-78 (Register 79, No. 2). 

2. Repealer of subarl ides 1-3. sections 5.2000-5.2202, not consecutive, and new 
section 5.2000 and Appendix filed 6-15-92; operative 7-15-92. Approved by 
Fair Political Practices Commission 4-14-92 (Register 92, No. 25). 

3. Editorial correction relocating Appendix end notes (Register 93, No. 49). 

4. Editorial correction of History 2 (Register 95, No. 12). 

5. Repealer of section and appendix and new section filed 1 1-23-99; operative 
12-23-99. Approved by Fair Political Practices Commission 10-8-99 (Regis- 
ter 99, No. 48). 

§ 5.2001 . Conflict of Interest Code. 

(a) The provisions of 2 C.C.R. §18730 and any changes to it adopted 
by the Fair Political Practices Commission are hereby incorporated by 
reference. The provisions of 2 C.C.R. §18730 and the Appendix to this 
Section which lists the designated employees of the Department and their 
disclosure categories constitute the Conflict of Interest Code of the De- 
partment. 

(b) Designated employees shall file statements of economic interests 
with the Administrative Services Unit of the Department. The Depart- 
ment shall make the statements available for public inspection and repro- 
duction. (Government Code Section 81008). Upon receipt of the state- 
ment of the Commissioner of Financial Institutions, the Department shall 
make and retain a copy and forward the original to the Fair Political Prac- 
tices Commission. Statements of economic interests filed by all other 
designated employees shall be retained by the Department. 

NOTE: Authority cited: Sections 87300 and 87306, Government Code. Reference: 
Sections 87300-87302, Government Code. 

History 

1. New section and appendix filed 1 1-23-99; operative 12-23-99. Approved by 
Fair Political Practices Cominission 10-8-99 (Register 99, No. 48). 

2. Amendment of appendix filed 6-7-2002; operative 7-7-2002. Approved by 
Fair Political Practices Commission 4-5-2002 (Register 2002, No. 23). 

3. Amendment of Appendix filed 6-19-2003; operative 7-19-2003. Approved by 
Fair Political Practices Commission 4-28-2003 (Register 2003, No. 25). 

4. Amendment of Appendix filed 10-9-2007; operative 1 1-8-2007. Approved by 
Fair Political Practices Commission 8-22-2007 (Register 2007, No. 41). 



Appendix to §5,2001 
Designated Employees 



Position Title 



Commissioner of Financial Institutions 

Consultants' 

Chief Deputy Commissioner of Financial Insfitutions 

Senior Deputy Commissioner of Financial Institutions 

Chief State Examiner 

Deputy Conrmiissioner of Financial Institutions 

of the Division of Credit Unions 
Deputy Commissioner of Financial Institutions 
Financial Institutions Manager 
Financial Institutions Supervisor 
Senior Financial Institutions Examiner 
Financial Institutions Examiner 
General Counsel 

Assistant Chief Counsel 
Senior Staff Counsel 
Staff Counsel 
Staff Services Manager 
Chief Information Officer 

Chief Administrative Officer 

Data Processing Manager 

Senior Accounting Officer (Supervisor) 

Associate Business Management Analyst 

Budget Analyst 

Training Officer 

Business Services Assistant 

Disclosure Categories 
Category A: 

The foUowing are reportable interests for each designated employee 
in this disclosure category: 



Disclosure Category 

A 
A 
A 

B 
B 

B 
B 
B 
B 
B 
B 
B 

C 
C 
C 
C 
C 

D 
D 
D 
D 
D 
D 
D 
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All investments, income, including gifts, loans and travel payments, 
business positions, and interests in real property. 
Category B: 

The following are reportable interests for each designated employee 
in this disclosure category: 

All interests in real property, and all investments and business posi- 
tions in, and all income, including gifts loans and travel payments, from, 
any subject institution.- 
Category C: 

The following are reportable interests for each designated employee 
in this disclosure category: 

All investments and business positions in, and all income, including 
gifts, loans and travel payments, from, any subject institution. 
Category D: 

The following are reportable interests for each designated employee 
in this disclosure category: 

All interests in real property leased to or rented by the Department, and 
all investments and business positions in, and sources of income, includ- 
ing gifts, loans and travel payments, from, business entities which pro- 
vide goods, services, supplies, materials, machinery, or equipment of the 
type utilized by the Department or which provide office space leased to 
or rented by the Department. 



Article 4. Documents 



' Consultants are included in the list of designated employees in Category A, and 
shall disclose pursuant to the requirements of this disclosure category subject to 
the following limitation: The Commissioner may determine in writing that a par- 
ticular consultant, although a "designated employee," is hired to perform a range 
of duties that is limited in scope and thus is not required to comply fully with the 
disclosure requirements in this Section. Such written determination shall include 
a description of the consultant's duties and based upon that description, a statement 
of the extent, if any, of disclosure requirements. The Commissioner's determina- 
tion is a public record and shall be retained by the Department and made available 
for public inspection with a copy of the Department's Conflict of Interest Code 
upon proper request. 

^"Subject institution," as used in Category B and Category C, means any of the 
following, any affiliate of any of the following, any attorney, accountant, econo- 
mist, or business consultant who regularly provides services to any of the follow- 
ing, or any bank, savings association, credit union, or industrial loan company 
trade organization of which any of the following is a voting member (The defini- 
tions set forth in Subarticle 2 (conmiencing with Section 10.100 of Article 1 of 
Subchapter 10 of Chapter 1 of Title 10 shall apply throughout this footnote.): 

(1) Any California bank. 

(2) Any foreign (other state) bank which maintains an office in the State of 
California. 

(3) Any foreign (other nation) bank which maintains an office in the State of 
California that is licensed by the Commissioner or by the Comptroller of the 
Currency. 

(4) Any international banking corporation organized under the laws of the State 
of California, or any other international banking corporation which, or a repre- 
sentative of which, maintains an office in the State of California. 

(5) Any corporation which is licensed by the Commissioner under Chapter 14 
(commencing with Section 1800) of Division 1 of the Financial Code. 

(6) Any person which is licensed by the Commissioner under Chapter 14A (com- 
mencing with Section 1851) of Division 1 of the Financial Code. 

(7) Any savings association organized under the Savings Association Law or any 
other savings association which maintains an office in the State of California. 

(8) Any person which is licensed under Division 3 (commencing with Section 
12000) of the Financial Code to engage in the business of a check seller. 

(9) Any credit union organized under the Credit Union Law, or any corporafion 
of similar type organized under the laws of the United States or of any state 
of the United States other than the State of California which maintains an of- 
fice in the State of California. 

(10) Any industrial loan company organized under the Industrial Loan Law, or 
any corporation of similar type organized under the laws of any state of the 
United States other than the State of California which maintains an office in 
the State of Cahfomia. 

(1 1) Any corporation which is licensed by the Commissioner under Division 15 
(commencing with Section 31000) of the Financial Code. 

(12) Any corporation which is licensed by the Commissioner under Division 16 
(commencing with Section 33000) of the Financial Code. 



Subarticle 1. General Provisions 

§ 5.3000. Scope. 

This Article contains regulations relating to documents filed with the 
Commissioner. This Subarticle contains general provisions relating to 
documents filed with the Commissioner. Subarticle 2 (commencing with 
Section 5.3100) of this Article contains regulations relating to applica- 
tions filed with the Commissioner. Subarticle 3 (commencing with Sec- 
tion 5.3200) of this Article contains regulations relating to reports filed 
with the Commissioner. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.3001. Applicability. 

This Article sets forth rules which apply generally to all documents 
filed with the Commissioner. However, whenever the Commissioner, 
any provision of this Chapter (other than the provisions of this Article), 
or any law administered by the Commissioner prescribes for a specified 
document or for a specified class of documents a rule which is inconsis- 
tent with any of the rules set forth in this Article, the rule so prescribed 
shall apply to such specified documents or specified class of documents, 
and the rule set forth in this Article which is inconsistent with the rule so 
prescribed shall not apply. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1. California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3002. Language. 

Each document filed with the Commissioner shall be in the English 
language. However, whenever the Commissioner, this Chapter, or any 
law administered by the Commissioner requires that a document which 
is not in the English language be filed with the Commissioner, such docu- 
ment shall, when filed with the Commissioner, be accompanied by an En- 
glish translation, and there shall be attached to or endorsed on such En- 
glish translation a certificate signed by the translator certifying that the 
translation is a true translation in the English language of the document. 
If the document or any document of which such document is a part is re- 
quired to be verified, the certificate of the translator shall be verified. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3003. Incorporation by Reference. 

There may be incorporated by reference into a document filed with the 
Commissioner any other document or specified part thereof attached to 
such document or any other document or specified part thereof currently 
on file with the Commissioner. 
NOTE; Authority cited: Secfions 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3004. Acknowledgment. 

Whenever the Commissioner, this Chapter, or any law administered 
by the Commissioner requires that a signature on a document filed with 
the Commissioner be acknowledged, such signature shall be acknowl- 
edged in accordance with the requirements of Article 3 (commencing 
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with Section 1 180), Chapter 4, Title 4, Part 4, Division 2 of the Civil 
Code, and an appropriate certificate of acknowledgment shall be en- 
dorsed on or attached to such document. 

NOTE: Authority cited: Sections 215, 4831, 3 II 01 and 33202, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title I , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3005. Verification. 

Whenever the Commissioner, this Chapter, or any law administered 
by the Commissioner requires that a document filed with the Commis- 
sioner be verified, the verification shall be made either by affidavit, in 
which case the certificate of the officer taking the affidavit shall be at- 
tached thereto, or by an unsworn statement made in accordance with 
Code of Civil Procedure Section 2015.5. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Resulations (Regis- 
ter 97, No. 34). 

§ 5.3006. Certification of Corporate Resolution. 

Whenever the Commissioner, this Chapter, or any law administered 
by the Commissioner requires that a copy of a resolution of the board or 
of a committee of the board of a corporation filed with the Commissioner 
be certified, the certification shall: 

(a) State the title of the office which the person making the certification 
holds with the corporation. 

(b) State that the copy is a true copy of the resolution. 

(c) (1) In case the resolution was adopted by the board, so state and 
specify the date of adoption. 

(2) In case the resolution was adopted by a committee of the board, so 
state, specify the date of adoption, state the title of the committee, and 
state that the committee is authorized to exercise the powers of the board 
with respect to the subject matter of the resolution. 

(d) State that the resolution has not been modified or rescinded and is 
in full force and effect. 

(e) Specify the date of the certification. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3007. Certification by Corporate Officer. 

(a) Whenever the Commissioner, this Chapter, or any law adminis- 
tered by the Commissioner requires that a document filed with the Com- 
missioner be certified by the secretary of a corporation and does not pro- 
vide that such document may, in the altemafive, be certified by an 
assistant secretary of such corporation, the certification shall be made by 
the secretary of the corporafion. However, if the corporation has no secre- 
tary or if the secretary of the corporation is unavailable, the certification 
may be made by an assistant secretary of the corporation who is autho- 
rized to perform the functions of the secretary, in which case the certifica- 
tion shall (1) state that the corporation has no secretary or that the secre- 
tary is unavailable and (2) that the assistant secretary is authorized to 
perform the functions of the secretary. Also, if the corporation has no sec- 
retary or assistant secretary, the certification may be made by the officer 
of the corporation who performs for the corporation the functions usually 
performed by the secretary of a corporation, in which case the certifica- 
tion shall state that the corporation has no secretary and that the officer 
making the certification performs for the corporation the functions usual- 
ly performed by the Secretary of a corporation. 

(b) Whenever the Commissioner, this Chapter, or any law adminis- 
tered by the Commissioner requires that a document filed with the Com- 
missioner be certified by the secretary or by an assistant secretary of a 
corporation, if such corporation has no secretary or assistant secretary, 
the certification may be made by an officer of the corporafion who per- 



forms for the corporafion the functions usually performed by the secre- 
tary or by an as.sistant secretary of a corporafion, in which case the cerfifi- 
cation shall state that the corporation has no secretary or assistant 
secretary and that the officer making the cernficalion performs for the 
corporation the funcfions usually performed by the secretary or by an as- 
sistant secretary of a corporafion. 
NOTE: Authonty cited: Sections 215, 4831, 31 101 and 33202. Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3008. Place of Filing. 

Whenever the Commissioner, this Chapter, or any law administered 
by the Commissioner provides that a document be filed with the Com- 
missioner, it may be filed with the Commissioner at any office of the 
Commissioner. 
NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, ntle 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3009. Time of Filing. 

(a) This secfion does not apply to any application which is subject to 
the Permit Reform Act of 1981 (Chapter 3 (commencing with Secfion 
15374), Part 6.7, Division 3, Title 2 of the Government Code). 

(b) Except as otherwise provided in subdivisions (c) and (d) of this sec- 
fion, whenever the Commissioner, this Chapter, or any law administered 
by the Commissioner provides that a document be filed with the Com- 
missioner, such document shall be deemed to be filed with the Commis- 
sioner on the day on which it is received at an office of the Commissioner. 

(c) Except as otherwise provided in subdivision (d) of this secfion, a 
document which is an applicafion shall, unless the Commissioner rejects 
it for filing within ten business days after the day on which it is received 
at an office of the Commissioner, be deemed to be filed with the Commis- 
sioner on such day. 

(d) (1) In case the day on which a document is received at an office of 
the Commissioner is a holiday or in case a document is received after the 
close of business of such office, such document shall be deemed to be 
filed with the Commissioner on the next succeeding day which is not a 
holiday. 

(2) In case the Commissioner, this Chapter, or any law administered 
by the Commissioner requires that a document, when filed with the Com- 
missioner, be accompanied by a specified fee or that a specified fee be 
paid for filing a document with the Commissioner, and if such a docu- 
ment, when received at an office of the Commissioner, is not accompa- 
nied by such specified fee, the document shall not be deemed to be filed 
with the Commissioner unfil such fime as the specified fee is received at 
an office of the Commissioner. 

(3) In case the Commissioner, this Chapter, or any law administered 
by the Commissioner provides with respect to a document otherwise than 
as provided in subdivision (b) or (c) of this secfion, such document shall 
be deemed to be filed at the time when the Commissioner, such provision 
of this Chapter, or such law so provides. It is hereby provided that no copy 
of by-laws or of an amendment of by-laws shall be deemed to be filed 
with the Commissioner for purposes of Financial Code Secfions 400(a) 
or 601 unfi] specially filed by the Commissioner and that no copy of an 
agreement of merger or certificate of ownership certified by the Secre- 
tary of State shall be deemed to be filed with the Commissioner for pur- 
poses of Financial Code Section 2072 or 2094 unfil specially filed by the 
Commissioner. 

(4) In case a person who submits a document to the Commissioner re- 
quests that such document be filed otherwise than as provided in subdivi- 
sion (b) or (c) of this secfion, the document shall not be deemed to be filed 
with the Commissioner until such time as it is specially filed by the Com- 
missioner. 

Note: Authority cited: Sections 215, 4831, 31101 Jind 33202, Financial Code. 
Reference: Sections 200, 215, 31 100 and 33200, Financial Code. 
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History 

1 . Amendment filed 1 2-1 0-85; designated effective 2- 1 -86 (Register 85, No. 50). 

2. Ciiange without regulatory effect amending section and Note filed 8-19-97 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 97, No. 

34). 



Subarticle 2. Applications 



§5.3100. Scope. 

This Subarticle contains regulations relating to applications filed with 
the Commissioner. 
NOTE: Authority cited: Secfions 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97. No. 34). 

§ 5.3101. Pre-Filing Conference and Review. 

(a) The staff of the Department is available to confer with a prospective 
applicant in advance of the filing of an application for the puipose of dis- 
cussing questions relating to such application. However, no application 
will be decided in advance of filing. 

(b) A prospecUve applicant may, before filing an application, submit 
a draft of such application or of a document which is to be part of such 
application to the staff of the Department for review and comment as to 
form. However, any comments made on a draft of an application or of a 
document which is to be part of an applicafion will relate only to the form 
of such application or of such document and not to the substance or merits 
of such application or of such document. 

§5.3102. Form. 

Whenever the Commissioner, this Chapter, or any law administered 
by the Commissioner provides that an application be in a specified form, 
any such application shall be filed in such form. Whenever the Commis- 
sioner, this Chapter, or any law administered by the Commissioner pro- 
vides that the facing page of an application be in a specified form, the fac- 
ing page of any such apphcafion shall be in such form, and the remainder 
of the application shall be typewritten or legibly printed on either legal 
or letter size paper. In all other cases, an application shall be in the form 
of a letter addressed to the Commissioner, typewritten or legibly printed 
on either legal or letter size paper. 
NOTE; Authority cited: Sections 215, 4831, 31101 and 33202. Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3103. Combining Applications. 

Two or more applications may be combined in the same document if 
all such applicafions: 

(a) Are made by the same person; 

(b) Are required to be in the form of a letter addressed to the Commis- 
sioner; and 

(c) Concern the same transaction or proposal or related transactions or 
proposals. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.31 04. Number of Copies. 

Whenever an application is filed with the Commissioner, the original 
and one copy of such application shall be filed. Only the original of an 
applicafion need be executed. 
NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 



History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.3105. Contents. 

(a) An applicafion shall be dated and shall set forth the naine, address, 
and telephone nuinber of the applicant, identify the subject matter of the 
application, and contain such other information as the Commissioner, 
this Chapter, or any law administered by the Commissioner may require. 

(b) Whenever an application contains economic data, such applicafion 
shall idenfify the source of such econoinic data. 

(c) In case any itein of information required to be in an application is 
not applicable to the circuinstances of such applicafion, the applicafion 
shall so state and, in addifion, shall specify the reasons why such item of 
information is not applicable to the applicafion. 

(d) In case any item of informafion required to be in an application is 
not available, such applicafion shall so state and, in addifion, shall state: 

(1) Reasons why the item of informafion is not available; and 

(2) Whether or not the item of informafion is expected to become avail- 
able, and, if so, the fime when the item of informafion is expected to be- 
come available. 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulafions (Regis- 
ter 97, No. 34). 

§5.3106. Signature. 

(a) An application shall be signed by the applicant or by a person au- 
thorized to represent the applicant in connecfion with such applicafion. 

(b) The signature on an application by a corporation should be in the 
corporate form, and whenever the Commissioner, this Chapter, or any 
law administered by the Commissioner requires that an applicafion by a 
corporation be in the name of such corporation, the signature of the cor- 
porafion on such application shall be in the corporate form. The follow- 
ing is an example of the signature of a corporation in the corporate form: 

ABC BANK 

By /s/ John Doe 
John Doe, President 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California CodeofRegulations (Regis- 
ter 97, No. 34). 

§5.3107. Amendment. 

(a) An applicant may, with the consent of the Commissioner, amend 
an application. An application for consent to amend an application shall 
contain the proposed amendment of such application and a statement of 
the reasons why the applicant wishes to amend the application. 

(b) (1) Whenever an applicant becomes aware of any material error in 
an item of information contained in an application, such applicant shall 
prompfiy file with the Commissioner an application for consent to amend 
such application to correct such en^or. 

(2) Whenever an applicant becomes aware of any material change in 
an item of information contained in an application, such applicant shall 
prompfiy file with the Commissioner an application for consent to amend 
such applicafion in order to reflect such change. 

(c) Whenever the Commissioner, this Chapter, or any law adminis- 
tered by the Commissioner prescribes a specified form for an applicafion 
consisting of not more than two pages, any amendment of such applica- 
tion shall be in the specified form prescribed for the original application, 
shall be dated as of current date, and shall bear at the top of the first page 
a legend stafing that it is an amendment in full of the original applicafion 
and specifying the date of the original applicafion. In all other cases, an 
amendment of an applicafion shall be in the form of a letter addressed to 
the Commissioner, typewritten or legibly printed on either legal or letter 
size paper. 
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(d) Any amendment of an application shall be signed and filed in the 
manner prescribed for the original application. However, even though 
the signature of the applicant on an application is required to be acknowl- 
edged, the signature of such applicant on an amendment of such applica- 
tion need not be acknowledged. 

(e) Whenever an application is required to be verified, any amendment 
of such application shall be verified. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202. Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 

8-1 9-97 pursuant to section 1 00, title 1 , California Code of Reeulations (Recis- 

ter 97, No. 34). 

§5.3108. Comments. 

(a) Any person may file with the Commissioner comments on an appli- 
cation, including cominents supporting or opposing the granting of such 
application. Comtnents on an application shall be in writing in the form 
of a letter addressed to the Commissioner. A comment letter shall identi- 
fy the application to which it relates by the name of the applicant and the 
subject matter of the application. A comment letter shall be signed by the 
commentator or by a person authorized to represent the commentator in 
connection with the application. 

(b) The Commissioner may solicit comments on an application from 
any person who in his opinion might have an interest in, be affected by, 
or have information regarding, such application. 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.3109. Oeficieocies. 

Whenever an application, when received at an office of the Commis- 
sioner, is deficient in that it fails to comply in any respect with the require- 
ments prescribed by the Commissioner, this Chapter, or any law adminis- 
tered by the Commissioner: 

(a) At any time within ten business days after the day on which the 
application was received at an office of the Commissioner, the Commis- 
sioner may reject the application for filing. However, this subdivision (a) 
does not apply to any application which is subject to the Permit Reform 
Act of 1981 (Chapter 3 (commencing with Section 15374), Part 6.7, Di- 
vision 3, Title 2 of the Government Code). 

(b) At any time, the Commissioner may, by notice served on the appli- 
cant, request that the applicant correct the deficiencies in the application 
and fix the time within which the applicant shall correct the deficiencies 
in the application. If the applicant fails to correct the deficiencies in the 
application within such time, the Commissioner may order the applica- 
tion to be abandoned. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 
Reference: Sections 200, 215, 31100 and 33200, Financial Code. 

History 

1. Amendment filed 1 2-1 Q-85; designated effective 2-1-86 (Register 85, No. 50). 

2. Change without regulatory effect amending section and Note filed 8-19-97 
pursuant to secfion 1 00, title 1 , California Code of Regulations (Register 97, No. 
34). 
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§5.3110. 

The Commissioner may, at any time, by notice served on an applicant, 
request that the applicant file additional information and fix the time 
within which the applicant shall file such additional information. If the 
applicant fails to file such additional information within such time, the 
Commissioner may order the application to be abandoned. 
NOTE: Authority cited: Secfions 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to secfion 100, utle 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



§5.3111. Withdrawal. 

An applicant may, with theconsent of the Commissioner, withdraw an 
application. 

NOTE: Authority cited: Secfions 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTE filed 
8- 1 9-97 pursuant to section 100, title l,Calitomia Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.31 1 2. Notice of Decision. 

Whenever the Commissioner approves or denies an application, re- 
jects an application for filing, or orders an application to be abandoned, 
the Commissioner shall serve notice of his decision on the applicant. In 
case the Commissioner denies an application, rejects an application for 
filing, or orders an application to be abandoned, such notice shall contain 
a brief statement of the reasons for the decision. 
NOTE: Authority cited: Secfions 215, 4831 , 31 101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to secfion 1 00, fitle 1 . California Code of Regulations (Regis- 
ter 97, No. 34). 

SubarticSe 3^ Reports 

§ 5.3200. Scope. 

This Stibarticle contains regulations relating to reports filed with the 

Commissioner. 

NOTE: Authority cited: Secfions 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, fitle 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.3201. Form. 

Whenever the Commissioner, this Chapter, or any law administered 
by the Commissioner provides that a report be in a specified form, any 
such report shall be filed in such form. Whenever the Commissioner, this 
Chapter, or any law administered by the Commissioner provides that the 
facing page of a report be in a specified form, the facing page of any such 
report shall be in such form, and the remainder of the report shall be type- 
written or legibly printed on either legal or letter size paper. In all other 
cases, a report shall be in the form of a letter addressed to the Commis- 
sioner, typewritten or legibly printed on either legal or letter size paper. 
NOTE: Authority cited: Secfions 215, 4831, 31101 and 33202, Financial Code. 

History 
1. Change without regulatory effect amending secfion and adding new Note filed 
8-19-97 pursuant to secfion 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3202. Combining Reports. 

Two or more reports may be combined in the same document if all 
such reports: 

(a) Are made by the same person; 

(b) Are required to be in the form of a letter addressed to the Commis- 
sioner; and 

(c) Concern the same transaction or proposal or related transactions or 
proposals. 

NOTE: Authority cited: Secfions 215, 4831, 31 101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to secfion 1 00, tifie 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3203. Number of Copies. 

Whenever a report is filed with the Commissioner, only the original 

of such report need be filed. 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to secfion 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 
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§ 5.3204. Contents. 

(a) A report shall be dated and shall set forth the name, address, and 
telephone number of the person making the report, identify the subject 
matter of the report, and contain such other information as the Commis- 
sioner, this Chapter, or any law administered by the Commissioner may 
require. 

(b) In case any item of information required to be in a report is not 
applicable to the circumstances of such report, the report shall so state 
and, in addition, shall specify the reasons why such item of information 
is not applicable to the report. 

(c) In case any item of information required to be in a report is not 
available, such report shall so state and, in addition, shall state: 

(1) Reasons why the item of information is not available; and 

(2) Whether or not the item of information is expected to become avail- 
able, and, if so, the time when the item of information is expected to be- 
come available. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3205. Signature. 

(a) A report shall be signed by the person making the report or by a per- 
son authorized to represent such person in connection with the report. 

(b) The signature on a report by a corporation should be in the corpo- 
rate form, and whenever the Commissioner, this Chapter, or any law ad- 
ministered by the Commissioner requires that a report by a corporation 
be signed in the name of such corporation, the signature of the corpora- 
tion on such report shall be in the corporate form. (For an example of the 
signature of a corporation in the corporate form, refer to Section 5.3106 
of this Chapter.) 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new NOTE filed 
8-19-97 pursuant to section 100, title l.CaliforniaCode of Regulations (Regis- 
ter 97, No. 34). 

§ 5.3206. Amendment. 

(a) A person making a report may, with the consent of the Commis- 
sioner, amend such report. An application for consent to amend a report 
shall contain the proposed amendment of such report and a statement of 
the reasons why such person wishes to amend the report. 

(b) Whenever a person who has made a report becomes aware of any 
material error in an item of information contained in such report, such 
person shall promptly file with the Commissioner an application for con- 
sent to amend the report to correct such error. 

(c) Whenever the Commissioner, this Chapter, or any law adminis- 
tered by the Commissioner prescribes a specified form for a report con- 
sisting of not more than two pages, any amendment of such report shall 
be in the specified form prescribed for the original report, shall be dated 
as of current date, and shall bear at the top of the first page a legend stating 
that it is an amendment in full of the original report and specifying the 
date of the original report. In all other cases, an amendment of a report 
shall be in the form of a letter addressed to the Commissioner, typewritten 
or legibly printed on either legal or letter size paper. 

(d) Any amendment of a report shall be signed and filed in the manner 
prescribed for the original report. However, even though the signature of 
a report is required to be acknowledged, the signature of an amendment 
of such report need not be acknowledged. 

(e) Whenever a report is required to be verified, any amendment of 
such report shall be verified. 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 
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Subarticle 1. General Provisions 

§ 5.5000. Scope. 

This Article governs the conduct of all hearings held in connection 
with iTiatters pending before the Commissioner. 
NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.5001. Definitions. 

In this article: 

(a) "Adjudicatory hearing" means a hearing conducted in accordance 
with subarticle 2 (coinmencing with section 5.5100) of this article. 

(b) "Hearing officer" means the person designated by the Commis- 
sioner to preside at a hearing. The hearing officer may be the Commis- 
sioner. 

(c) "Hearing panel" means the persons designated by the Commis- 
sioner to assist a hearing officer. 

(d) "Intervening party" means any person whom the Commissioner, 
upon application, permits to intervene and become a party to a hearing. 

(e) "Investigatory hearing" means a hearing conducted in accordance 
with subarticle 3 (commencing with section 5.5200) of this article. 

(f) "Party" means the Commissioner, the respondent, and any inter- 
vening party. 

(g) "Respondent" means, in the case of an adjudicatory hearing, any 
person who is named as respondent in the accusation and, in the case of 
an investigatory hearing, any person who is named as respondent in the 
notice of investigatory hearing. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202. Financial Code. 
Reference: Sections 200, 215, 31100 and 33200, Financial Code. 

History 

1 . Change .without regulatory effect amending subsections (a) and (e) filed 7-2-9 1 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 9 1 , No. 
40). 

2. Change without regulatory effect amending section and Note filed 8-19-97 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 97, No. 
34). 

§ 5.5002. Types of Hearings. 

Hearings held in connection with matters pending before the Commis- 
sioner are of two types, adjudicatory hearings and investigatory hearings. 
The Commissioner may in his discretion determine which type of hear- 
ing to hold in any particular case. In general, however, any hearing on the 
suspension or revocation of a license will be an adjudicatory hearing, and 
any hearing on an application will be an investigatory hearing. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.5003. Discretion to Hold Hearings. 

The Commissioner may in his discrefion, either upon application or on 
his own initiafive, hold a hearing in connection with any matter pending 
before him. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to secfion 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.5004. Application for Hearing. 

Any person may apply to the Commissioner to hold a hearing in con- 
nection with a matter pending before the Commissioner. An application 
for a hearing shall contain the following: 
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(a) Identification of the matter pending before the Commissioner with 
respect to which the applicant requests that a hearing be held. 

(b) Description of the applicant's interest in such matter. 

(c) Type of hearing requested. 

(d) In case an adjudicatory hearing is requested, a proposed accusation 
or in case an investigatory hearing is requested, a proposed notice of in- 
vestigatory hearing. 

(e) Brief summary of the evidence which the applicant intends to intro- 
duce and a list of the witnesses whom the applicant intends to present at 
the hearing. 

(f) Statement of reasons why the holding of a hearing would be in the 
public interest. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.5005. Application to Intervene. 

An application for perinission to intervene and become a party to a 
hearing shall be filed with the Commissioner and served on the respon- 
dent and each other party (other than the Commissioner) not less than five 
business days before commencement of the hearing, and shall contain the 
following: 

(a) Description of the applicant's interest in the matters at issue in the 
hearing. 

(b) Brief summary of the evidence which the applicant intends to intro- 
duce and a list of the witnesses whom the applicant intends to present at 
the hearing. 

(c) Statement of the applicant's purposes in intervening in the hearing. 

(d) Statement of reasons why the intervendon of the applicant in the 
hearing would be in the public interest. 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



§ 5.5006. Applicable Statute. 

Hearings held by the Commissioner pursuant to this Arficle shall be 
subject to the provisions of Article 2 (commencing with Section 1 1 1 80), 
Chapter 2, Part 1, Division 3, Title 2 of the Government Code. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 
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§5.5100. Accusation. 

The Commissioner shall initiate an adjudicatory hearing proceeding 
by issuing an accusation. An accusation shall be in writing, signed by the 
Commissioner, and shall contain the following: 

(a) Name and address of respondent. 

(b) Statement of acts or omissions with which the respondent is 
charged. 

(c) Specification of statutes, regulations, or orders which the respon- 
dent is alleged to have violated. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



§ 5.51 01 . Notice of Adjudicatory Hearing. 

(a) Whenever the Commissioner issues an accusation, he shall 
promptly serve a nofice of adjudicatory hearing on the respondent. A no- 
tice of adjudicatory hearing shall be in writing, signed by the Commis- 
sioner, and shall contain the following: 

(1 ) Copy of the accusation. 

(2) Time and place of the adjudicatory hearing. 

(3) Copy or summary of the provisions of this Subarticle and Subar- 
ticle 1 (commencing with Section 5.5000 of this Article). 

(4) Statement that the respondent may, but is not required to, be repre- 
sented by counsel at any and all stages of the proceedings. 

(b) The Commissioner may serve a nofice of adjudicatory hearing on 
such persons other than the respondent as the Coinmissioner deems ad- 
visable, and the Commissioner may otherwi.se distribute or publish a no- 
tice of adjudicatory hearing as he deems appropriate. 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.5102. Answer. 

(a) Not more than 15 days after the Commissioner serves a notice of 
adjudicatory hearing on the respondent, the respondent shall file an an- 
swer with the Commissioner. The answer shall be in writing, signed by 
the respondent or a person authorized to represent the respondent in con- 
necfion with the hearing, and shall contain the following: 

(1) Admission or denial of each of the material allegations of the accu- 
sation. 

(2) Statement of any new matter consfitufing a defense. 

(b) The respondent may deny any allegation in the accusation on the 
basis of informafion and belief. Also, if the respondent has no informa- 
fion or belief upon the subject sufficient to enable him to answer an alle- 
gafion in the accusafion, he may so state in the answer and place his denial 
on that ground. 

(c) Any new matter contained in an answer shall be deemed to be de- 
nied by the Commissioner. 

(d) Any material allegafion in the accusafion which is not denied in the 
answer shall be deemed to be true, and the respondent may not offer evi- 
dence to controvert any such allegation at an adjudicatory hearing. 

(e) If the respondent fails to file an answer within the time specified 
in this Secfion, he shall be deemed to admit the truth of all allegations in 
the accusation. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.51 03. Amendment of Accusation. 

(a) The Commissioner may amend an accusafion at any time before or 
during an adjudicatory hearing. An amendment of an accusation shall be 
in writing and signed by the Commissioner. 

(b) Any amendment of an accusafion shall be deemed to be denied by 
the respondent. 

(c) Whenever the Commissioner amends an accusation, he shall 
promptly serve a copy of the amendment on the respondent and each oth- 
er party. 

(d) Whenever an amendment of an accusafion presents new charges, 
the Commissioner or the hearing officer shall, upon applicafion of the re- 
spondent, confinue an adjudicatory hearing for such time as may be nec- 
essary to afford the respondent a reasonable opportunity to prepare his 
defense to such new charges. 

NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 
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History 

1 . Change without regulatory effect amending section and adding new NOTiz filed 
8-19-97 pursuant to section 100, title I.California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.5104. Discovery. 

(a) In this Section, "statement" includes written statements by a per- 
son, signed or otherwise authenticated by him, stenographic, mechani- 
cal, electrical, or other recordings, or transcripts thereof, of oral state- 
ments by such person, and written reports or summaries of such oral 
statements. 

(b) The provisions of this Section apply to all parties to an adjudicatory 
hearing and provide the sole and exclusive right to and method of discov- 
ery for any party (other than the Commissioner) requesting discovery in 
an adjudicatory hearing procedure. 

(c) (1 ) Any party may serve on any other party a request for discovery 
of any of the items referred to in Subparagraphs (A) to (C) of Paragraph 
(2) of this Subdivision (c). A request for discovery shall be in writing, 
shall specify the matters to be disclosed, and, if made by the Commis- 
sioner, shall be signed by him, or if made by any other party, shall be 
signed by such party or by a person authorized to represent such party in 
connection with the hearing. 

(2) Not more than five business days after service of a request for dis- 
covery, the party on whom such request for discovery was served shall, 
to the extent requested in the request for discovery, afford the requesting 
party an opportunity to inspect and copy any of the following in the pos- 
session, custody, or control of the party on whom the request for discov- 
ery was served: 

(A) Any statement pertaining to the subject matter of the proceeding 
made by any party to another party or person. 

(B) Statements of witnesses whom the party on whom the request for 
discovery was served then proposes to call and of other persons having 
personal knowledge of the acts, omissions, or events which are the basis 
for the proceedings, not included in (A) above; and 

(C) All writings which the party on whom the request for discovery 
was served then proposes to offer in evidence. 

(d) The Commissioner or the hearing officer may, for good cause, 
upon application or on his own initiative, order any party to make avail- 
able to any other party the names and addresses of witnesses to the extent 
known to the party to whom such order is directed, including, but not lim- 
ited to, those witnesses intended to be called to testify at the adjudicatory 
hearing. 

(e) Nothing in this Section shall authorize the inspection or copying 
of any writing or thing which is privileged from disclosure by law or 
otherwise made confidential or protected as an attorney's work product. 
NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.5105. Time and Place of Adjudicatory Hearing. 

(a) An adjudicatory hearing shall be held at the lime and place set forth 
in the notice of such adjudicatory hearing. However, at any time before 
the commencement of an adjudicatory hearing, the Commissioner may, 
upon application or on his own initiative, change the time or place of such 
adjudicatory hearing by amending the notice of the hearing and serving 
a copy of such amendment on each other party. 

(b) At the time and place set for an adjudicatory hearing in the notice 
of such adjudicatory hearing or in any amendment to such notice, as the 
case may be, the hearing officer may continue the adjudicatory hearing 
from day to day or adjourn the hearing to a later date or to a different 
place, without notice other than an announcement at the adjudicatory 
hearing. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 



History 

1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.5106. Hearing Officer. 

An adjudicatory hearing shall be held before a hearing officer, who 
shall preside over such adjudicatory hearing. The hearing officer shall 
have authority to determine the order in which evidence may be pres- 
ented, to rule on the admission or exclusion of evidence, to question wit- 
nesses, and to exercise all powers relating to the conduct of the adjudica- 
tory hearing. 

§ 5.5107. Hearing Panel. 

The members of the hearing panel shall assist the hearing officer and 
may question witnesses. 

§5.5108. Default. 

(a) If a respondent fails to file an answer with the Commissioner in ac- 
cordance with Section 5.5102 of this Chapter, he shall be deemed to be 
in default. 

(b) If a respondent or intervening party fails to comply with a request 
for discovery in accordance with Section 5.5 104 of this Chapter, fails to 
appear at an adjudicatory hearing, or fails to comply with any lawful or- 
der issued by the Commissioner or a hearing officer in connection with 
an adjudicatory hearing, he shall be deemed to be in default. 

(c) No respondent or intervening party who is in default shall have any 
right at any adjudicatory hearing to cross-examine witnesses, to present 
any evidence to controvert the allegations of the accusation, or to present 
any evidence on his own behalf. 

NOTE; Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.5109. Evidence. 

(a) Oral evidence shall be taken a an adjudicatory hearing only on oath 
or affirmation. 

(b) Subject to the provisions of Section 5.5108 this Chapter, each party 
shall have these rights at an adjudicatory hearing: To present evidence 
relevant to the issues; to cross-examine opposing witnesses on any mat- 
ter relevant to the issues even though such matter was not covered in the 
direct examination; to impeach any witness regardless of which party 
first called him to testify; and to rebut the evidence against him. If a re- 
spondent does not testify on his own behalf, he may be called and ex- 
amined as if under cross-examination. 

(c) An adjudicatory hearing need not be conducted according to tech- 
nical rules relating to evidence and witnesses. Any relevant evidence, in- 
cluding hearsay, shall be admitted if it is the sort of evidence on which 
responsible persons are accustomed to rely in the conduct of serious af- 
fairs, regardless of the existence of any common law or statutory rule 
which might make improper the admission of such evidence over objec- 
tion in civil actions. The rules of privilege shall be effective to the same 
extent that they are now or hereafter may be recognized in civil actions, 
and irrelevant or unduly repetitious evidence shall be excluded. 

(d) Official notice may be taken of any generally accepted technical 
or scientific matter with the Commissioner's special field of competency 
or of any fact which may be judicially noticed by the courts of the State 
of California. 

Note: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§5.5110. Reporter. 

The proceedings at an adjudicatory hearing shall be reported by a certi- 
fied shorthand reporter or by a phonographic reporter. 
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§ 5.5200. Notice olf investigatory Hearings. 

(a) The Commissioner shall initiate an investigatory hearing proceed- 
ing by serving a notice of investigatory hearing on the respondent. A no- 
tice of investigatory hearing shall be in writing, signed by the Commis- 
sioner, and shall contain the following: 

(J ) Name and address of the respondent. 

(2) Statement of the facts which give rise to the investigatory hearing. 

(3) Statement of the issues to be considered at the investigatory hear- 
ing. 

(4) Time and place of the investigatory hearing. 

(b) The Commissioner may serve a notice of investigatory hearing on 
such persons other than the respondent as the Commissioner deems ad- 
visable, and the Commissioner may otherwise distribute or publish a no- 
tice of investigatory hearing as he deems appropriate. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant Fo section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.5201 . Time and PSace of Bnvestigatory Hearing. 

(a) An investigatory hearing shall be held at the time and place set forth 
in the notice of such investigatory hearing. However, at any time before 
the commencement of an investigatory hearing, the Commissioner may, 
upon application or on his own initiative, change the time or place of such 
investigatory hearing by amending the notice of the investigatory hearing 
and serving a copy of such amendment on the respondent. 

(b) At the time and place set for an investigatory hearing in the notice 
of such investigatory hearing or in any amendment to such notice, as the 
case may be, the hearing officer may continue the investigatory hearing 
from day to day or adjourn the investigatory hearing to a later date or to 
a different place, without notice other than an announcement at the inves- 
tigatory hearing. 

NOTE: Authority cited: Sections 215, 4831, 31101 and 33202, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 5.5202. Hearing Officer. 

An investigatory hearing shall be held before a hearing officer, who 
shall preside over such investigatory hearing. The hearing officer shall 
have authority to determine the order in which evidence may be pres- 
ented, to rule on the admission or exclusion of evidence, to question wit- 
nesses, and to exercise all powers relating to the conduct of the investiga- 
tory hearing. 

§ 5.5203. Hearing PaneS. 

The members of the hearing panel shall assist the hearing officer and 
may question witnesses. 

§ 5.5204. Evidence. 

(a) Unless the Commissioner or the hearing officer orders otherwise, 
witnesses need not be sworn. 

(b) Each party may present evidence relevant to the issues. To the ex- 
tent permitted by the hearing officer, any interested person who is not a 
party may present evidence relevant to the issues. Unless the Commis- 
sioner or the hearing officer orders otherwise, witnesses shall not be sub- 
ject to cross-exainination. 

(c) An investigatory hearing need not be conducted according to tech- 
nical rules relating to evidence and witnesses. Any relevant evidence, in- 
cluding hearsay, shall be admitted if it is the sort of evidence on which 
responsible persons are accustomed to rely in the conduct of serious af- 
fairs, regardless of the existence of any common law or statutory rule 
which might make improper the admission of such evidence over objec- 



tion in civil actions. Tlie rules of privilege shall be effective to the same 
extent that they are now or hereafter may be recognized in civil actions, 
and irrelevant or unduly repetitious evidence shall be excluded. 

(d) Official notice may be taken of any generally accepted technical 
or scientific matter within the Commissioner's special field of competen- 
cy or of any fact which may be judicially noticed by the courts of the State 
of California. 
NOTE: Authority cited: Sections 215, 4831, 31 101 and 33202, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 
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IS 



Article 7. 



Subarticlel. General Provisions 

§ 5.6000. Scope. 

This Article contains regulations relating to the Permit Reform Act of 
1981 (Chapter 3 (commencing with Section 15374), Part 6.7, Division 
3, Title 2 of the Government Code). 

NOTE: Authority cited: Section 15376, Government Code. Reference: Secfions 
1374-15377, Government Code. 

History 

1. New Article 7 (Sections 5.6000-5.6171, not consecutive) filed 12-10-85; des- 
ignated effective 2-1-86 (Register 85, No. 50). 

§ 5.6000.5. Applicability of Sections to Part 8 

(Commencing with Section 5.6180 and Part 9 
(Commencing with Section 5.6190). 

Sections 5.6002 to 5.6008, inclusive, of this Subarticle and Part 1 
(commencing with Section 5.6100) of Subarticle 2 do not apply to Part 
8 (commencing with Section 5.6180) or Part 9 (commencing with Sec- 
tion 5.6190) of Subarticle 2. 

NOTE: Authority cited: Secdon 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

History 
1. Change without regulatory effect adding new section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§5.6001. Definitions. 

In this Article, unless the context otherwise requires: 

(a) "Decision period" means the period dating from the filing of a com- 
pleted permit application, within which the Commissioner must decide 
the permit application. 

(b) "Initial review period" means the period dating from the receipt by 
the Commissioner of a permit application, within which the Commis- 
sioner must inform the applicant in writing either that the permit applica- 
tion is complete and is accepted for filing or that the permit application 
is deficient and what additional information is required to complete it. 

(c) "Permit" has the meaning set forth in Government Code Section 
15375(a). 

NOTE: Authority cited: Section 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 5.6002. Calculation of Time Periods. 

For purposes of the Permit Reform Act of 1981 and this Article, in cal- 
culating the initial review period or decision period for any permit appli- 
cation, the following shall be excluded: 

(a) Any time chargeable to the applicant, including any time taken by 
the applicant to submit additional information or otherwise to amend the 
permit application upon the request of the Commissioner and any time 
for which the applicant requests that the Commissioner defer action on 
the permit application. 
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(b) In case a hearing on the permit application is held in accordance 
with the requirements of law or upon request of the applicant, the time 
from the giving of notice of the hearing to the conclusion of the hearing. 
NOTE: Aulhority cited: Section 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

History 

1. Change withoul regulatory effect amending section filed 8-19-97 pursuant to 
section 100. title 1, California Code of Regulations (Register 97, No. 34). 

§ 5.6003. Amendment to Permit Application. 

For purposes of the Permit Reform Act of 1 98 1 and this Article (except 
Section 5.6008 of this Chapter): 

(a) Whenever the Commissioner receives a material amendment to a 
permit application, the entire permit application shall be deemed to have 
been again initially received by the Commissioner. 

(b) Whenever the Commissioner receives a non-material amendment 
to a permit application during the last week of the initial review period 
or decision period, the period shall be extended to that date which is one 
week after receipt of the amendment. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

History 

I . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 5.6004. Extension or Waiver of Time Periods. 

(a) The Commissioner may, with the consent of the applicant, extend 
the initial review period or decision period for any permit application. 

(b) An applicant may waive the deadline of the initial review period 
or decision period for any permit application. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title CCalifornia Code of Regulations (Register 97, No. 34). 

§ 5.6005. Time of Filing. 

For purposes of the Permit Reform Act of 1981 and this Article: 

(a) Subject to the provisions of subdivision (b) of this section, a permit 
appHcation shall be deemed to be filed with the Commissioner, as fol- 
lows: 

(1) In case the Commissioner, before the expiration of the initial re- 
view period, informs the applicant in writing that the permit application 
is complete and is accepted for filing, on the date when the Commissioner 
so informs the applicant. 

(2) In case the initial review period expires without the Commission- 
er's having informed the appHcant in writing that the permit application 
is complete and is accepted for filing, on the date when the inifial review 
period expires. 

(b) Notwithstanding the provisions of subdivision (a) of this section, 
no permit application shall be deemed to be filed with the Commissioner 
unless and until the filing fee is paid. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 5.6006. Additional information. 

Nothing in the Permit Reform Act of 1981 or in this Article shall be 
deemed to preclude the Commissioner from requiring that an applicant 
provide addifional information or otherwise amend a permit application 
at any time after the initial review period. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 5.6007. No Requirement of Approval. 

Nothing in the Permit Reform Act of 1981 or in this Article shall be 
deemed to require that any permit application be approved or that any 
permit be issued. 

NOTE; Authority cited: Section 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

§ 5.6008. Not Applicable to Certain Permit Applications. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Sections 
15374-15377, Government Code. 

History 

1 . Change without regulatory effect repealing section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subarticle 2. 



Periods for Processing Permit 
Applications 



Part 1. General Provisions 

§5.6100. Scope. 

This Subarticle prescribes fime periods for processing permit applica- 
tions. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

§ 5.61 01 . Time Periods. 

For each type of permit application, this Subarticle sets forth the fol- 
lowing time periods: 

(a) The initial review period. 

(b) The decision period. 

(c) The median, maximum, and minimum periods from the date of re- 
ceipt of the inifial permit applicadon to the date of the final decision, dur- 
ing fiscal years 1981/82 and 1982/83 (i.e., from July 1, 1981 to June 30, 
1983). (In any case where this Subarficle does not show median, maxi- 
mum, and minimum periods for a type of permit application, there were 
no permit applicafions of that type decided during fiscal years 1981/82 
and 1982/83.) 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

§ 5.61 02. Primary and Secondary Applications. 

(a) In case any authorizafion applicafion (hereinafter in this section re- 
ferred to as a "secondary application") is incidental to and is processed 
in conjunction with another authorization application (hereinafter in this 
section referred to as a "primary application"), the secondary application 
shall be subject to the inifial review period and decision period (if any) 
which are applicable to the primary application, and the secondary appli- 
cafion shall not be subject to the initial review period or decision period 
(if any) prescribed for that type of applicafion in this Subarticle. 

(b) Without limifing the generality of the provisions of subdivision (a) 
of this secfion: 

(1) Under the Depository Corporafion Sale, Merger, and Conversion 
Law, in the case of a merger of a California state or national bank into a 
California state bank, the primary application is the application for ap- 
proval of the merger, and applications such as an application by the sur- 
vi ving bank for a permit to offer and sell securities in consideration of the 
merger, are secondary applications. 

(2) Under the Banking Law, in the case of the formation of a bank hold- 
ing company for a California state bank through a reverse triangular 
merger, the primary application is the applicafion by the bank holding 
company for approval to acquire control of the bank, and applications 
such as an application by the bank for a permit to offer and sell securifies 
in considerafion of the merger are secondary applications. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 
1. Amendment of subsection (b)(1) filed 4-7-97; operative 4-7-97 pursuant to 
Government Code section 11343.4(d) (Register 97, No. 15). 
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Part 2= Permit Appiicatioos Under Banking 



§5.6110. Scope. 

This Part prescribes time periods for processing permit applications 
under tiie Banking Law. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

§5.5111. Deffloitions. 

Tlie definitions in Sections 1 22 to 15 J , inclusive, of the Financial Code 
and the definitions in Subaiticle 2 (commencing with Section 10.100), 
Article 1, Subchapter 10 of this Chapter apply throughout this Part. 
NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Govemment Code. 

§ 5.6112. Authoozation to Transact Banking Business. 

(a) Application for authority to organize a California state bank (Fi- 
nancial Code Section 350 et seq.): 

(1) Initial review period: three weeks. 

(2) Decision period: three months. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 224 days: 479 days, and same day. 

(b) Application by a California state commercial bank for authority to 
engage in trust business (Financial Code Section 1500.1): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 121 days, 234 days, and 98 days. 

(c) Application by a California national bank for approval to convert 
into a California state bank (Financial Code Sections 4941 and 360 et 
seq.): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(d) Application for authority to organize a California state internation- 
al banking corporation (Financial Code Sections 3501 et seq. and 360 et 
seq.): 

(1) Initial review period: two weeks. 

(2) Decision period: three months. 

(e) In the case of an application which is subject to Financial Code Sec- 
tions 360 et seq., if the Commissioner gives notice of intention to deny 
the application pursuant to Financial Code Section 363, there shall be ex- 
cluded from the decision period: 

(1) If the Commissioner does not hold a meeting with the applicant 
pursuant to Financial Code Section 363, the 30 days following the giving 
of the notice. 

(2) If the Commissioner does meet with the applicant pursuant to Fi- 
nancial Code Section 363, the period from the date of the giving of the 
notice to that date which is two weeks after the meeting. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Govemment Code. 

History 

1 . Repealer of subsections (c)-(c)(2), subsection relettering, and amendment of 
newly designated subsections (c)-(c)(l) and (d)-(d)( 1 ) filed 4-7-97; operative 
4-7-97 pursuant to Govemment Code section 1 1343.4(d)(Register97,No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsections (a)(2), (b)(2), (c)(2) and (d)(2) filed 4- 1 4-98; opera- 
tive 5-14-98 (Register 98, No. 16). 



§5.5113. 

(a) Application for approval to relocate a head office (Financial Code 
Section 420): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 



(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 17 days, 127 days, and same day. 

(b) Apphcation for authority to establish a branch office (Financial 
Code Sections 500 et seq.): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 100 days, 559 days and 6 days. 

(c) Application for approval to relocate a branch office (Financial 
Code Section 507): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 16 days, 203 days, and same day. 

(d) Application for authority to establish a place of business (Financial 
Code Section 540 et seq.): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 18 days, 386 days, and same day. 

(e) Apphcation for approval to relocate a place of business (Financial 
Code Section 546): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 

1981/82 and 1982/83: 1 1 days, 25 days, and 3 days. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

History 
1. Amendment of subsections (b) and (b)(2), repealer of subsections (c)-(c)(3) and 
(g), and subsection relettering filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§ 5.61 1 4. Offer and Sale of Securities. 

(a) Application for a negotiating permit to offer securities in consider- 
ation of merger (Financial Code Sections 690 et seq.): 

(1) Initial review period: two weeks. 

(2) Decision period: two weeks. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 2 days, 24 days, and same day. 

(b) Applications for other negotiating permits: 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 6 days, 44 days, and same day. 

(c) Application for a definitive permit to effect a stock split: 

(1) Initial review period: two weeks. 

(2) Decision period: two weeks. 

(3) Median, m^aximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 20 days, 47 days, and 4 days. 

(d) Applications for other definitive permits: 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 48 days, 452 days, and 7 days. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

History 

1. Amendment of subsections (c)(2) and (e)(]) filed 4-7-97; operative 4-7-97 
pursuant to Govemment Code section 1 1343.4(d) (Register 97, No. 15). 

2. Amendment of subsection (b)(2), repealer of subsecfions (d)-(d)(3), subsection 
relettering, and amendment of newly designated subsection (d)(2) filed 
4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 5.61 1 5. Investment in Stock and Other Securities. 

(a) Application for approval to purchase or acquire stock of a corpora- 
tion engaged exclusively in holding specified types of real and personal 
property (Financial Code Section 752): 

(1) Initial review period: two weeks. 
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(2) Decision period: four weeks. 

(3) Median, maximum, and minimum periods during fiscal years 
J 981/82 and 1982/83: 71 days: 71 days, and 71 days. 

(b) Application for consent to purchase and hold stock of a taist com- 
pany (Financial Code Section 759): 

(1) Initial review period: two weeks. 

(2) Decision period: four weeks. 

(c) Application for consent to acquire and hold stock of a foreign (oth- 
er nation) bank (Financial Code Section 3580): 

(1) Initial review period: two weeks. 

(2) Decision period: four weeks. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 146 days, 146 days, and 146 days. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 

1 . Amendment filed 4-7-97: operative 4-7-97 pursuant to Government Code sec- 
tion ] 1343.4(d) (Register 97, No. 15). 

§ 5.6116. Merger or Purchase and Sale Agreement. 

NOTE; Authority cited: Section 15376, Government Code. Reference: Sections 
1 5376, Government Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 5.6117. Foreign (Other Nation) Banks. 

(a) Application for approval to establish a representative office (Fi- 
nancial Code Section 1726): 

(1) Initial review period: one week. 

(2) Decision period: four weeks. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 27 days, 230 days, and 3 days. 

(b) Application for approval to relocate a representative office (Finan- 
cial Code Section 1727): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 4 days, 28 days, and same day. 

(c) Application for approval to close a representative office (Financial 
Code Section 1729): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 9 days, 9 days, and 9 days. 

(d) Application for approval to establish an agency (Financial Code 
Section 1753): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 95 days, 230 days, and 19 days. 

(e) Application for approval to establish a branch office (Financial 
Code Section 1753): 

(1) Initial review period: two weeks 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 128 days, 321 days, and 54 days. 

(f) Application for authority to relocate an agency or branch office (Fi- 
nancial Code Section 1754): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 5 days, 27 days, and same day. 

(g) Application for approval to close an agency or branch office (Fi- 
nancial Code Section 1763): 

(1) Initial review period: two weeks. 

(2) Decision period: one month. 



(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 31 days, 31 days, and 31 days. 
NOTE; Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 

1. Amendment of section heading and subsections (a)(l)-(2), (d)(])-(2) and 
(e)(l)-(2) filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11 343.4(d) (Register 97, No. 15). 

2. Amendment of subsecfion (e)(2) filed 4-14-98; operative 5-14-98 (Resister 
98, No. 16). 



Part 3. Permit Applications Under 
Transmitters Law 

§5.6130. Scope. 

This Part prescribes time periods for processing permit applications 
under the Transmitters Law. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Secfion 
15376, Govemment Code. 

§5.6131. License. 

Apphcation for license (Financial Code Sections 1802 et seq.): 

(a) Initial review period: three weeks. 

(b) Decision period: six months. 

(c) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 85 days, 181 days, and 29 days. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

Part 4. Permit Applications Under 
Corporate Name Approval Law 

§5.6140. Scope. 

This Part prescribes time periods for processing permit applications 
under the Corporate Name Approval Law. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Government Code. 

§ 5.6141 . Certificate of Approval of Name. 

Application for a certificate of approval of the name of a nonbank cor- 
poration (Financial Code Sections 3900 et seq.): 

(a) Initial review: two weeks. 

(b) Decision period: one month. 

(c) Median, maximum, and minimum periods during fiscal years 

1981/82 and 1982/83: 8 days, 26 days, and 3 days. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

Part 5. Permit Applications Under 

Depository Corporation Sale, Merger, and 

Conversion Law 

§5.6150. Scope. 

This Part prescribes time periods for processing permit applications 
under the Depository Corporation Sale, Merger, and Conversion Law. 
NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code 

History 

1. Amendment of part heading filed 4-7-97; operative 4-7-97 pursuant to Gov- 
emment Code section 11 343.4(d) (Register 97, No. 15). 

§ 5.61 51 . Sale of Business Unit. 

Application for approval of the sale of a business unit (Financial Code 
Sections 4840 et seq.): 

(a) Initial review period: two weeks. 

(b) Decision period: one month. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 
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History 

1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11343.4(d) (Register 97. No. 15). 

2. Amendment of subsection (b) filed 4-14-98; operative 5-14-98 (Reeister 98, 
No. 16). 

§5.6152. Mergeir. 

Application for approval of a merger (Financial Code Sections 4880 
et seq.): 

(a) Initial review period: two weeks. 

(b) Decision period: one month. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 

1 . Amendment of subsections (a) and (b) filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Amendment of subsection (b) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§5.6153. ConversDon. 

Application for approval of a conversion (Financial Code Sections 
4920 et seq.): 

(a) Initial review period: two weeks. 

(b) Decision period: one month. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
1 5376, Government Code. 

History 

1 . Amendment of subsections (a) and (b) filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Amendment of subsection (b) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 
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(J) Initial review period: two weeks. 

(2) Decision period: one month. 
NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 

I. Amendment of subsection (a)(2) filed 4-7-97; operative 4-7-97 pursuant to 
Govemment Code section 1 1343.4(d) (Register 97, No. 15). 

§ 5.6163. Acquisition of Control. 

Application for approval to acquire control of a licensee (Financial 
Code Sections 31550 et seq.): 

(a) Initial review period: two weeks. 

(b) Decision period: one month. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

History 

1. Amendment of subsecfions (a) and (b) filed 4-7-97; operative 4-7-97 pursuant 
to Govemment Code section 1 1343.4(d) (Register 97, No. 15). 

2. Amendment of subsection (b) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§ 5.6164. iVIerger, Purchase or Sale. 

Application for approval of a merger, purchase, or sale (Financial 
Code Sections 31600 et seq.): 

(a) Initial review period: two weeks. 

(b) Decision period: one month. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

History 

1 . Amendment of subsections (a) and (b) filed 4-7-97; operative 4-7-97 pursuant 
to Govemment Code section 11343.4(d) (Register 97, No. 15). 

2. Amendment of subsection (b) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 



Part 7. 



Permit Applications Under Paymei 
Instruments Law 



§5.6160. Scope. 

This Part prescribes time periods for processing permit applications 
under the Business and Industrial Development Corporations Law. 
NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Govemment Code. 

§5.6161. License. 

Application for a license (Financial Code Sections 31150 et seq.): 

(a) Initial review period: three weeks. 

(b) Decision period: one month. 

(c) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 70 days, 70 days, and 70 days. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

History 
1. Amendment of subsection (b) filed 4-14-98; operafive 5-14-98 (Register 98, 
No. 16). 

§5.6162. Offices. 

(a) Application for approval to establish an office (Financial Code 
Sections 31320 and 31321): 

(1) Initial review period: two weeks. 

(2) Decision period: four weeks. 

(3) Median maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: five days, five days, and five days. 

(b) Application for approval to relocate an office (Financial Code Sec- 
tions 31320 and 31322): 

(1) Inifial review period: two weeks. 

(2) Decision period: one month. 

(3) Median, maximum, and minimum periods during fiscal years 
1981/82 and 1982/83: 34 days, 35 days, and 9 days. 

(c) Application for approval to close an office (Financial Code Sec- 
tions 31320 and 31323): 



§5.6170. Scope. 

This Part prescribes fime periods for processing permit applications 
under the Payment Instruments Law. 

NotE: Authority cited: Secfion 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

§5.6171. License. 

Applicafion for a license (Financial Code Sections 33400 et seq.): 

(a) Inifial review period: three weeks. 

(b) Decision period: six months. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

Part 8. Permit Applications Under Credit 
Union Law 

§5.6180. Scope. 

This Part prescribes time periods for processing permit applicafions 
under the Credit Union Law. 

NOTE: Authority cited: Section 15376, Govemment Code. Reference: Section 
15376, Govemment Code. 

History 
1. Change without regulatory effect adding new part 8 (sections 5.6180-5.6181) 

and secfion filed 8-19-97 pursuant to section 100, title 1, California Code of 

Regulations (Register 97, No. 34). 

§5.6181. License. 

Application for a certificate to engage in the business of a state credit 
union (Financial Code Secfion 14154): 

(1) Initial review period: two weeks. 

(2) Decision period: two weeks. 

(3) Median, maximum, and minimum periods: 20 days, 57 days, and 
4 days. 



Page 17 



Register 2003, No. 9; 2-28-2003 



§ 5.6182 



BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



NOTE: Authority cited: Section 15376, Government Code. Rel'erence: Section 
15376. Government Code. 

History 

1 . Change without regulatory effect adding new section Filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 5.6182. Expansion of Field of IVIembership. 

Application for an existing credit union to expand its field of member- 
ship (Financial Code Sections 14155 and 15451): 

(1) Initial review period: 60 days. 

(2) Decision period: 90 days. 

(3) Median, maximum, and minimum periods during fiscal years 
1999/00 and 2000/01: 90 days, 360 days, 14 days. 

NOTE; Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 
1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 5.61 83. Eligibility To Add Select Groups. 

Applications for eligibility to add select groups to a credit union' s field 
of membership (Financial Code Sections 14155 and 1 5451 ; Code of Reg- 
ulations, Title 10, Section 30.72): 

(1) Initial review period: 60 days. 

(2) Decision period: 90 days. 

NotE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 

1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 



Part 9. Permit Applications Under 
Industrial Loan Law 

§5.6190. Scope. 

This Part prescribes time periods for processing permit applications 
under the Industrial Loan Law. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 
1. Change without regulatory effect adding new part 9 (sections 5.6190-5.6192) 

and section filed 8-19-97 pursuant to section 100, title 1, California Code of 

Regulations (Register 97, No. 34). 

§ 5.6191 . Application to Transact Business of Industrial 
Loan Company. 

(a) Application for authority to organize a corporation for the purpose 
of engaging the industrial loan business (Financial Code Section 18100): 

(1) Initial review period: 28 days. 

(2) Decision period: 14 days. 

(3) Median, maximum, and minimum periods: 100 days, 173 days, 
and 28 days. 

(b) Application for authority to engage in the industrial loan business 
(Financial Code Section 18115): 

(1) Initial review period: 7 days. 

(2) Decision period: 7 days. 

(3) Median, maximum, and minimum periods: 3 days, 5 days, and 1 
day. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

HrSTORY 
1 . Change without regulatory effect adding new section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§5.6192. Offices. 

(a) Application by a California industrial loan company for authority 
to establish a branch (Financial Code Section 18146): 

(1) Initial review period: 28 days. 

(2) Decision period: 14 days. 

(3) Median, maximum, and minimum periods: 76 days, 126 days, and 
20 days. 



(b) Application by a California industrial loan company for the is- 
suance of a certificate of authority to transact business at a branch (Finan- 
cial Code Section 18149): 

(1) Initial review period: 7 days. 

(2) Decision period: 7 days. 

(3) Median, maximum, and minimum periods: 4 days, 7 days, and 1 
day. 

NOTE: Authority cited: Section 15376. Government Code. Reference: Section 
15376, Government Code. 

History 
1 . Change without regulatory effect adding new section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

Subchapter 10. Banks 



Article 1 . General Provisions 



Subarticle 1. Citation and Construction 

§10.1. Scope. 

(a) This Subchapter contains regulations relating to banks. 

(b) This Article contains general provisions relating to this Subchapt- 
er. The succeeding Articles of this Subchapter contain regulations relat- 
ing to various subjects regarding banks. 

(c) This Subarticle contains provisions relating to the citation and con- 
struction of this Subchapter. Subarticle 2 (commencing with Section 
10.100) of this Article contains definitions for this Subchapter. 

NOTE: Authority cited for Subchapter 10 (Sections 10.1-10.20478, not consecu- 
tive): Section 215, Financial Code. Reference: Division 1, Financial Code. 

History 

1. Redesignation from Subchapter 10 (Sections 10.1-10.101, not consecutive) to 
Article 30 of Subchapter 10 (Sections 10.190000-10.190201, not consecutive) 
filed 12-29-78; designated effective 3-1-79 (Register 79, No. 2). For history 
of former Subchapter 10, see Registers 77, Nos. 10 and 1 ; 75, Nos. 23 and 22; 
and 74, No. 48. 

2. New Subchapter 10 (Sections 10.1-10.20478, not consecuuve) filed 12-29-78; 
designated effective 3-1-79 (Register 79, No. 2). 

§10.2. Citation. 

(a) This Subchapter shall be known and may be cited as the "Banking 
Regulations." 

(b) The first unit of the number of each Section in this Subchapter is 
"10." However, in citing a section of this Subchapter, a person may omit 
the first unit of the number of such section if it is clear that such person 
is referring to a section of the Banking Regulations. 

§ 10.3. Unsafe and Unsound Acts. 

Any act which is designated in this Subchapter as an "unsafe and un- 
sound act" is an act which, in the usual or typical circumstances encoun- 
tered, constitutes conducting business in an unsafe and injurious manner 
within the meaning of Financial Code Sections 1912 and 1913 and in an 
unsafe manner within the meaning of Financial Code Section 3100. 
However, it is impossible to foresee or provide for all of the varying cir- 
cumstances which may arise in a particular case. Also, the acts desig- 
nated in this Subchapter as "unsafe and unsound acts" are not intended 
to constitute a complete compilation of all the acts which constitute con- 
ducting business in an unsafe or injurious manner within the meaning of 
Financial Code Sections 1912 and 1913 or in an unsafe manner within 
the meaning of Financial Code Section 3100. Therefore, the Commis- 
sioner may, if and when warranted in any particular case, upon applica- 
tion or on his own initiative, decide that in such case an act which is desig- 
nated in this Subchapter as an "unsafe and unsound act" does not 
constitute conducting business in an unsafe or injurious manner within 
the meaning of Financial Code Sections 1912 and 1913 or in an unsafe 
manner within the meaning of Financial Code Section 3100. Also, the 
Commissioner may decide that an act which is not designated in this Sub- 
chapter as an "unsafe and unsound act" constitutes conducting business 
in an unsafe or injurious manner within the meaning of Financial Code 
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Sections 1912 and 1913 or in an unsafe manner within the meaning of 8- 19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
Financial Code Section 3 J 00. ter 97, No. 34). 
NOTE: Authority cited: Section 215, Financial Code. 

History 
I . Change without regulatory effect amending section and adding new Note filed 



• 
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§ 10,4. References to Financial Statements and 
Accounting Items. 
In this Subchapter, all references to financial statements and all refer- 
ences to assets, liabilities, earnings, retained earnings, and similar ac- 
counting items mean such financial statements and such accounting 
items prepared or determined in conformity with generally accepted ac- 
counting principles then applicable, fairly presenting in conformity with 
generally accepted accounting principles the matters which they purport 
to present, subject to any specific accounting treatment required by the 
Commissioner, this Subchapter, the Banking Law, or any other applica- 
ble law. 

NOTE; Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTir; filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.5. Filing of Financial Statements. 

Whenever the Commissioner or this Subchapter requires that a finan- 
cial statement of a person be filed with the Commissioner but does not 
require that such financial statement be set forth on a form provided by 
the Commissioner, if the financial statement is available as certified by 
an independent certified public accountant, the financial statement as so 
certified shall be filed with the Commissioner. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.6. Counting Number of Persons. 

In determining for purposes of this Subchapter the number of persons 
to whom an offer or sale of securities is made or by whom securities are 
held, the following shall be counted as one person: 

(a) A person, his spouse, and any relative of such person or of such 
spouse who has the same home as such person. 

(b) A person and any trust or estate in which such person or any of the 
persons related to such person as specified in Subdivision (a) or (c) of this 
Section collectively have the entire beneficial interest (excluding contin- 
gent interests). 

(c) A person and any corporation or other organizafion of which such 
person or any of the persons related to such person as specified in Subdi- 
vision (a) or (b) of this SecUon collectively are the beneficial owners of 
all the equity securities (excluding directors' qualifying shares) or equity 
Interest. 

(d) A corporation or other organization, except that, if such corpora- 
tion or other organization was formed for the specific purpose of such of- 
fer or sale, each beneficial owner of the equity securities of, or an equity 
interest in, such corporation or other organization shall be counted as one 
person. 

§ 10.7. Mo Implied Requirement of Survey. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§10.8. [Motoce — Service. 

Whenever the Commissioner or this Subchapter requires that a bank 
serve a nofice on a customer or creditor, such bank may serve such notice 
either by delivering it to such customer or creditor or by depositing it in 
the United States mail, addressed to the customer or creditor at his last 
address according to the records of the bank, with registered, certified, 
or first-class postage charges prepaid. However, if the document last 
mailed to the customer or creditor at such address was returned by the 
United States Postal Service marked to indicate that the United States 
Postal Service was unable to deliver such document to the customer or 
creditor at such address, the notice shall be deemed to have been given 
without the bank' s delivering or mailing it if it is available for the custom- 



er or creditor upon written request at an appropriate office of the bank for 

a reasonable period of time. 

NOTE: Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Notie filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Reeulations (Reeis- 
ter 97, No. 34). 

§10.9. Notice — Language. 

Whenever this Subchapter calls for a bank to give a nofice, the Com- 
missioner may require that such bank give such nofice not only in the En- 
glish language but also in one or more other languages if the circum- 
stances of the persons to whom the notice is to be given make such 
requirement advisable. 
NOTE: Authority cited: Secfion 215, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



Subarticie 2. Defioitions 

§10.100. Scope. 

This Subarficle contains definifions for this Subchapter. Subject to ad- 
ditional definifions contained in this Subchapter which are applicable to 
specific provisions of this Subchapter and unless the context otherwise 
requires, the definifions in this Subarticie apply throughout this Sub- 
chapter. 

§ 10.101. Definitions in Banking Law. 

Subject to addifional definitions contained in this subchapter which 
are applicable to specific provisions of this subchapter and unless the 
context otherwise requires, the definifions in secfions 122 to 151, inclu- 
sive, of the Financial Code apply throughout this subchapter. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 200 and 
215, Financial Code. 

History 
1. Change without regulatory effect amending section filed 7-2-91 pursuant to 
section 100, fitle 1 , California Code of Regulations (Register 91 , No. 40). 

§ 10.102. Percent Equity Security Owner. 

" percent equity security owner," when used with respect to a corpo- 
ration or other organization, means any person who owns, direcfiy or in- 
directly, of record or beneficially, the specified percentage or more of any 
class of the equity securities of such corporafion or other organizafion. 

§ 10.103. Percent (IncSuding Associates) Equity 

Security Owner. 

" percent (including associates) equity security owner," when used 

with respect to a corporafion or other organization, means any person 
who owns, direcfiy or indirectly, of record or beneficially, equity securi- 
fies of such corporation or other organization which, when combined 
with the equity securities of the corporafion or other organization owned, 
directly or indirecfiy, of record or beneficially by all associates of such 
person, constitute the specified percentage or more of any class of the eq- 
uity securities of the corporation or other organization. 

§ 10.104. Percent (Including Consocoates) Equity 

Security Owner. 

" percent (including consociates) equity security owner," when 

used with respect to a corporation or other organizafion, means any per- 
son who owns, direcfiy or indirectly, of record or beneficially, equity se- 
curities of such corporation or other organizafion which, when combined 
with the equity securifies of the corporafion or other organizafion owned, 
directly or indirectly, of record or beneficially, by all consociates of such 
person, constitute the specified percentage or more of any class of the eq- 
uity securifies of the corporation or other organizafion. 

§10.105. Advertisement. 

"Advertisement" means any written or printed communicafion or any 
communication by means of recorded telephone messages or spoken on 
radio, television, or similar communicafions media. 
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§10.106. Adviser. 

"Adviser" means an attorney at law, a certified public accountant, an 
economist, or a person who engages in the business of providing advice 
on matters relating to the banking business, including establishing a bank 
or an office of a bank, merging, selling, or purchasing a bank, or operat- 
ing a bank. 

§10.107. Affiliate. 

"Affiliate," when used with respect to a specified person, means any 
person controlling, controlled by, or under common control with, such 
specified person, directly or indirectly through one or more intermedi- 
aries. 

§10.108. Agency. 

"Agency," when used to designate a United States office of a foreign 
(other nation) bank, means a depositary agency or a nondepositary 
agency. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. Amendment filed 10-15-81 as an emergency; effective upon filing (Register 
81 , No. 44). A Certificate of Compliance must be uansmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-1 1-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 10.109. Appropriate Federal Bank Regulatory Agency. 

"Appropriate federal bank regulatory agency" means: 

(a) When used with respect to a national bank, the Comptroller of the 
Currency. 

(b) When used with respect to a member state bank, the Board of Gov- 
ernors of the Federal Reserve System. 

(c) When used with respect to a nonmember state bank, the Federal 
Deposit Insurance Corporation. 

§10.110. Associate. 

"Associate," when used to indicate a relationship with a specified per- 
son who is related with a bank, means: 

(a) Any corporation or other organization (other than the bank or a sub- 
sidiary of the bank) of which the specified person is an officer or partner 
or is, directly or indirectly, the beneficial owner of 10% or more of any 
class of the equity securities. 

(b) Any trust or other estate in which the specified person has a sub- 
stantial beneficial interest or as to which the specified person serves as 
a trustee or in a similar fiduciary capacity. 

(c) Any relative or spouse of the specified person, or any relafive of 
such spouse, who has the same home as the specified person or who is 
a director or officer of the bank or of any parent or subsidiary of the bank. 

§10.111. Bank. 

"Bank" has the meaning set forth in Financial Code Section 102. 
"Bank" includes state banks, national banks, and foreign banks; also, 
"bank" includes commercial banks and trust companies. However, 
"bank" does not include international banking corporafions. 

§ 10.112. Banking Business. 

"Banking business" includes commercial banking business and trust 
business. 

§10.113. Beneficial. 

"Beneficial," when used with respect to ownership of securities by a 
specified person, includes, in addition to direct and indirect beneficial 
ownership by such specified person, direct and indirect beneficial owner- 
ship. 

(a) By the spouse (except where legally separated) and minor children 
(including stepchildren and adopted children) of the specified person; 
and 

(b) By any other relative of the specified person who has the same 
home as the specified person. 



§10.114. Branch Office. 

(a) "Branch office," when used with respect to a California state bank, 
means any place at which such bank, in case it is a commercial bank, en- 
gages in the business of receiving deposits, paying checks, or making 
loans or any place at which such bank, in case it is a trust company, en- 
gages in the business of receiving fiduciary assets or administering fidu- 
ciary accounts. However, a place at which a California state bank en- 
gages in one or more of the following activities does not on that account 
constitute a branch office of the bank: 

(1 ) A place at which the bank engages in the business of receiving de- 
posits or fiduciary assets solely by means of United States mail addressed 
to a post office box. 

(2) A place at which the bank engages in the business of receiving de- 
posits or fiduciary assets solely by means of a messenger who is an inde- 
pendent contractor or an employee of the bank. 

(b) "Branch office." when used to designate a United States office of 
a foreign (other nation) bank, means a limited branch office, retail branch 
office, or wholesale branch office. "Branch office," when used with re- 
spect to a foreign (other nation) bank, includes both state and federal 
branch offices. 

(c) "Branch office," when used with respect to a California state bank, 
does not include an automated teller machine branch office (as defined 
in Financial Code Section 550). 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Sections 500, 550 
and 1700, Financial Code. 

History 

1 . Amendment of subsecfion (b) filed 10-15-81 as an emergency; effective upon 
filing (Register 81, No. 44). A Certificate of Compliance must be transmitted 
to OAL within 120 days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82. No. 11). 

3. Amendment of section and NOTE filed 4-14-98; operative 5-14-98 (Register 
98, No. 16). 

§10.115. California. 

(a) "California," when used with respect to a bank means, in the case 
of a state bank, a bank which is organized under the laws of the State of 
California and, in the case of a national bank, a national bank which 
maintains its head office in the State of California. 

(b) "California," when used with respect to an office of a bank, means 
an office which is located in the State of California. 

(c) "California" when used with respect to any corporation other than 
a bank, means a corporation which is organized under the laws of the 
State of California. 

§10.116. Capital Notes. 

"Capital notes" includes debentures. 

§ 1 0.1 1 7. Commercial Bank. 

"Commercial bank" has the meaning set forth in Financial Code Sec- 
tion 105. 

§ 1 0.1 1 8. Commercial Bank with Trust Department. 

"Commercial bank with trust department" means a commercial bank 
which is authorized to engage in trust business. 

§ 1 0.1 1 9. Commercial Bank Without Trust Department. 

"Commercial bank without trust department" means a commercial 
bank which is not authorized to engage in trust business. 

§ 10.120. Commercial Banking Business. 

"Commercial banking business" means the business of a commercial 
bank which is not authorized to engage in the trust business. 

§ 10.121. Commercial Banking Department. 

"Commercial banking department," when used with respect to a com- 
mercial bank which is authorized to engaged in trust business, means all 
divisions of such commercial bank other than the division through which 
it engages in trust business. 
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§10.122. Consociate. 

"Consociate," when used to indicate a relationship with a specified 
person who is related with a bank, means: 

(a) Any corporation or other organization (other than the bank or a sub- 
sidiary of the bank) of which the specified person is an officer or partner 
or is, directly or indirectly, the beneficial owner of 10% or more of any 
class of the equity securities, and any person who is an executive officer, 
general partner, or beneficial owner, directly or indirectly, of 10% or 
more of any class of the equity securities of such corporation or other or- 
ganization. 

(b) Any trust or other estate in which the specified person has a sub- 
stantial beneficial interest or as to which the specified person serves as 
a trustee or in a similar fiduciary capacity, and any person who has a sub- 
stantial beneficial interest in, or who serves as a trustee or in a similar fi- 
duciary capacity of, such trust or other estate. 

(c) Any relative or spouse of the specified person, or any relative of 
such spouse, who has the same home as such specified person or who is 
a director or officer of, the bank or of any parent or subsidiary of the bank. 

§10.123. Control 

"Control" means the possession, direct or indirect, of the power to di- 
rect or cause the direction of the management and policies of a person, 
whether through the ownership of voting securities, by contract, or other- 
wise. However, "control," when used with respect to acquiring control 
of or controlling a bank, has the meaning set forth in Financial Code Sec- 
tion 700(b). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division J, Fi- 
nancial Code. 

History 

1. Amendment filed 10-15-81 as an emergency; effective upon filing (Register 
81 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§10.124. Court Trust. 

"Court trust" has the meaning set forth in Financial Code Section 
1581. 

§10.125. Demandl Deposit 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§10.126. Depositary Agency. 

"Depositary agency," when used with respect to a foreign (other na- 
tion) bank, has the meaning set forth in Financial Code Section 1700(e). 
In addition, "depositary agency" includes any foreign (other state) office 
of a foreign (other nation) bank which is substantially equivalent to a de- 
positary agency, as defined in Financial Code Section 1700(e). "Deposi- 
tary agency" includes any federal agency of a foreign (other nation) bank. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. Amendment filed 10-15-81 as an emergency; effective upon filing (Register 
81 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 



§10.127. 

"Depositary trust company" means a trust company which is a com- 
mercial bank authorized to engage in trust business. 

§ 10.128. Empioyee of Commercial Banking Department. 

"Employee of commercial banking department," when used with re- 
spect to a commercial bank with trust department, means any employee 
of such bank who is employed as an employee of the commercial banking 
department of the bank or who regularly devotes a substantial amount of 
his time in his capacity as an employee of the bank to the business of the 
commercial banking department of the bank. 



§ 1 0.1 29. Employee of Trust Department. 

"Employee of trust department," when used with respect to a commer- 
cial bank with trust department or a title insurance and trust company, 
means any employee of such commercial bank with trust department or 
of such title insurance and tmst company, as the case may be, who is 
employed as an employee of the trust department of the institution or who 
regularly devotes a substantial amount of his time in his capacity as an 
employee of the institution to the business of the trust department of the 
institution. 

§ 1 0.1 30. Equity Security. 

"Equity security" means any stock or similar security, or any security 
convertible, with or without consideration, into such a security or carry- 
ing any warrant or right to purchase such a security, or any such warrant 
or right. 

§ 1 0.1 31 . Executive Officer. 

"Executive officer," when used with respect to a specified person (oth- 
er than an individual), means any person who participates or has author- 
ity to participate, otherwise than in the capacity of a director, in major po- 
licy-making functions of such specified person, regardless of whether or 
not he has an official title, whether or not his title contains a designation 
of assistant, and whether or not he serves with salary or other compensa- 
tion. Each of the following is rebuttably presumed to be an executive offi- 
cer of a bank unless he is excluded by the by-laws of such bank or by res- 
olution of the board of the bank from participating in major 
policy-making functions and does not actually participate therein: the 
chairman of the board, the vice-chairman of the board, the chairman of 
the executive committee, the president, any vice president (except as 
otherwise provided in the next sentence and excluding any assistant vice 
president), the secretary, the chief financial officer, the cashier, the trea- 
surer, the controller, and any trust officer (including any senior trust offi- 
cer, but excluding any assistant trust officer). In the case of a bank which 
has a number of vice-presidents with the title "Vice-President" and 
some higher ranking vice-presidents with titles such as "Executive 
Vice-President," "Senior Vice-President," or "First Vice-President," 
none of the vice-presidents with the title "Vice-President" is presumed 
to be an executive officer of such bank. 

§10.131.2, Federal. 

"Federal," when used with respect to a United States office of a foreign 
(other nation) bank, means an office which such bank is authorized to 
maintain under federal law. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. New section filed 10-15-81 as an emergency; effective upon filing (Register 
8 1 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 1 0.1 31 .4. Federal Agency. 

"Federal agency," when used with respect to a foreign (other nation) 
bank, has the meaning set forth in Section 1 (b)(5) of the Intemafional 
Banking Act of 1978. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code; and Secfion l(bX5), International Banking Act of 1978 (12 USC 
Section 3101). 

History 

1. New section filed 10-15-81 as an emergency; effective upon filing (Register 
8 1 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance including amendment of NOTE transmitted to OAL 
2-1 1-82 and filed 3-12-82 (Register 82, No. 1 1). 

§ 1 0.1 31 .6. Federal Branch Office. 

"Federal branch office," when used with respect to a foreign (other na- 
tion) bank, has the meaning set forth for "federal branch" in Section 
1(b)(6) of the International Banking Act of 1978. "Federal branch of- 
fice," when used with respect to a foreign (other nation) bank, includes 
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federal limited branch offices, federal retail branch offices, and federal 
wholesale branch offices. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code; and Section 1(b)(6), International Banking Act of 1978 (12 USC 
Section 3101). 

History 

1. New section filed 10-15-81 as an emergency; effective upon filing (Register 
8 1 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance including amendment of NOTE transmitted to OAL 
2-11-82 and filed 3-12-82 (Register 82, No. 11). 

§10.132. Foreign. 

(a) "Foreign," when used with respect to a bank, means a foreign (oth- 
er nation) bank or a foreign (other state) bank. 

(b) "Foreign," when used with respect to an office of a bank, means 
a foreign (other nation) office or a foreign (other state) office. 

(c) "Foreign," when used with respect to any corporation other than a 

bank, means a foreign (other nation) corporation or a foreign (other state) 

corporation. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1 . Amendment of subsection (a) filed 10-15-81 as an emergency; effective upon 
filing (Register 81, No. 44). A Certificate of Compliance must be transmitted 
to OAL within 120 days or emergency language will be repealed on 2-12-81 . 

2. Certificate of Compliance transmitted to OAL 2-1 1-82 an filed 3-1 2-82 (Reg- 
ister 82, No. 11). 

§ 1 0.1 33. Foreign Nation. 

"Foreign nation" has the meaning set forth in Financial Code Section 
1700(j). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. Amendment filed 10-15-81 as an emergency; effective upon filing (Register 
81 . No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-81 . 

2. Certificate of Compliance transmitted to OAL 2-1 1-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 1 0.1 34. Foreign (Other Nation). 

(a) "Foreign (other nation)," when used with respect to a bank, means 
any bank (including any commercial bank, merchant bank, or other insti- 
tution that engages in banking activities which are usual in connection 
with the business of banking in the nations where such institution is orga- 
nized or operating) other than (1) a stat bank or (2) a national bank which 
maintains its head office in a state of the United States. 

(b) "Foreign (other nation)," when used with respect to an office of a 
bank, means an office which is located in a place other than a state of the 
United States. 

(c) "Foreign (other nation)," when used with respect to any corpora- 
tion other than a bank, means a corporation which is organized under the 
laws of a foreign nation. 

(d) "Foreign (other nation)," when used with respect to a deposit, 
means a deposit of the kind described in Financial Code Section 
1755(a)(2). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. Amendment of subsections (a) and (d) filed 10-15-81 as an emergency; effec- 
tive upon filing (Register 81, No. 44). A Certificate of Compliance must be 
transmitted to OAL within 120 days or emergency languaee will be repealed on 
2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-1 1-82 and filed 3-12-82 
(Register 82, No. 11). 



§ 1 0.1 35. Foreign (Other State). 

(a) "Foreign (other state)," when used with respect to a bank, means 
a bank which is organized under the laws of any state of the United States 
other than the State of California or a national bank which maintains its 



head office in any state of the United States other than the State of Cali- 
fornia. 

(b) "Foreign (other state)," when used with respect to an office of a 
bank, means an office which is located in a state of the United States other 
than the State of California. 

(c) "Foreign (other stale)," when used with respect to any corporation 
other than a bank, means a corporation which is organized under the laws 
of any state of the United States other than the State of California or under 
the laws of the United States. 

§10.136. Head Office. 

"Head office," when used with respect to a bank, has the meaning set 
forth in Financial Code Section 1 10. 

§10.137. Immediate Family. 

"Immediate family," when used with respect to a person, includes such 
person's: 

(a) Parents and any ancestor of any of them. 

(b) Children and any descendant of any of them. 

(c) Stepparents and stepchildren. 

(d) Brothers and sisters. 

(e) Spouse. 

For purposes of this Section, an adopted child shall be deemed to be 
a natural child. 

§ 10.138. Independent Trust Company. 

"Independent trust company" means any trust company other than a 
depositary trust company. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 
1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1 343.4(d) (Register 97, No. 15). 

§10.139. Insured. 

"Insured," when used with respect to a bank or to an office of a bank, 
means a bank or an office of a bank the deposits of which are insured by 
the Federal Deposit Insurance Corporation in accordance with the provi- 
sions of the Federal Deposit Insurance Act. 

§ 10.140. International Banking Corporation. 

"International banking corporation" means a corporation organized 
under Section 25(a) of the Federal Reserve Act (12 U.S.C. Sections 6 1 1 
to 633, inclusive) or Article 1 (commencing with Section 3500), Chapter 
19 of the Banking Law or any similar corporation organized under the 
laws of any state of the United States other than the State of California. 

§10.140.5. Limited Branch Office. 

"Limited branch office," when used with respect to a foreign (other na- 
tion) bank, has the meaning set forth in Financial Code Section 1700(n). 
In addition, "limited branch office" includes any foreign (other state) of- 
fice of a foreign (other nation) bank which is substantially equivalent to 
a limited branch office, as defined in Financial Code Section 1700(n). 
NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. New section filed 10-15-81 as an emergency; effective upon filing (Register 
81 , No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-81. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§10.141. Member. 

"Member," when used with respect to a bank, means a bank which is 
a member of the Federal Reserve System. 

§10.142. National Bank. 

"National bank" means a national banking association organized pur- 
suant to the National Bank Act. 

§10.143. Nondepositary Agency. 

"Nondepositary agency," when used with respect to a foreign (other 
nation) bank, has the meaning set forth in Financial Code Section 
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1 700(o). In addition, "nondepositary agency" includes any foreign (other 
state) office of a foreign (other nation) bank which is substantially equiv- 
alent to a nondepositary agency, as defined in Financial Code Section 
i700(o). "Nondepositary agency" does not include any federal agency 
of a foreign (other nation) bank. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. Amendment filed 10-15-81 as an emergency; effective upon filing (Register 
81 . No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 10.144. IMoinidepositary Trust Company. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343.4(d) (Register 97, No. 15). 

§10.145. Nonmember. 

"Nonmember," when used with respect to a bank, means a bank which 
is not a member of the Federal Reserve System. 

§10.14S. Mom-Reserve Depositary. 

History 
] . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§10.147. Office. 

(a) "Office," when used with respect to a bank, has the meaning set 
forth in Financial Code Section 1 10. 

(b) "Office," when used with respect to a foreign bank, means any 

agency, branch office, or representative office. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. Amendment filed 10-15-81 as an emergency; effective upon filing (Register 
8 1 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§10.148. Officer. 
"Officer" means: 

(a) When used with respect to a corporation, any person appointed or 
designated as an officer of such corporation by or pursuant to applicable 
law or the articles or by-laws of the corporation (or, in case the corpora- 
tion has no articles or by-laws, the closest equivalent documents) or any 
person who performs with respect to the corporation functions usually 
performed by an officer of a corporation. However, "officer" does not in- 
clude any director of a corporation who neither participates nor has au- 
thority to participate in the management or affairs of such corporation 
otherwise than in the capacity of a director. 

(b) When used with respect to a specified person other than a corpora- 
tion, any person who performs with respect to such specified person 
functions usually performed by an officer of a corporation with respect 
to such corporation. 

§ 10.149. Officer of Commercial Banking Department. 

"Officer of commercial banking department," when used with respect 
to a commercial bank with trust department, means any officer of such 
bank who is appointed as an officer of the commercial banking depart- 
ment of the bank or who regularly devotes a substantial amount of his 
time in his capacity as an officer of the bank to the business of the com- 
mercial banking department of the bank. 

§ 1 0.1 50. Officer of Trust Department. 

"Officer of trust department," when used with respect to a commercial 
bank with trust department or a title insurance and trust company, means 
any officer of such commercial bank with trust department or of such title 
insurance and trust company, as the case may be, who is appointed as an 



officer of the trust department of such institution or who regularly de- 
votes a substantial ainount of his tiine in his capacity as an officer of the 
institution to the business of the trust department of the institution. 

§10.151. Organizer. 

"Organizer," when used with respect to a corporation or other organi- 
zation, means: 

(a) Any person who, alone or in conjunction with one or more other 
persons, directly or indirectly takes the initiative in founding and orga- 
nizing the business or enterprise of the corporation or other organization; 
or 

(b) Any person who, in connection with the founding and organizing 
of the business or enterprise of the corporation or other organization, di- 
rectly or indirectly receives in consideration of services or property, or 
both, 10% or more of any class of securities of the corporation or other 
organization or 10% or more of the proceeds from the sale of any class 
of such securities. However, any person who receives such securities or 
proceeds either solely as underwriting cominissions or solely in consid- 
eration of property shall not be deemed to be an organizer if he does not 
otherwise take part in founding and organizing the corporation or other 
organization. 

Each person who applies for authority to organize a California state 
bank and each person who is proposed in such application to be a director 
or the chief executive officer of such bank is rebuttably presumed to be 
an organizer of such bank. 

§10.152. Parent. 

"Parent," when used with respect to a specified person (other than an 
individual), means any person (other than an individual) which controls 
such specified person, directly or indirectly through one or more interme- 
diaries. 

§10.153. Person. 

"Person" has the meaning set forth in Section 1 . 1 022 of this Chapter. 
However, "person," when used with respect to acquiring control of or 
controlling a bank, has the meaning set forth in Financial Code Section 
700(d), and when used with respect to foreign (other nation) deposits, has 
the meaning set forth in Financial Code Section 1755(a)(2). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. Amendment filed 10-15-81 as an emergency; effective upon filing (Register 
81 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. II). 

§ 10.154. Personal Property. 

"Personal property" has the meaning set forth in Civil Code Section 
663. 

§ 1 0.1 55. Place of Business. 

"Place of business," when used with respect to a California state bank, 
has the meaning set forth in Financial Code Section 540. 

§ 1 0.1 55.5. Primary Office. 

"Primary office," when used with respect to a foreign (other nation) 
bank, has the meaning set forth in Financial Code Secfion 1700(q). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. New section filed 10-15-81 as an emergency; effecfive upon filing (Register 
81 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§10.156. Primary Service Area. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 
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§ 1 0.1 57. Private Trust. 

"Private trust" has the meaning set forth in Financial Code Section 
1581. 

§10.158. Publish. 

"Publish" means publicly to issue or circulate by newspaper, mail, ra- 
dio, or television, or otherwise to disseminate to the public. 

§10.159. Real Property. 

"Real property" has the meaning set forth in Civil Code Section 658. 

§ 10.160. Registered Bank Holding Company. 

"Registered bank holding company" means a person which is regis- 
tered as a bank holding company with the Board of Governors of the Fed- 
eral Reserve System pursuant to the Bank Holding Company Act of 
1956. 

§ 1 0.1 61 . Regular Branch Office. 

"Regular branch office," when used with respect to a California state 
bank, means any branch office of such bank other than a special branch 
office. 

§ 1 0.1 61 .5. Representative Office. 

"Representative office," when used with respect to a foreign bank, has 
the meaning set forth in Financial Code Section 1700(r). In addition, 
"representative office" includes any foreign (other state) office of a for- 
eign bank which is substantially equivalent to a representative office, as 
defined in Financial Code Section 1700(r). 

NOTE; Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 
J. New section filed 10-15-81 as an emergency; effective upon filing (Register 
81 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-1 1-82 and filed 3-12-82 
(Register 82, No. 11). 

§10.162. Reserve Depositary. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.162.5. Retail Branch Office. 

"Retail branch office," when used with respect to a foreign (other na- 
tion) bank, has the meaning set forth in Financial Code Section 1700(s). 
In addition, "retail branch office" includes any foreign (other state) office 
of a foreign (other nation) bank which is substantially equivalent to a re- 
tail branch office, as defined in Financial Code Section 1700(s). 
NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. New section filed 10-15-81 as an emergency; effective upon filing (Register 
81 , No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-81. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§10.163. Savings Deposit. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§10.164. Secondary Service Area. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§10.165. Security. 

"Security" has the meaning set forth in Corporations Code Section 
25019. However, "security," when used to denote a security issued by a 
bank, has the meaning set forth in Financial Code Section 690(c). 



§ 10.166. Service Area. 

Hlstory 
] . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§10.167. Special Branch Office. 

"Special branch office," when used with respect to a California state 
bank, has the meaning set forth in Section 1 0.6001 (n) of this Chapter. 
NotE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1 . Amendment of section and new NOT12 filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§10.168. State. 

(a) "State," when used with respect to a bank, means a bank which is 
organized under the laws of a stale of the United States. 

(b) "State," when used with respect to an office of a foreign (other na- 
tion) bank, means an office which such bank is authorized to maintain un- 
der the laws of the state of the United States where it is located. 
NOTE: Authority cited: SecUon 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. Amendment filed 10-15-81 as an emergency; effective upon filing (Register 
81, No. 44). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 1 0.1 69. State of the United States. 

"State of the United States" means a state of the United States or the 
District of Columbia. 

§10.170. Subsidiary. 

"Subsidiary," when used with respect to a specified person (other than 
an individual), means any person (other than an individual) controlled by 
such specified person, directly or indirectly through one or more interme- 
diaries. 

§ 1 0.1 71 . Territory of the United States. 

"Territory of the United States" means any territory, trust territory, de- 
pendency, or insular possession of the United States, Puerto Rico, Guam, 
American Samoa, or the Virgin Islands. 

§ 1 0.1 72. Time Certificate of Deposit. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 1 5). 

§10.173. Time Deposit. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.174. Time Deposit, Open Account. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.1 75. Title Insurance and Trust Company. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.176. Trust Administration Office. 

"Trust administration office" means: 

(a) When used with respect to an independent trust company, the head 
office or any branch office of such independent trust company. 

(b) When used with respect to a commercial bank with trust depart- 
ment, the headquarters of the trust department of such commercial bank 
or any office (other than a place of business) of such commercial bank 
at which one or more officers or employees of such commercial bank are 
engaged on a substantially full-time basis in the business of administer- 
ing fiduciary accounts. 
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NOTE; Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 
1 . Repealer of subsection (b), subsection relettering and new NOTiz filed 4-7-97; 
operative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 
97, No. 15). 



§10.177. Trust Business. 

"Trust business" has the meaning set forth in Financial Code Section 
106. 

§ 1 0.1 78. Tirust Company. 

"Trust company" has the meaning set forth in Financial Code Section 
107, and includes a depositary trust company and an independent trust 
company. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division I, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code secfion 1 1343.4(d) (Register 97, No. 15). 

§ 1 0.1 79. Trusft Department 

"Trust department," when used with respect to a commercial bank 
which is authorized to engage in trust business, means the division of 
such bank through which the bank engages in trust business. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 
1. Repealer of subsection (a), repealer of subsection (b) designator, and new Note 
filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§10.180. UoDlted States. 

(a) "United States," when used with respect to a bank, means (1) a state 
bank or (2) a national bank which maintains its head office in a state of 
the United States. 

(b) "United States," when used with respect to an office of a bank, 
means an office which is located in a state of the United States. 

(c) "United States," when used with respect to any corporation other 
than a bank, means a corporation which is organized under the laws of 
a state of the United States or under the laws of the United States. 

§ 10.181. Voting Securities. 

"Voting securities" means securities the holders of which are present- 
ly entitled to vote for the election of directors. 

§10.182. Wholesale Branch Office. 

"Wholesale branch office," when used with respect to a foreign (other 
nation) bank, has the meaning set forth in Financial Code Section 
1700(u). In addition, "wholesale branch office" includes any foreign 
(other state) office of a foreign (other nation) bank which is substantially 
equivalent to a wholesale branch office, as defined in Financial Code 
Section 1700(u). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Division 1, Fi- 
nancial Code. 

History 

1. New section filed 10-15-81 ; effective upon filing (Register 81, No. 44). A Cer- 
tificate of Compliance must be transmitted to OAL within 120 days or emergen- 
cy language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 



Article 4. 



Establishmerit of California Stat© 
Banks 



Subarticle 1= General Provisions 

§10.3000. Scope. 

This Article contains regulations relating to the establishment of Cali- 
fornia state banks. This Subarticle contains general provisions relating to 
the establishment of California state banks. Subarticle 2 (commencing 
with Section 10.3100) of this Article contains regulations relating to the 
establishment of a California state commercial bank or of a California 
state independent taist company pursuant to Chapter 3 (commencing 
with Section 350) of the Banking Law. Subarticle 3 (commencing with 
Section 10.3700) of this Article contains regulations relating to the estab- 
lishment of a trust department by a California state commercial bank pur- 
suant to Financial Code Section 1 500. 1 . (Subarticle 4 of this Article is re- 
served.) Subarticle 5 (commencing with Section 10.4300) of this Article 
contains regulations relating to the conversion of a California national 
bank into a California state bank pursuant to Article 2 (commencing with 
Section 4940) of Chapter 5 of the Depository Corporation Sale, Merger, 
and Conversion Law of the Financial Code. 

NOTE: Authority cited: Sections 215 and 4831, Financial Code. Reference: Chap- 
ter 3. Division 1, Section 1500.1, and Article 2, Chapter 5, Division 1.5, Financial 
Code. 

History 

1 . Amendment of section and new NOTE filed 4-7-97; operative 4-7-97 pursuant 
to Government Code secfion 1 1343.4(d) (Register 97, No. 15). 

§ 10.3001. Post-Incorporation and Post-Approval Matters. 

(a) In this Section, to "commence business" has the meaning set forth 
in Sections 10.3102, 10.3702. or 10.4302 of this Chapter. 

(b) In the units of this Article relating to post-incorporation or post- 
approval matters: 

(1) In case a provision which calls for a subject institution or applicant 
to file a document with the Commissioner does not expressly provide 
when such subject institution or appHcant is to make such filing, the sub- 
ject institution or applicant shall make the filing at a reasonable time un- 
der the circumstances and, in any event, at reasonable time before the 
subject institution or applicant commences business. 

(2) In case a provision which calls for a subject institution or applicant 
to file a document with the Commissioner requires that such subject insti- 
tution or applicant make such filing not less than a specified number of 
days or business days before the subject institution or applicant com- 
mences business, the subject institution or applicant is encouraged to 
make the filing before such deadline, if possible, so as to allow ample 
time not only for the staff of the Department to process the document filed 
but also for the subject institution or applicant to make any corrections 
or changes in such document that may be found to be necessary before 
the certificate of authority is issued. 

(c) Any provision in the units of this Article relafing to post-incorpora- 
tion or post-approval matters which, by its terms or pursuant to Para- 
graph (1) of Subdivision (b) of this Section, requires a subject insfitufion 
or applicant to perform an act before commencing business shall be 
deemed also to require such subject institution or applicant to perform 
such act before its certificate of authority is issued; and, in case such pro- 
vision requires that the subject institution or applicant performs the act 
not less than a specified time before commencing business, the subject 
institution or applicant shall perform the act not less than the specified 
time before its certificate of authority is issued. 

NOTE: Authority cited: Sections 215 and 4831, Financial Code. Reference: Chap- 
ter 3, Division 1, Section 1500.1, and Article 2, Chapter 5, Division 1.5, Financial 
Code. 
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History 

1. Amendment of subsections (a) and (c) and new Note filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subarticle 2. Establishment of California 

State Commercial Bank or independent 

Trust Company 



Part 1. General Provisions 



§ 1 0.31 00. Definition of "Subject Institution" and Scope. 

(a) In this Subarticle, "subject institution" means a California state 
bank which is or is proposed to be a commercial bank or an independent 
trust company. 

(b) This Subarticle contains regulations relating to the establishment 
of a subject institution pursuant to Chapter 3 (commencing with Section 
350) of the Banking Law. This Part contains general provisions relating 
to the establishment of a subject institution. Part 2 (commencing with 
Section 10.3150) of this Subarticle contains regulations relating to an 
application for authority to organize a subject institution. Part 3 (com- 
mencing with Section 10.3300) of this Subarticle contains regulations 
which set forth administrative standards and procedures relating to an 
application for authority to organize a subject institution. Part 4 (com- 
mencing with Section 10.3350) of this Subarticle contains regulations re- 
lating to the pre-incorporation period in the estabhshment of a subject 
institution. Part 5 (commencing with Section 10.3450) of this Subarticle 
contains regulations relating to the post-incorporation period in the es- 
tablishment of a subject institution. 

§ 1 0.31 01 . Other Definitions. 

In this Subarticle: 

(a) "Post-incorporation pre-opening funds account" means the de- 
posit account called for in Section 10.3480 of this Chapter. 

(b) "Pre-incorporation pre-opening funds account" means the deposit 
account called for in Section 10.3405 of this Chapter. 

(c) "Pre-opening capital expenditures" means pre-opening expendi- 
tures which may be capitalized in conformity with generally accepted ac- 
counting principles and practices then applicable. 

(d) "Pre-opening expenditure" has the meaning set forth for "preopen- 
ing expenditure" in Financial Code Section 399(a). 

(e) "Pre-opening funds" means any money or other thing of value so- 
licited or accepted by a proposed director, proposed officer, or organizer 
of a proposed subject institution or by a subject institution at any time be- 
fore such subject institution commences business, for the purposes of 
paying the pre-opening expenditures of such subject institution. Howev- 
er, "pre-opening funds" does not include any proceeds from the sale by 
a subject institution, after incorporation, of any security issued by it under 
authority of a permit or of an exemption from Financial Code Section 69 1 
issued by the Commissioner or any income or gain derived from any such 
proceeds. 

(f) "Pre-opening noncapital expenditure" has the meaning set forth for 
"preopening noncapital expenditure" in Financial Code Section 399(b). 

(g) "Proposed subject institution" means a subject institution which is 
proposed to be organized but which has not yet been incorporated. 
NOTE: Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



§ 1 0.31 02. Commencement of Business. 

For purposes of this Subarticle, a subject institution shall be deemed 
to commence business at the time when, the Commissioner having issued 
a certificate of authority authorizing such subject institution to transact 
commercial banking business, trust business, or both, as the case may be, 
the subject institution opens for the purpose of transacting commercial 
banking business, trust business, or both, as the case may be. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 

8-1 9-97 pursuant to section 1 00, title 1 , California Code of Resulations (Reeis- 

ter 97, No. 34). 

§ 10.3103. Counting Number of Persons. 

In determining for purposes of this Subarticle the number of persons 
froin whom pre-opening funds are solicited or accepted, persons shall be 
counted in the same manner as provided in Section 10.6 of this Chapter. 

Part 2. Application 

§10.3150. Scope. 

This Part contains regulations relating to an application for authority 
to organize a subject institution. 

§10.3151. Applicants. 

One or more persons may apply to the Commissioner for authority to 
organize a subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3152. Included Application. 

An application for authority to organize a subject institution which 
proposes that such subject institution commence business with its head 
office in temporary quarters and subsequently relocate its head office to 
permanent quarters shall, unless otherwise provided in such application, 
be deemed to include an application for approval pursuant to Financial 
Code Section 420 for the subject institution to relocate its head office 
from such temporary quarters to such permanent quarters and shall be ac- 
companied by the fee prescribed in Financial Code Section 420. Approv- 
al of such an application for authority to organize a subject institution 
shall, unless otherwise provided in such approval, be deemed to include 
approval of such included application for approval for the subject institu- 
tion to relocate its head office. The subject institution shall, with respect 
to relocating its head office, comply with the provisions of Subpart 7 
(commencing with Section 10.6475), Part 3, Article 5 of this Subchapter. 

§10.3153. Facing Page. 

An application for authority to organize a subject institution shall have 
as its first page a facing page in the form of Department Form 10 and shall 
contain the information called for therein. 

§ 10.3154. Additional Information. 

An application for authority to organize a subject institution shall con- 
tain, in addition to the information called for in the facing page: 

(a) In case the subject institution is to be a commercial bank with a trust 
department, the information called for in Sections 10.3155 to 10.3181, 
inclusive, of this Chapter. 

(b) In case the subject institution is to be a commercial bank without 
trust department, the information called for in Sections 10.31 55, 10.3 159 
to 10.3163, inclusive, 10.3166 to 10.3168, inclusive, 10.3172, 10.3176 
and 10.3177 of this Chapter. 

(c) In case the subject institution is to be an independent trust compa- 
ny, the information called for in Sections 10.3155, 10.3159 to 10.3163, 
inclusive, 10.3165 to 10.3167, inclu-sive, 10.3169, 10.3173, and 10.3177 
of this Chapter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 
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History 

1 . Amendment of ssubcctions (b) and (c) and new Note filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 2-1 1-2002 pursuant 
to section 100, title 1, California Code of Regulations (Register 2002, No. 7). 

§ 10.3155. Information RegardJng Proposed Business 



Provide a business plan for the subject institution which includes all 
of the following: 

(a) Description of the market that the subject institution proposes to 
serve. 

(b) Description of the services and products proposed to be offered by 
the subject institution. 

(c) Analysis of the need for the services and products proposed to be 
offered by the subject institution. 

(d) Description of competition in the proposed market of the subject 
institution, including the name of each other business which provides to 
the proposed market of the subject institution services and products that 
are siinilar to any of the principal services and products proposed to be 
offered by the subject institution. 

(e) Description of how services and products of the subject institution 
will be marketed in consideration of the existing and anticipated compe- 
tition. 

(f) Analysis of the capital, financial, physical and human resources re- 
quired by the subject institution to successfully implement the proposed 
business plan. 

(g) In case any material element of the business plan is based on an as- 
sumption, a statement of the assumption, and the justification for the as- 
sumpfion. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1 . Amendment of section heading, repealer and new section, and new Note filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 11343.4(d) 
(Register 97, No. 15). 

2. Amendment of section heading and repealer and new section filed 4-14-98; op- 
erative 5-14-98 (Register 98, No. 16). 

§ 10.3156. Information Regarding Proposed Market — Trust 

Business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1. Amendment of section heading, repealer and new section, and new Note filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 11343.4(d) 
(Register 97, No. 15). 

2. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 10.3157. Information Regarding Marketing 

Plan — Commerdai Banking Business. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1. Amendment of subsections (a)-(a)(3), repealer of subsections (a)(4)-(c), new 
subsection (b) and new Note filed 4-7-97; operative 4-7-97 pursuant to Gov- 
ernment Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 4-14-98; operafive 5-14-98 (Register 98, No. 16). 

§ 10.3158. Information Regarding Marketing Plan — Trust 

Business. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1. Amendment of subsection (b), repealer of subsections (b)(l)-(d), new subsec- 
tion (c) and new Note filed 4-7-97; operative 4-7-97 pursuant to Government 
Code secfion 11343.4(d) (Register 97, No. 15). 

2. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 10.3159. Information Regarding Proposed Board. 

(a) Provide a table showing, with respect to each proposed director of 
the subject institution: 

(1) Name. 



(2) Business address. 

(3) Home address. 

(4) Age. 

(5) Business or occupation. 

(6) Amount of shares of the subject institution for which the proposed 
director and his consociates intend to subscribe. 

(b) With respect to each proposed director of the subject institution, 
provide: 

(1) Personal financial statement in the form of Department Form 2, 
containing the inforination called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the proposed di- 
rector. 

(2) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the fihng of the application, and signed by the proposed director. 

(3) Statement dated as of a date within 90 days before the filing of the 
application and signed by the proposed director, stating: 

(A) Amount of shares of the subject institution for which the proposed 
director intends to subscribe, the source of funds with which he intends 
to pay for such subscription, and, if any of such funds are to be borrowed, 
the amount to be borrowed and the source of funds with which he intends 
to repay such amount. 

(B) Whether or not, to the knowledge or inforination and belief of the 
proposed director, any consociate of the proposed director intends to sub- 
scribe for shares of the subject insutution and, if so, the name, business 
address, home address, and business or occupation of the consociate, the 
amount of shares of the subject insutution for which the consociate in- 
tends to subscribe, the source of funds with which he intends to pay for 
such subscription, and, if any of such funds are to be borrowed, the 
amount to be borrowed and the source of funds with which he intends to 
repay such amount. 

(C) Commercial banking, trust, other financial, and other business ex- 
perience of the proposed director, including, with respect to each posifion 
held, title, description of duties, name and address of employer, period 
of employment, and reason for leaving. 

(D) Whether or not the proposed director has had in the past or has 
presently any relationship with any bank as director, officer, employee, 
adviser, five percent equity security owner, or in any other capacity (oth- 
er than solely as a customer), and, if so, the name of the bank and a de- 
scripfion of the relationship, and, in the case of any present relationship, 
whether the proposed director intends to continue, change, or terminate 
such relationship if and when the subject insutution commences busi- 
ness. 

(E) Ways in which the proposed director intends to serve the subject 
institution, including generating business and otherwise promoung the 
well-being of the subject institution, and qualifications of the proposed 
director to implement such intenuons, including, as applicable, civic, 
professional, social, and other organizauonal memberships and partici- 
pation in local community affairs. 

(F) Amount of time which the proposed director intends to devote to 
the affairs of the subject insutution during each of the first three years of 
business of the subject institution. 

(c) State the amount of fees and describe any other compensation 
which the subject insutution proposes to pay to its directors during each 
of the first three years of business. 

(d) State whether or not any change is proposed to be made in the mem- 
bership of the board of the subject institution during the first three years 
of business, and, if so, describe such change. 

§ 10.3160. Information Regarding Proposed Officers, 
Employees, and Advisers. 

(a) Provide a table showing, with respect to the proposed chief execu- 
tive officer of the subject institution and, in case the subject institution 
is to be a commercial bank with trust department, the proposed senior 
trust officer, and any other proposed officer of the subject institution who 
has been selected: 
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(1) Name. 

(2) Business address. 

(3) Home address. 

(4) Age. 

(5) Business or occupation. 

(6) Amount of shares of the subject institution for which the proposed 
officer and his consociates intend to subscribe. 

(7) Proposed title. 

(8) Proposed duties. 

(9) Proposed annual salary. 

(b) Provide a table showing, with respect to each proposed officer po- 
sition for which no person has been selected, including, in case the sub- 
ject institution is to engage in commercial banking business, the positions 
of principal commercial lending officer and principal operations officer 
and, in case the subject institution is to engage in trust business, the posi- 
tions of principal trust investment officer, principal trust operations offi- 
cer, and trust administrative officers: 

(1) Proposed title. 

(2) Proposed duties. 

(3) Proposed annual salary. 

(c) With respect to each proposed officer of the subject institution 
listed in the table called for in Subdivision (a) of this Section, provide: 

(1) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the proposed offi- 
cer. 

(2) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the filing of the application, and signed by the proposed officer. 

(3) Statement dated as of a date within 90 days before the filing of the 
application and signed by the proposed officer, stating: 

(A) Amount of shares of the subject institution for which the proposed 
officer intends to subscribe, the source of funds with which he intends to 
pay for such subscription, and, if any of such funds are to be borrowed, 
the amount to be borrowed and the source of funds with which he intends 
to repay such amount. 

(B) Whether or not, to the knowledge or information and belief of the 
proposed officer, any consociate of the proposed officer intends to sub- 
scribe for shares of the subject institution and, if so, the name, business 
address, home address, and business or occupation of the consociate, the 
amount of shares of the subject institution for which the consociate in- 
tends to subscribe, the source of funds with which he intends to pay for 
such subscription, and, if any of such funds are to be borrowed, the 
amount to be borrowed and the source of funds with which he intends to 
repay such amount. 

(C) Commercial banking, trust, other financial, and other business ex- 
perience of the proposed officer, including, with respect to each position 
held, title, description of duties, name and address of employer, period 
of employment, and reason for leaving. 

(D) Whether or not the proposed officer has had in the past or has pres- 
ently any relationship with any bank as director, officer, employee, advi- 
sor, five percent equity security owner, or in any other capacity (other 
than solely as customer), and, if so, the name of the bank and a description 
of the relationship, and, in the case of any present relationship, whether 
the proposed officer intends to continue, change, or terminate such rela- 
tionship if and when the subject institution commences business. 

(E) Whether or not the proposed officer has ever been discharged or 
requested to resign from any position, and, if so, an account of the cir- 
cumstances. 

(d) State the amount of salary and describe any other compensation 



which the subject institution proposes to pay to each officer and to all em- 
ployees, as a group, during each of the first three years of business. 

(e) State the total number of officers and employees proposed to be 
employed by the subject institution upon commencement of business and 
at the end of each of the first three years of business. 

(0 State whether or not any change is proposed to be made with respect 
to the executive officers of the subject insfitution during the first three 
years of business, and, if so, describe such change. 

(g) State whether or not the subject institution proposes to retain any 
adviser, and, if so, provide, with respect to each such adviser: 

(1) Name. 

(2) Name of firm of which the adviser is a member or by which the ad- 
viser is employed. 

(3) Business address. 

(4) Description of services which the adviser is to render to the subject 
institution. 

(5) Summary of the adviser's professional qualifications relating to 
the services referred to in Paragraph (4) of this Subdivision (g). 

§ 1 0.31 61 . Information Regarding Organizers. 

State whether or not there is any organizer of the subject institution 
who is neither a proposed director nor a proposed officer of the subject 
institution, and, if so, with respect to each such organizer: 

(a) In case the organizer is an individual, state: 

(1) Name. 

(2) Business address. 

(3) Home address. 

(4) Business or occupation. 

(5) Amount of shares of the subject institution for which the organizer 
and his consociates intend to subscribe. 

(6) Whether or not the organizer intends to participate in the manage- 
ment or operation of the subject institution, and, if so, a description of 
such participation. 

(b) In case the organizer is any type of person other than an individual, 
state: 

(1) Name. 

(2) Type of person (that is, corporation, partnership, etc.). 

(3) Address of principal office. 

(4) Description of business. 

(5) Amount of shares of the subject institution for which the organizer 
intends to subscribe. 

(c) In case the organizer is neither an individual nor a corporation, pro- 
vide information comparable to the information called for in Subdivision 
(b) of this Section. 

§ 10.3162. Information Regarding Proposed Controlling 
Persons and Proposed 25 Percent (Including 
Consociates) Equity Security Owners. 

(a) In this Section, "subject person," when used with respect to a sub- 
ject insfitution, means: 

(1) Any person who is proposed to control the subject insfitution (in- 
cluding, in case any such person consists of a group of persons acfing in 
concert, each person who is a member of such group); or 

(2) Any person (other than a proposed director, proposed officer, or 
proposed controlling person of the subject insfitution) who is proposed 
to be a 25 percent (including consociates) equity security owner of the 
subject insfitufion. 

(b) (1) State whether or not it is proposed that any person control the 
subject institufion, and, if so, provide a table showing, with respect to 
each such proposed controlling person: 
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(A) Name. 

(B) Type of person (that is, individual, corporation, etc.). 

(C In case the proposed controlling person is an individual, the title of 
any position which the proposed controlling person is proposed to have 
with the subject institution. 

(2) State whether or not it is proposed that any person (other than a pro- 
posed director, proposed officer, or proposed controlling person of the 
subject institution) be a 25 percent (including consociates) equity securi- 
ty owner of the subject institution, and, if so, provide a table showing, 
with respect to each such proposed 25 percent (including consociates) 
equity security owner: 

(A) Name. 

(B) Type of person (that is, individual, corporation, etc.). 

(C) Amount of share of the subject institution for which the proposed 
25 percent (including consociates) equity security owner and his conso- 
ciates intend to subscribe. 

(c) With respect to each subject person named in any table called for 
in Subdivision (b) of this Section who is an individual and who is neither 
a proposed director nor a proposed officer of the subject insUtution: 

(1) State: 

(A) Name. 

(B) Business address. 

(C) Home address. 

(D) Age. 

(E) Business or occupation. 

(F) Amount of shares of the subject institution for which the subject 
person and his consociates intend to subscribe. 

(2) Provide a personal financial statement in the form of Department 
Form 2 (see § 95.2), containing the information called for therein, dated 
as of a date within 90 days before the filing of the application, and signed 
by the subject person. 

(3) Provide a confidential resume in the form of Department Form 3 
(see § 95.3), containing the information called for therein, dated as of a 
date within 90 days before the filing of the application, and signed by the 
subject person. 

(4) Provide a statement dated as of a date within 90 days before the fil- 
ing of the application and signed by the subject person, stating: 

(A) Amount of shares of the subject institution for which the subject 
person intends to subscribe, the source of funds with which he intends to 
pay for such subscription, and, if any of such funds are to be borrowed, 
the amount to be borrowed and the source of funds with which he intends 
to repay such amount. 

(B) Whether or not, to the knowledge or information and belief of the 
subject person, any consociate of the subject person intends to subscribe 
for shares of the subject institution and, if so, the name, business address, 
home address, and business or occupation of the consociate, the amount 
of shares of the subject institution for which the consociate intends to 
subscribe, the source of funds with which he intends to pay for such sub- 
scription, and, if any of such funds are to be borrowed, the amount to be 
borrowed and the source of funds with which he intends to repay such 
amount. 

(C) Commercial banking, trust, other financial, and other business ex- 
perience of the subject person, including, with respect to each position 
held, title, description of duties, name and address of employer, period 
of employment, and reason for leaving. 

(D) Whether or not the subject person has had in the past or has pres- 
ently any relationship with any bank as director, officer, employee, ad- 
viser, 15 percent equity security owner, or in any other capacity (other 
than solely as a customer), and, if so, the name of the bank and a descrip- 
tion of the relationship, and, in the case of any present relationship, 
whether the proposed controUing person intends to continue, change, or 
terminate such relationship if and when the subject insfitufion com- 
mences business. 



(E) Whether or not the subject person intends to participate in the man- 
agement or operation of the subject institution, and, if so, a description 
of such participation. 

(d) With respect to each subject person named in any table called for 
in Subdivision (b) of this Section which is a corporation: 

(1) State: 

(A) Name. 

(B) Address of principal office. 

(C) Descripfion of business. 

(D) Amount of shares of the subject institution for which the subject 
person intends to subscribe. 

(2) Provide a table showing, with respect to each director, executive 
officer, and 25 percent (including consociates) equity security owner of 
the subject person: 

(A) Name. 

(B) Relationship to the subject person. 

(3) Provide a table showing, with respect to each affiliate of the subject 
person: 

(A) Name. 

(B) Descripfion of business. 

(C) Relationship to the subject person. 

(4) Provide the following financial statements of the subject person: 

(A) Balance sheet as of a date within 120 days before the filing of the 
application. 

(B) If the balance sheet called for in Subparagraph (A) of this Para- 
graph (4) is not as of the end of a fiscal year of the subject person, a bal- 
ance sheet as of the end of the fiscal year of the subject person next pre- 
ceding the date of such balance sheet. 

(C) Statement of income and statement of shareholders' equity for 
each of the two fiscal years of the subject person next preceding the date 
of the balance sheet called for in Subparagraph (A) of this Paragraph (4) 
and, if such balance sheet is not of as of the end of a fiscal year of the sub- 
ject person, a statement of income and a statement of shareholders' equi- 
ty for the interim period from the date of the balance sheet called for in 
Subparagraph (B) of this Paragraph (4) to the date of the balance sheet 
called for in Subparagraph (A) of this Paragraph (4). 

(5) Provide a copy of each of the last two annual reports of the subject 
person to its shareholders and a copy of any interim report of the subject 
person to its shareholders issued since the last annual report 

(6) In case the subject person is required to file reports pursuant to Sec- 
tion 13 of the Securiues Exchange Act of 1934 (15 U.S.C. Section 78m), 
provide a copy of each of the last two such annual reports of the subject 
person and a copy of each quarterly or current report of the subject person 
filed since the last annual report. 

(7) Provide a statement dated as of a date within 90 days before the fil- 
ing of the applicafion and signed by an officer of the subject person, stat- 
ing: 

(A) Amount of shares of the subject insfitution for which the subject 
person intends to subscribe, and, if any of such funds are to be borrowed, 
the amount to be borrowed and the source of funds with which it intends 
to repay such amount. 

(B) Whether or not, to the knowledge or information and belief of the 
subject person, any person referred to in Paragraph (2) or (3) of this Sub- 
division (d) intends to subscribe for shares of the subject insfitufion and, 
if so, the name of such person, the amount of shares of the subject insfitu- 
fion for which the person intends to subscribe, the source of funds with 
which he intends to pay for such subscripfion, and, if any of such funds 
are to be borrowed, the amount to be borrowed and the source of funds 
with which he intends to repay such amount. 

(C) Whether or not the subject person has had in the past or has present- 
ly any relafionship with any bank as adviser, 15 percent equity security 
owner, or in any other capacity (other than solely as a customer), and, if 
so, the name of the bank and a description of the relationship, and, in the 
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case of any present relationship, whether the subject person intends to 
continue, change, or terminate such relationship if and when the subject 
institution commences business. 

(D) Whether or not the subject person intends to participate in the man- 
agement or operation of the subject institution, and, if so, a description 
of such participation. 

(e) With respect to any subject person named in any table called for in 
Subdivision (b)of tliis Section which is neither an individual nor a corpo- 
ration, provide information comparable to the information called for in 
Subdivision (d) of this Section. 

(f) There is hereby exempted from the provisions of Financial Code 
Section 701 as not being comprehended within the purposes of Article 
7 (commencing with Section 700), Chapter 5 of the Banking Law and the 
regulation of which is not necessary or appropriate in the public interest 
or for the protection of subject institutions, controlling persons of subject 
institutions, or the depositors, creditors, or shareholders of subject insti- 
tutions or of controlling persons of subject institutions, the acquisition of 
control of a subject institution in accordance with the application for au- 
thority to organize such subject institution, as approved by the Commis- 
sioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference; Section 360, Fi- 
nancial Code. 

History 

1. Amendment of section heading and subsections (a)(2), (b)(2), (b)(2)(C), (c)(2), 
(c)(3), (c)(4)(D), (d)(4)(C), (d)(5), (d)(6), (d)(7)(A) and (d)(7)(C) and new 
Note filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
secfion 100, title 1 , California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsection (d)(2) filed 4-14-98; operative 5-14-98 (Register 
98, No. 16). 

§ 10.3163. Information Regarding Proposed Premises, 
Furniture, and Equipment. 

(a) State whether or not it is proposed that the subject institution pur- 
chase, lease, or construct any real property in addition to the real property 
required for its proposed head office, and, if so, describe such additional 
real property, state how such additional real property is proposed to be 
used, and, if such additional real property is proposed to be leased, sold, 
or otherwise transferred to any person, state the name of such person and 
describe the terms of such lease, sale, or transfer. 

(b) With respect to the premises where the head office of the subject 
institution is proposed to be located and any additional real property re- 
ferred to in Subdivision (a) of this Section: 

(1) In case it is proposed that the whole or any part of such property 
be purchased by the subject institution, identify the property to be pur- 
chased, describe any arrangements which have been made for the subject 
institution to purchase the property, state the purchase price, identify the 
source of funds with which the purchase price is proposed to be paid, and, 
if any of the purchase price is proposed to be financed, state the amount 
to be financed. 

(2) In case it is proposed that the whole or any part of such property 
be leased by the subject institution, identify the property to be leased, de- 
scribe any arrangements which have been made for the subject institution 
to lease the property, and summarize the terms of the proposed lease, in- 
cluding rent, commencement date, termination date, and options to re- 
new or to purchase. 

(3) In case it is proposed that the whole or any part of such property 
be constructed, identify the property to be constructed, describe any ar- 
rangements which have been made for the property to be constructed, 
state the proposed completion date of construction, state the cost of con- 
struction, identify the source of funds with which the cost of construction 
is proposed to be paid, and, if any of the cost of construction is proposed 
to be financed, state the amount to be financed. 

(c) State the total amount which the subject institution proposes to in- 
vest in banking premises, additional real property, furniture, and equip- 
ment up to the end of the first year of business. 



(d) State whether or not any person to whom any payment is proposed 
to be made by the subject institution in connection with the purchase, 
lease, or construction of the premises where the head office of the subject 
institution is proposed to be located or any property referred to in Subdi- 
vision (a) or (b) of this Section is, or is a consociate of, any ( I ) proposed 
director, (2) proposed officer, (3) organizer, (4) proposed affiliate, or (5) 
proposed 25 percent (including consociates) equity security owner, of 
the subject institution, and, if so, identify such person, describe the terms 
of the transaction, state the amount to be paid, state the cost of such prop- 
erty to the person, and describe the circumstances under which the person 
acquired the property. 

(e) If it is proposed that the subject insdtution commence business with 
its head office in temporary quarters and later relocate its head office to 
permanent quarters, provide the information called for in Subdivisions 
(a) to (d), inclusive, of this Section with respect to the permanent quar- 
ters, and provide the following additional information: 

(1 ) State the address or vicinity of the temporary quarters and of the 
permanent quarters. 

(2) State the time at which it is proposed that the subject institution re- 
locate the head office from the temporary quarters to the permanent quar- 
ters. 

(3) Provide the information called for in Subdivision (d) of this Section 
with respect to the temporary quarters. 

(4) State the estimated cost of the temporary quarters and of relocating 
the head office from the temporary quarters to the permanent quarters. 
NOTE: Authority cited; Section 215, Financial Code. Reference; Section 360, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code secfion 11343.4(d) (Register 97, No. 15). 

2. Repealer of subsection (a), subsection relettering, and amendment of newly des- 
ignated subsecfions (b), (d), (e) and (e)(3) filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 

§ 10.3164. Information Regarding Proposed 

Operations — Commercial Banking Business. 

History 

1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
1 1343.4(d) (Register 97, No. 15). 

§ 10.3165. Information Regarding Proposed 
Operations — ^Trust Business. 

(a) Describe the proposed policies and procedures of the subject insti- 
tution relating to: 

(1) Acceptance of fiduciary accounts. 

(2) Initial and periodic review of fiduciary accounts. 

(b) Describe any provisions for successor trustees which are proposed 
to be included in fiduciary accounts to be accepted by the subject institu- 
tion. 

NOTE: Authority cited; Secfion 215, Financial Code. Reference; Secfion 360, Fi- 
nancial Code. 

History 
1. Amendment of section and new Note filed 4-7-97; operative 4—7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.3166. Information Regarding Pre-Opening 
Expenditures. 

(a) State the total amount of pre-opening capital expenditures which 
have been or are proposed to be incurred, and provide an itemized sched- 
ule of such pre-opening capital expenditures. 

(b) State the total amount of pre-opening noncapital expenditures 
which have been or are proposed to be incurred, and provide an itemized 
schedule of such pre-opening noncapital expenditures. 

(c) State whether or not any person to whom any pre-opening expendi- 
tures has been or is proposed to be paid is, or is a consociate of, any (1) 
proposed director, (2) proposed officer, (3) organizer, (4) proposed affili- 
ate, or (5) proposed 15 percent equity security owner of the subject insfi- 
tufion, and, if so, identify such person, describe the pre-opening expendi- 
ture, and state the amount of the pre-opening expenditure, and, if the 
transaction involves the purchase or lease of any property which the per- 
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son acquired within the past two years, state the cost of such property to 
the person and describe the circumstances under which tiie person ac- 
quired the property. 

(d) Describe how pre-opening funds have been or are proposed to be 
obtained, how such pre-opening funds have been or are proposed to be 
held and accounted for, and how such pre-opening funds have been or 
are proposed to be disbursed. 

(e) State whether or not any pre-opening funds have been solicited, 
and, if so, describe the manner in which such pre-opening funds were so- 
licited, and provide a copy of each document used in such solicitation. 

(f) State whether or not any pre-opening funds have been accepted, 
and. if so: 

(1) State the total amount accepted. 

(2) Provide an itemized schedule of pre-opening funds accepted, 
showing, with respect to each person from whom pre-opening funds 
have been accepted: 

(A) Name of the person. 

(B) Proposed position, if any, of the person with the subject institution. 

(C) Aggregate totaJ amount accepted from the person. 

(D) Terms under which pre-opening funds have been accepted from 
the person; and, if the terms are set forth in any document, provide a copy 
of such document. 

(3) State the total amount expended. 

(4) Provide an itemized schedule of expenditures of pre-opening 
funds showing, with respect to each person to whom the aggregate total 
amount paid is $25,000 or more: 

(A) Name of the person. 

(B) Aggregate total amount paid to the person. 

(C) Description of purpose of payment to the person. 

(5) State the total amount accepted but not yet expended, and describe 
the present disposition of such amount. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1. Repealer of subsection (c), subsection relettering, amendment of newly desig- 
nated subsections (c) and (0(4) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 



§ 10.3167. Onformateon Regarding Proposed Capitalization. 

(a) Provide a pro forma statement of the shareholders' equity of the 
subject institution as of the date of commencement of business, showing: 

(1) Authorized number of shares. 

(2) Number of shares outstanding. 

(3) Amount of contributed capital. 

(4) Amount of retained earnings. 

(b) Describe the plan for selling shares of the subject institution, in- 
cluding: 

(1) Number of shares proposed to be sold. 

(2) Proposed selling price per share. 

(3) Whether or not shares are proposed to be offered to the public. 

(4) Proposed method of selecting and contacting offerees. 

(5) Minimum and maximum number of shares proposed to be sold to 
any one person and his associates. 

(6) Percentage of shares proposed to be sold to proposed directors, 
proposed officers, and their consociates, as a group, and percentage of 
shares proposed to be sold to others. 

(7) Proposed total number of shareholders. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending subsection (b)(4) and adoption of 
Note filed 8-28-91 pursuant to section 100, title 1 , California Code of Regula- 
tions (Register 92, No. 4). 

2. Repealer of subsection (b)(6), subsection renumbering, and amendment of 
Note filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



§ 10.3168. Information Regarding Pro Forma Financial 
Statements — Commercial Banking Business. 

(a) Provide a pro forma balance sheet of the subject institution as of 
the end of the first half-year of business, as of the end of the first year of 
business, and as of the end of the second year of business. 

(b) Provide a pro forma statement of income and a pro forma statement 
of shareholder's equity of the subject institution for the first hall-year of 
business, for the first year of business, and for the second year of busi- 
ness. 

(c) Explain the basis for the pro forma statements called for in this Sec- 
tion. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 
1. Amendment of subsecfion (a), repealer of subsections (a)(l)-(a)(l4), amend- 
ment of subsection (b), repealer of subsections (b)(l)-(c)(4), subsection relet- 
tering, and new Note filed 4-7-97; operative 4-7-97 pursuant to Government 
Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.3169. Information Regarding Pro Forma Financial 
Statements — Trust Business. 

(a) Provide a pro forma fiduciary statement of the subject institution 
as of the first half-year of business, as of the end of the first year of busi- 
ness, and as of the end of the second year of business, stating, with respect 
to each of the following types of fiduciary accounts, the number of such 
fiduciary accounts and the market value of the assets of such fiduciary 
accounts: 

(1) Court trusts. 

(2) Personal living trusts. 

(3) Employee benefit trusts. 

(4) Managing agency accounts. 

(5) Safekeeping, custodian, nonmanaging agency, and escrow ac- 
counts. 

(6) Corporate accounts. 

(7) Local agency security accounts. 

(8) Other fiduciary accounts. 

(b) In case the subject institufion is to be an independent trust compa- 
ny, provide a pro forma balance sheet of the subject insfitution as of the 
end of the first half-year of business, as of the end of the first year of busi- 
ness, and as of the end of the second year of business. 

(c) In case the subject institution is to be an independent trust compa- 
ny, provide a pro forma statement of income and a pro forma statement 
of shareholders' equity of the subject institution for the first half-year of 
business, as of the end of the first year of business, and as of the end of 
the second year of business. 

(d) In case the subject institufion is to be a commercial bank with trust 
department, provide a pro forma statement of income of the trust depart- 
ment of the subject insfitution for the first half-year of business, for the 
first year of business, and for the second year of business. 

(e) Explain the basis for the pro forma statements called for in this Sec- 
tion. 

(f) State whether or not the pro forma statements called for in Subdivi- 
sion (d) of this Secfion include adjustments for (1) charges for a pro rata 
portion of administrative overhead or taxes or (2) credits for deposits of 
fiduciary account funds with the commercial banking department of the 
subject insfitution, and, if so, describe such adjustments. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 
1 . Amendment of subsections (a) and (b), repealer of subsections (b)( 1 )-(b)( 1 1 ), 
amendment of subsection (c), repealer of subsections (c)(l)-(c)(10), amend- 
ment of subsection (d), repealer of subsections (d)(])-(e)(4), subsection relet- 
tering, and new Note filed 4-7-97; operative 4-7-97 pursuant to Government 
Code secfion 1 1343.4(d) (Register 97, No. 15). 

§ 10.3170. Information Regarding Effects on 

Competition — Commercial Banking Business. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 
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History 

1. Change without regulatory effect amending section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.3171. Information Regarding Effects on 
Competition — Trust Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.3172. Information Regarding Public Convenience and 
Advantage — Commercial Banking Business. 

Show that the establishment of the subject institution will promote the 
public convenience and advantage. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360. Fi- 
nancial Code. 

History 

1 . Amendment of first paragraph, repealer oif subsections (a)-(e) and new Note 
filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.3173. Information Regarding Public Convenience and 
Advantage — Trust Business. 

Show that the establishment of the subject institution will promote the 
public convenience and advantage. Such showing shall include the fol- 
lowing: 

(a) Comment on the adequacy of existing tmst services. 

(b) Cite any factors which make it inconvenient or impractical for ex- 
isting trust administration offices of trust companies to provide trust ser- 
vices adequately. 

(c) Specify any trust services which are not provided or which are only 
inadequately provided by existing trust administration offices of trust 
companies. 

(d) State the reasons why additional trust services are needed. 

(e) Describe the manner in which the subject institution proposes to re- 
spond to existing trust needs. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.3174. Information Regarding Reasonable Promise of 
Successful Operation. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1. Amendment of section heading and first paragraph, repealer of subsections (a) 
and (b) and new Note filed 4-7-97; operative 4-7-97 pursuant to Government 
Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 10.3175. Information Regarding Reasonable Promise of 
Successful Operation — Trust Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.3176. Information Regarding Proposed Membership 
in Federal Reserve System. 

State whether or not it is proposed that the subject institution be a 
member bank. 

§ 10.3177. Information Regarding Purposes of Applicants. 

(a) State the reasons why the applicants wish to establish the subject 
institution. 



(b) State whether or not it is proposed that the subject institution be 
merged or consolidated with any other bank or that the business of the 
subject institution be sold to any other bank, and, if so, describe such pro- 
posal. 

§ 10.3178. Information Regarding Assistance in 
Preparation of Application. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 1 0.31 79. Signature and Acknowledgment. 

(a) An application for authority to organize a subject institution shall 
be signed at the places provided on the facing page personally by each 
of the applicants and, in the case of any applicant which is a corporation, 
in the name of such corporation. 

(b) The signature of each applicant on an application for authority to 
organize a subject institution shall be acknowledged. 

§10.3180. Fee. 

An apphcation for authority to organize a subject institution shall be 
accompanied by the fee prescribed in Financial Code Section 360. 

§ 1 0.31 81 . Amendment. 

An amendment to an application for authority to organize a subject in- 
stitution shall be signed by the person designated in such application as 
the representative of the applicants. However, any amendment to an 
application for authority to organize a subject institution which changes 
the representative of the applicants shall be signed, and the signatures ac- 
knowledged, in like manner as is required by Section 10.3179 of this 
Chapter in the case of an original apphcation. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 



Part 3. 



Administrative Standards and 
Procedures 



§10.3300. Scope. 

This Part contains regulations which set forth administrative standards 
and procedures relating to an application for authority to organize a sub- 
ject institution. 

§ 1 0.3301 . Incomplete Application. 

As an administrative procedure, the Commissioner generally will re- 
ject for filing any application for authority to organize a subject institu- 
tion which is not substantially complete. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 362, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.3302. Shareholders' Equity. 

As an administrative standard, the Commissioner generally requires 
that, at the time when a subject institution which is a commercial bank 
commences business, the shareholders' equity of such subject institution 
be not less than 10% of estimated total deposits of the subject institution 
as of the end of the third year of business. 

NotE: Authority cited: Section 215, Financial Code. Reference: Section 362, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 
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Subpart 1= General Provisions 

§10.3350. Scope. 

This Part contains regulations relating to the pre-incorporation period 
in the establishment of a subject institution. This Subpart contains gener- 
al provisions relating to pre-incorporation period in the establishment of 
a subject institution. Subpart 2 (commencing with Section 10.3375) of 
this Part contains regulations relating to the offer and sale, before a sub- 
ject institution is incorporated, of securities to be issued by such subject 
institution and of rights or options to subscribe for or purchase such secu- 
rities. Subpart 3 (commencing with Section 10.3400) of this Part contains 
regulations relating to the solicitation and acceptance, before a subject 
institution is incorporated, of pre-opening funds for such proposed sub- 
ject institution. Subpart 4 (commencing with Section 10.3425) of this 
Part contains regulations relating to other matters in the pre-incorpora- 
tion period in the establishment of a subject institution. 



»ubpai 



Pre= 



-incorporation Offer and 



§10.3375. Scope. 

(a) This Subpart contains regulations relating to the offer and sale, be- 
fore a subject institution is incorporated, of securities to be issued by such 
subject institution and of rights or options to subscribe for or purchase 
such securities. 

(b) Nothing in this Subpart shall affect the Corporate Securities Law 
of 1968 (Division 1 (commencing with Section 25000), Title 4 of the 
Corporations Code) or any regulation adopted pursuant thereto. 

§10.3376. Definjftjons. 
In this Subpart: 

(a) "Offer" or "offer to sell" has the meaning set forth in Financial 
Code Section 690(a). 

(b) "Sale" or "sell" has the meaning set forth in Financial Code Section 
690(b). 

(c) "Security" has the meaning set forth in Financial Code Section 
690(c). 

§10.3377. RequBB-emenft of Permit 

Except as otherwise provided in Section 10.3378 of this Chapter, no 
proposed director, proposed officer, or organizer of a proposed subject 
institution shall offer or sell any security to be issued by such subject in- 
stitution or any right or option to subscribe for or purchase any such secu- 
rity unless the Superintendent has issued a permit authorizing such offer 
or sale. 



(2) No consideration for the security or the right or option shall be ac- 
cepted. 

(b) The offer and sale by a proposed director, proposed officer, or or- 
ganizer of a proposed subject institution to any proposed director, pro- 
posed officer, or organizer of such proposed subject institution of any 
right or option to subscribe for or purchase any security to be issued by 
the subject institution, provided: 

(1) No advertisement shall be published regarding the right or option. 

(2) The total number of purchasers shall not exceed 25. 

(3) No consideration for such right or option shall be accepted except 
in accordance with the provisions of Subpart 3 (commencing with sec- 
tion 3.500) of this Part for the purpose of paying pre-opening expenses 
of the proposed subject institution. 

(c) The offer (but not the sale) by any proposed director, proposed offi- 
cer, or organizer of a proposed subject institution to any commercial bank 
of a security interest in any security to be issued by such subject institu- 
tion or in any right or option to subscribe for or purchase any such securi- 
ty- 

§ 10.3379. Application for Permit. 

An application for a permit authorizing the offer or sale by a proposed 
director, proposed officer, or organizer of a proposed subject institution 
of a security to be issued by such subject institution or of a right or option 
to subscribe for or purchase any such security shall contain: 

(a) Name of the proposed subject institution. 

(b) Address or vicinity of the proposed head office of the proposed 
subject institution. 

(c) Name, address, business or occupation, and proposed title of each 
of the proposed directors, proposed officers, and organizers of the pro- 
posed subject institution. 

(d) Description of the security or of the right or option to be offered or 
sold. 

(e) Description of the terms and conditions of the offer or sale. 

(f) Description of the manner in which the offer or sale is to be made. 

(g) Description of the persons to whom the offer or sale is to be made, 
including: 

( 1 ) In case the offer or sale is to be made to specified persons, the name, 
address, and business or occupation of each such specified person. 

(2) In case the offer or sale is to be made to a specified class of persons, 
a description of such specified class and the approximate number of per- 
sons in the specified class. 

(h) Copies of all documents to be used in connection with the offer or 
sale. 

(i) Opinion of an attorney at law that the offer or sale will not contra- 
vene either (1) the Corporate Securities Law of 1968 or any regulation 
adopted pursuant thereto or (2) the Securities Act of 1 933 (15 U.S.C. Sec- 
tions 77a-77aa) or any regulation adopted pursuant thereto. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 
nancial Code. 

History 
1. Repealer of subsection (g)(3) and new Note filed 4-7-97; operative 4-7-97 

pursuant to Government Code section 11 343.4(d) (Register 97, No. 15). 



§10.3378. Exemptions. 

There are hereby exempted from the provisions of Section 10.3377 of 
this Chapter and, to the extent applicable, the provisions of Financial 
Code Section 691 as not being comprehended within the purposes of Sec- 
tion 10.3377 of this Chapter or of Financial Code Section 691 and the reg- 
ulafion of which is not necessary or appropriate in the public interest or 
for the protecfion of investors, the following transactions and securities: 

(a) The offer (but not the sale) by a proposed director, proposed offi- 
cer, or organizer of a proposed subject instituUon to any proposed direc- 
tor, proposed officer, or organizer of such proposed subject institution of 
any security to be issued by the subject institution or of any right or option 
to subscribe for or purchase any such security, provided: 

(1 ) No advertisement shall be published regarding the security or such 
right or option. 



§ 1 0.3380. Administrative Standards. 

(a) As an administrative standard, if the Commissioner finds that the 
proposed offer or sale by a proposed director, proposed officer, or orga- 
nizer of a proposed subject institution of securities to be issued by such 
subject institufion or of rights or options to subscribe for or purchase such 
securities is fair, just, and equitable, he will grant an application for a per- 
mit authorizing such offer or sale, such permit; if the Commissioner finds 
otherwise, he will deny the application. 

(b) As an administrative standard, the Commissioner generally will 
not grant an application for a permit authorizing an unrestricted public 
offer or unrestricted public sale by a proposed director, proposed officer, 
or organizer of a proposed subject institution of securities to be issued by 
such subject institution or of rights or options to subscribe for or purchase 
such securities. 
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(c) As an adminisirative standard, the Commissioner generally will 
grant an application for a permit authorizing the offer (but not the sale) 
by a proposed director, proposed officer, or organizer of a proposed sub- 
ject institution of securities to be issued by such subject institution, pro- 
vided that such offer is limited to soliciting, in the proposed service area 
of the subject institution or among an appropriate class of persons, non- 
binding indications of interest in subscribing for such securities. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 693, Fi- 
nancial Code. 

History 

] . Change without regulatory effect amending section and adding new NOTlE filed 
8- 1 9-97 pursuant To section 1 00, title 1 , Cali fornia Code of Regulations (Regis- 
ter 97, No. 34). 



Subpart 3. Pre-lncorporation Solicitation 
and Acceptance of Pre-Opening Funds 

§10.3400. Scope. 

(a) This Subpart contains regulations relating to the solicitation and ac- 
ceptance, before a subject institution is incorporated, of pre-opening 
funds for such proposed subject institution. 

(b) This Subpart does not apply to any offer or sale by a subject institu- 
tion, after incorporation, of any security issued by it under authority of 
a permit or of an exemption from Financial Code Section 691 issued by 
the Commissioner or the proceeds of any such sale. 

(c) This Subpart does not apply in any case where pre-opening funds 
for a proposed subject institution are provided exclusively by an organiz- 
er of such proposed subject institution which is a bank, a registered bank 
holding company, or a person which will be required to become a regis- 
tered bank holding company on account of the establishment of the pro- 
posed subject institution. 

(d) Nothing in this Subpart shall affect the Corporate Securities Law 
of 1968 (Division 1 (commencing with Section 25000), Title 4 of the 
Corporations Code) or any regulation adopted pursuant thereto. 
NOTE; Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTE filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 1 0.3401 . Requirement of Approval. 

Except as otherwise provided in Section 10.3402 of this Chapter, no 
proposed director, proposed officer, or organizer of a proposed subject 
institution shall solicit or accept pre-opening funds for such proposed 
subject institution from any person unless the Commissioner has ap- 
proved such solicitation and acceptance. 
NOTE: Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3402. Exemptions. 

There are hereby exempted from the provisions of Section 10.3402 of 
this Chapter as not being comprehended within the purposes of Section 
10.3402 of this Chapter and the regulation of which is not necessary or 
appropriate in the public interest or for the protection of the public, the 
following transactions: 

(a) The solicitation and acceptance by a proposed director, proposed 
officer, or organizer of a proposed subject institution from any proposed 
director, proposed officer, or organizer of such proposed subject institu- 
tion of pre-opening funds for the proposed subject institution, provided: 

(1) No advertisement shall be published regarding the solicitation or 
acceptance of pre-opening funds. 

(2) The total number of persons from whom pre-opening funds for the 
subject institution are accepted shall not exceed 25. 



(3) No pre-opening funds shall be accepted from any person except 
pursuant to a written agreement which shall provide: 

(A) Terms under which the pre-opening funds are accepted. 

(B) Terms under which the pre-opening funds shall be held, including 
the naine of the California commercial bank in which such money is to 
be deposited in accordance with Section 10.3405(a) of this Chapter and 
the name and address of the manager of the pre-incorporation pre-open- 
ing funds account. 

(C) Terms under which the pre-opening funds shall be disbursed, in- 
cluding a provision that the pre-opening funds shall be expended only for 
the purpose of paying pre-opening expenditures of the proposed subject 
institution. 

(D) Terms under which the pre-opening funds shall be repaid. 

(E) That the pre-opening funds, if expended for the purpose of paying 
pre-opening expenditures of the proposed subject institution, may not be 
repaid unless, among other contingencies, an application for authority to 
organize the subject institution is filed with and approved by the Com- 
missioner, the subject institution is organized and is issued a certificate 
of authority to transact commercial banking business, trust business, or 
both, as the case may be, the subject institution, in case it is a commercial 
bank, becomes an insured bank, and pre-opening expenditures are as- 
sumed by the subject institution and, in the case of pre-opening noncapi- 
tal expenditures, approved by the Commissioner; and that no assurance 
can be given that any of the foregoing contingencies will occur. 

(b) The solicitation and acceptance by a proposed director, proposed 
officer, or organizer of a proposed subject institution from any commer- 
cial bank of pre-opening funds for such proposed subject institution. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.3403. Application for Approval. 

An application by a proposed director, proposed officer, or organizer 
of a proposed subject institution for approval to solicit and accept pre- 
opening funds for such proposed subject institution shall contain: 

(a) Name of the proposed subject institution. 

(b) Address or vicinity of the proposed head office of the proposed 
subject institution. 

(c) Name, address, business or occupation, and proposed title of each 
of the proposed directors, proposed officers, and organizers of the pro- 
posed subject institution. 

(d) Amount of pre-opening funds to be solicited and accepted. 

(e) Description of the terms and conditions under which pre-opening 
funds are to be solicited and accepted. 

(f) Description of the manner in which pre-opening funds are to be so- 
licited and accepted. 

(g) Description of the persons from whom pre-opening funds are to 
be solicited and accepted, including: 

(1) In case pre-opening funds are to be solicited and accepted from 
specified persons, the name, address, and business or occupation of each 
such specified person. 

(2) In case pre-opening funds are to be solicited and accepted from a 
specified class of persons, a description of such specified class and the 
approximate number of persons in the specified class. 

(h) Opinion of an attorney at law that the solicitation and acceptance 
of pre-opening funds will not contravene either (1) the Corporate securi- 
ties Law of 1 968 or any regulation adopted pursuant thereto or (2) the Se- 
curities Act of 1933 (15 U.S.C. Secfions 77a-77aa) or any regulation 
adopted pursuant thereto. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 350, Fi- 
nancial Code. 

History 
1. Repealer of subsection (g)(3) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 



Page 34 



Register 98, No. 16; 4-17-98 



Title W 



Commissioner of Financial Institutions 



§ 10,3425 



• 



• 



2. Repealer of subsections (h)-(i), subsection reletlerine. and amendment of Note 
filed 4-14-98; operative 5-14-98 (Register 98, Nor 16). 

§ 10.3404. Administrative Standards. 

(a) As an administrative standard, if the Commissioner finds that the 
proposed solicitation and acceptance by a proposed director, proposed 
officer, or organizer of a proposed subject institution of pre-opening 
funds for such proposed subject institution is fair, just, and equitable, he 
will grant an application for approval of such solicitation and acceptance, 
subject to such terms and conditions as he may provide in such approval; 
if the Commissioner finds otherwise, he will deny the application. 

(b) As an administrative standard, the Commissioner generally will 
not grant an application for approval for a proposed director, proposed 
officer, or organizer of a proposed subject institution to solicit and accept 
pre-opening funds for such proposed subject institution from the public 
on an unrestricted basis. 

NOTE: Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3405. Account 

(a) Any pre-opening funds for a proposed subject institution accepted 
by a proposed director, proposed officer, or organizer of such proposed 
subject institution shall, upon acceptance, be deposited in a deposit ac- 
count with a California commercial bank. No other funds shall be depos- 
ited in such account. 

(b) No funds shall be withdrawn from a pre-incorporation pre-open- 
ing funds account for a proposed subject institution except; 

(1) Upon the order of the manager of such account; and 

(2) For the purpose of paying pre-opening expenditures of such pro- 
posed subject institution or in accordance with the provisions of Section 
10.3408 of this Chapter. 

§10.3406. Records, 

(a) The manager of a pre-incorporation pre-opening funds account 
shall keep and maintain records containing: 

(1) With respect to each deposit to the account: 

(A) Date of deposit. 

(B) Amount of money deposited. 

(C) Name of person from whom such money was accepted. 

(2) With respect to each withdrawal from the account: 

(A) Date of withdrawal. 

(B) Amount of money withdrawn. 

(C) Name of person to whom such money was paid. 

(D) Description of purpose of such payment. 

(E) Any invoice or billing relating to such payment. 

(3) Copy of each agreement with person from whom money is ac- 
cepted, including each agreement called for in Section 10.3402(a)(3) of 
this Chapter, if apphcable. 

(4) Copies of all documents used in connection with the solicitation or 
acceptance of pre-incorporation pre-opening funds. 

(b) The manager of a pre-incorporation pre-opening funds account 
shall preserve the records called for in Subdivision (a) of this Section for 
a period of not less than four years after such account is closed. 

(c) The manager of a pre-incorporation pre-opening funds account for 
a proposed subject institution shall, upon request, make the records 
called for in Subdivision (a) of this Section available for inspection and 
copying by the Commissioner, any proposed director, proposed officer, 
or organizer of such proposed subject institution, any person from whom 
pre-opening funds for the proposed subject institution have been ac- 
cepted, and the subject institution, if and when incorporated. 

Note. Authority cited; Section 215, Financial Code. Reference: Section 350, Fi- 
nancial Code. 

History 
I. Change without regulatory effect ainending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 GO, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



2. New subsection (a)(4) and amendment of Note filed 4-14-98; operative 
.5-14-98 (Register 98, No. 16). 

§10.3407. Reports. 

On or before the 15th day of each calendar quarter, commencing with 
the calendar quarter after pre-opening funds for a proposed subject insti- 
tution are first accepted by a proposed director, proposed officer, or orga- 
nizer of such proposed subject institution and continuing until the pre-in- 
corporation pre-opening funds account for the proposed subject 
institution is closed in accordance with the provisions of Section 1 0.3408 
of this Chapter, the manager of such account shall file with the Commis- 
sioner a report stating, with respect to the last calendar quarter: 

(1) Opening balance of the account. 

(2) Total amount deposited in the account during the calendar quarter. 

(3) Total amount disbursed from the account during the calendar quar- 
ter. 

(4) Closing balance of the account. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 350, Fi- 
nancial Code. 

History 

1. Amendment of subsection (a)(5) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11 343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of section and Note filed 4-14-98; operafive 5-14-98 (Register 
98, No. 16). 

§10.3408. Disposition. 

(a) In case an application for authority to organize a subject institution 
is approved by the Commissioner and such proposed subject institution 
is incorporated, the balance of the pre-incorporation pre-opening funds 
account for the proposed subject institution may be transferred to the 
post-incorporation pre-opening funds account of the subject institution. 

(b) In case an application for authority to organize a subject institution 
is not filed with the Commissioner within nine months after pre-opening 
funds for such proposed subject institution are first accepted by a pro- 
posed director, proposed officer, or organizer of the proposed subject in- 
stitution, or in case an application for authority to organize a subject insti- 
tution filed with the Commissioner within such time is denied by the 
Commissioner and a reapplication for authority to organize such subject 
institution is not filed with the Commissioner within 90 days after such 
denial, or in case an application for authority to organize a subject institu- 
tion is approved by the Coinmissioner and such proposed subject institu- 
tion is incorporated but the balance of the pre-incorporation pre-opening 
funds account for the proposed subject institution is not, within 90 days 
after such incorporation, transferred to the post-incorporation pre-open- 
ing funds account of the subject institution, the manager of the pre-in- 
corporation pre-opening funds account for the proposed subject institu- 
tion shall, after making all disbursements authorized under the terms of 
agreements with persons from whom pre-opening funds for the pro- 
posed subject institution were accepted, including the agreements called 
for in Section 10.3402(a)(3) of this Chapter, if applicable, pay the bal- 
ance of such account on a pro rata basis to the persons from whoin pre- 
opening funds for the proposed subject institution have been accepted by 
the proposed directors, proposed officers, or organizers of the proposed 
subject institution and, after making such payments, close the account. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
I . Change without regulatory effect amending secfion and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



Subpart 4. Other Pre-incorporation Matters 



§10.3425. Scope. 

This Subpart contains regulations relating to matters (other than mat- 
ters relating to offer and sale of securities and solicitation and acceptance 
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of pre-opening funds) in the pre-incorporation period in the establish- 
ment of a subject institution. 

§10.3426. Name. 

No proposed director, proposed officer, or organizer of a proposed 
subject institution shall use the name of such proposed subject institution 
in any document unless the designation "Proposed" is appended to such 
name. 

§10.3427. Advertisements. 

(a) An application for authority to organize a subject institution shall 
contain a copy of each advertisement regarding such proposed subject in- 
stitution which is published before the time when such application is 
filed. 

(b) Whenever, at any time after an application for authority to organize 
a subject institution is filed, any proposed director, proposed officer, or 
organizer of such proposed subject institution publishes an advertise- 
ment regarding the proposed subject institution, he shall, before or con- 
currently with such publication, serve a copy of such advertisement on 
the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, title 1 . California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3428. Articles. 

Promptly after an application for authority to organize a subject insti- 
tution is approved by the Commissioner, the applicants shall file with the 
Commissioner an application for approval of the articles of such subject 
institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 400, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1 343.4(d) (Register 97, No. 1 5). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Part 5. Post-Incorporation Matters 



Subpart 1. General Provisions 

§10.3450. Scope. 

This Part contains regulations relating to the post-incorporation peri- 
od in the establishment of a subject institution. This Subpart contains 
general provisions relating to the post-incorporation period in the estab- 
lishment of a subject institution. Subpart 2 (commencing with Section 
10.3475) of this Part contains regulations relating to the solicitation and 
acceptance by a subject institution, after incorporation, of pre — opening 
funds. Subpart 3 (commencing with Section 10.3500) of this Part con- 
tains regulations relating to other matters in the post — incorporation peri- 
od in the establishment of a subject institution. 

Subpart 2. Post-Incorporation Solicitation 
and Acceptance of Pre-Opening Funds 

§10.3475. Scope. 

(a) This Subpart contains regulations relating to the solicitation and ac- 
ceptance by a subject institution, after incorporation, of pre-opening 
funds. 

(b) Nothing in this Subpart shall apply to or affect any offer or sale by 
a subject institution, after incorporation, of any security issued by it under 
authority of a permit or of an exemption from Financial Code Section 69 1 
issued by the Commissioner or the proceeds of any such sale. 



(c) This Subpart does not apply in any case where pre-opening funds 
for a subject institution are provided exclusively by an organizer of such 
subject institution which is a bank, a registered bank holding company, 
or a person which will be required to become a registered bank holding 
company on account of the establishment of the subject institution. 

(d) Nothing in this Subpart shall affect the Corporate Securities Law 
of 1 968 (Division 1 (commencing with Section 25000), Title 4 of Corpo- 
rations Code) or any regulation adopted pursuant thereto. 

NOTE: Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.3476. Requirement of Approval. 

Except as otherwise provided in Section 10.3477 of this Chapter, no 
subject institution shall solicit or accept pre-opening funds from any per- 
son unless the Commissioner has approved such solicitation and accep- 
tance. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-J 9-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3477. Exemptions. 

There are hereby exempted from the provisions of Section 10.3476 of 
this Chapter as not being comprehended within the purposes of Section 
10.3476 of this Chapter and the regulation of which is not necessary or 
appropriate in the public interest or for the protection of the public, the 
following transactions: 

(a) The solicitation and acceptance by a subject institution from any 
director, officer, or organizer of such subject institution of pre-opening 
funds, provided: 

(1) No advertisement shall be published regarding the solicitation or 
acceptance of pre-opening funds. 

(2) The total number of persons from whom pre-opening funds are ac- 
cepted by the subject institution, together with the total number of per- 
sons from whom pre-opening funds were accepted before incorporation 
of the subject institution by a then proposed director, proposed officer, 
or organizer of the then proposed subject institution, shall not exceed 25. 

(3) No pre-opening funds shall be accepted from any person except 
pursuant to a written agreement which shall provide: 

(A) Terms under which the pre-opening funds are accepted. 

(B) Terms under which the pre-opening funds shall be held, including 
the name of the California commercial bank in which such money is to 
be deposited in accordance with Section 10.3480 of this Chapter. 

(C) Terms under which the pre-opening funds shall be disbursed, in- 
cluding a provision that the pre-opening funds shall be expended only for 
the purpose of paying pre-opening expenditures of the subject institu- 
tion. 

(D) Terms under which the pre-opening funds shall be repaid. 

(E) That the pre-opening funds, if expended for the purpose of paying 
pre-opening expenditures of the subject institution, may not be repaid 
unless, among other contingencies, the subject institution is organized 
and is issued a certificate of authority to transact commercial banking 
business, trust business, or both, as the case may be, the subject institu- 
tion, in case it is a commercial bank, becomes an insured bank, and pre- 
opening noncapital expenditures are approved by the Commissioner; and 
that no assurance can be given that any of the foregoing contingencies 
will occur. 

(b) The solicitation and acceptance by a subject institution from any 
commercial bank of pre-opening funds. 

NOTE; Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 
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§ 10.3478. Application for Approval. 

An application by a subject institution for approval to solicit and ac- 
cept pre-opening funds shall contain: 

(a) Amount of pre-opening funds to be solicited and accepted. 

(b) Description of the terms and conditions under which pre-opening 
funds are to be solicited and accepted. 

(c) Description of the manner in which pre-opening funds are to be so- 
licited and accepted. 

(d) Description of the persons from who pre-opening funds are to be 
solicited and accepted, including: 

(1) In case pre-opening funds are to be sohcited and accepted from 
specified persons, the name, address, and business or occupation of each 
such specified person. 

(2) In case pre-opening funds are to be solicited and accepted from a 
specified class of persons, a description of such specified class and the 
approximate number of persons in the specified class. 

(e) Opinion by an attorney at law that the solicitation and acceptance 
of pre-opening funds will not contravene either (1 ) the Corporate Securi- 
ties Law of J 968 or any regulation adopted pursuant thereto or (2) the Se- 
curities Act of 1933 (15 U.S.C. Sections 77a-77aa) or any regulation 
adopted pursuant thereto. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 350 and 
362, Financial Code. 

History 

1. Repealer of subsection (d)(3) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Repealer of subsections (e) and (f), subsection relettering, and amendment of 
Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 10.3479. Admioistrative Standards. 

(a) As an administrative standard, if the Commissioner finds that the 
proposed sohcitation and acceptance by a subject institution of pre- 
opening funds is fair, just and equitable, he will grant an application for 
approval of such solicitation and acceptance, subject to such terms and 
conditions as he may provide in such approval; if the Commissioner finds 
otherwise, he will deny the application. 

(b) As an administrative standard, the Commissioner generally will 
not grant an application by a subject institution for approval to solicit and 
accept pre-opening funds from the public on an unrestricted basis. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new NOTE filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3480. Account 

(a) Not more than 30 days after incorporation, a subject institution 
shall establish a deposit account with a California commercial bank, and 
there shall be deposited in such account any pre-opening funds trans- 
ferred pursuant to Section 10.3408(a) of this Chapter from the pre-in- 
corporation pre-opening funds account for such subject institution, upon 
such transfer, and any pre-opening funds for the subject institution ac- 
cepted by the subject institution, upon such acceptance. No other funds 
shall be deposited in such account. 

(b) No funds shall be withdrawn from the post-incorporation pre- 
opening funds account of a subject institution except: 

(1) Upon the order of an officer of such subject institution duly autho- 
rized by the board of directors of the subject institution; and 

(2) For the purpose of paying pre-opening expenditures of the subject 
institution or in accordance with the provisions of Section 1 0.3483 of this 
Chapter. 

§10.3481. Records. 

(a) A subject institution shall keep and maintain records relating to its 
post-incorporation pre-opening funds account, containing: 

(1) With respect to each deposit to the account: 

(A) Date of deposit. 

(B) Amount of money deposited. 



(C) Name of person from whom such money was accepted. 

(2) With respect to each withdrawal from the account: 

(A) Date of withdrawal. 

(B) Amount of money withdrawn. 

(C) Name of person to whom such money was paid. 

(D) Description of purpose of such payment. 

(E) Any invoice or billing relating to such payment. 

(3) Copy of each agreement with persons from whom money is ac- 
cepted, including each agreement called for in Section 10.3477(a)(3) of 
this Chapter, if applicable. 

(4) Copies of all documents used in connection with the solicitation or 
acceptance of post-incorporation pre-opening funds. 

(b) A subject institution shall preserve the records called for in Subdi- 
vision (a) of this Section for a period of not less than four years after the 
account is closed. 

(c) A subject institution shall, upon request, make the records called 
for in Subdivision (a) of this Section available for inspection and copying 
by the Commissioner, any person from whom pre-opening funds have 
been accepted by the subject institution, and, in case any pre-opening 
funds were transferred from the pre-incorporation pre-opening funds 
account for the subject institution to the post-incorporation pre-opening 
funds account of the subject institution, any person from whom pre- 
opening funds were accepted before incorporation of the subject institu- 
tion by a then proposed director, proposed officer, or organizer of the 
then proposed subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 350 and 
362, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

2. New subsection (a)(4) and amendment of Note filed 4-14-98; operative 
5-14-98 (Register 98, No. 16). 

§10.3482. Reports. 

On or before the 15th day of each calendar quarter, commencing with 
the first calendar quarter after incorporation of a subject institution and 
continuing until the post-incorporation pre-opening funds account of 
such subject institution is closed in accordance with the provisions of 
Section 10.3483 of this Chapter, the subject institution shall file with the 
Commissioner a report stating, with respect to the last calendar quarter: 

(1) Opening balance of the account. 

(2) Total amount deposited in the account during the calendar quarter. 

(3) Total amount disbursed from the account during the month. 

(4) Closing balance of the account. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 350, 
362, 40] and 1934, Financial Code. 

History 

1 . Amendment of subsection (a)(5) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of section and Note filed 4-14-98; operative 5-14-98 (Register 
98, No. 16). 

§10.3483. Disposition. 

In case the right to organize a subject institution automatically termi- 
nates pursuant to Financial Code Section 404 or in case a subject institu- 
tion commences business, such subject institution shall, after making all 
disbursements authorized under the terms of agreements with persons 
from whom pre-opening funds were accepted, including any agreement 
called for in Section 10.3402(a)(3) or 10.3477(a)(3) of this Chapter, if 
applicable, pay the balance of its post-incorporation pre-opening funds 
account on a pro rata basis to the persons from whom pre-opening funds 
were accepted by the subject institution and, in case any pre-opening 
funds were transferred from the pre-incorporation pre-opening funds 
account for the subject institution to the post-incorporation pre-opening 
funds account, the persons from whom pre-opening funds were accepted 
before incorporation of the subject institution by the then proposed direc- 
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tors, proposed officers, or organizers of the then proposed subject institu- 
tion, and, after making such payments, close such account. 

Subpart 3. Other Post-Incorporation 
Matters 

§10.3500. Scope. 

This Subpart contains regulations relating to matters (other than mat- 
ters relating to solicitation and acceptance of pre-opening funds) in the 
post-incorporation period in the establishment of a subject institution. 

§10.3501. Name. 

No subject institution shall, at any time before commencing business, 
use its name in any document unless the designation "In Organization" 
is appended to such name. 

§10.3502. Advertisements. 

No subject institution shall, at any time before commencing business, 
publish any advertisement regarding Itself unless it shall have filed a 
copy of such advertisement with the Commissioner not less than five 
business days before such publication. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, tide 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3503. Contracts. 

No subject institution shall, at any time before commencing business, 
enter into any contract for the acquisition, construction, or lease of real 
property or any contract by the terms of which such subject institution is 
obligated to pay an aggregate total amount in excess of 5% of its pro- 
posed contributed capital unless it shall have filed a copy of such contract 
with the Commissioner not less than five business days before entering 
into such contract. 
NOTE; Authority cited: Section 215, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3504. Articles. 

A subject institution shall file with the Commissioner a copy of its ar- 
ticles certified by the Secretary of State. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 400, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3505. By-Laws. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343.4(d) (Register 97, No. 15). 

§10.3506. Directors. 

(a) Except with the prior approval of the Commissioner, no person 
shall be elected as a director of a subject institution at any time before 
such subject institution commences business other than a person named 
as a proposed director in the application for authority to organize the sub- 
ject institution. 

(b) An application by a subject institution for approval for the election 
of a person as a director shall contain: 

(1) Name of the proposed director. 

(2) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the proposed di- 
rector. 



(3) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the filing of the application and signed by the proposed director. 

(4) Statement dated as of a date within 90 days before the filing of the 
application and signed by the proposed director, stating: 

(A) Amount of shares of the subject institution for which the proposed 
director has subscribed or intends to subscribe, the source of funds with 
which he intends to pay for such subscription, and, if any of such funds 
are to be borrowed, the ainount to be borrowed and the source of funds 
with which he intends to repay such amount. 

(B) Whether or not, to the knowledge or information and belief of the 
proposed director, any consociate of the proposed director has sub- 
scribed or intends to subscribe for shares of the subject institution and, 
if so, the name, bu.siness address, home address, and business or occupa- 
tion of the consociate, the amount of shares of the subject institution for 
which the consociate has subscribed or intends to subscribe, the source 
of funds with which he intends to pay for such subscription, and, if any 
of such funds are to be borrowed, the amount to be borrowed and the 
source of funds with which he intends to repay such amount. 

(C) Commercial banking, trust, other financial, and other business ex- 
perience of the proposed director, including, with respect to each position 
held, title, description of duties, name and address of employer, period 
of employment, and reason for leaving. 

(D) Whether or not the proposed director has had in the past or has 
presently any relationship with any bank as director, officer, employee, 
adviser, 15 percent equity security owner, or in any other capacity (other 
than solely as a customer), and, if so, the name of the bank and a descrip- 
tion of the relationship, and, in the case of any present relationship, 
whether the proposed director intends to continue, change, or terminate 
such relationship if and when the subject institution commences busi- 
ness. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 3, Divi- 
sion 1, Financial Code. 

History 

1 . Amendment of subsection (b)(4)(D), repealer of subsections (b)(4)(E) and 
(b)(4)(F), and new Note filed 4-7-97; operative 4-7-97 pursuant to Govern- 
ment Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, titie 1, California Code of Regulations (Register 97, No. 34). 



§ 10.3507. Officers and Employees. 

(a) (1) Except with the prior approval of the Commissioner, no subject 
institution shall, at any time before commencing business, appoint as an 
officer any person not named as such proposed officer in the application 
for authority to organize such subject institution. 

(2) An application by a subject institution for approval to appoint a per- 
son as an officer shall contain: 

(A) Name of the proposed officer. 

(B) Proposed title. 

(C) Description of duties to be performed by the proposed officer. 

(D) Amount of salary and description of other compensation to be paid 
to the proposed officer. 

(E) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the proposed offi- 
cer. 

(F) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the filing of the application, and signed by the proposed officer. 

(G) Statement dated as of a date within 90 days before the filing of the 
application and signed by the proposed officer, stating: 

1. Amount of shares of the subject institution for which the proposed 
officer has subscribed or intends to subscribe, the source of funds with 
which he intends to pay for such subscription, and, if any of such funds 
are to be borrowed, the amount to be borrowed and the source of funds 
with which he intends to repay such amount. 
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2. Whether or not, to the knowledge or information and belief of the 
proposed officer, any consociate of the proposed officer has subscribed 
or intends to subscribe for shares of the subject institution and, if so, the 
name, business address, home address, and business or occupation of the 
consociate, the amount of shares of the subject institution for which the 
consociate has subscribed or intends to subscribe, the source of funds 
with which he intends to pay for such subscription, and, if any of such 
funds are to be borrowed, the amount to be borrowed and the source of 
funds with which he intends to repay such amount. 

3. Commercial banking, trust, other financial, and other business ex- 
perience of the proposed officer, including, with respect to each position 
held, title, description of duties, name and address of employer, period 
of employment, and reason for leaving. 

4. Whether or not the proposed officer has ever been discharged or re- 
quested to resign from any position, and, if so, an account of the circum- 
stances. 

(b) (1 ) Except with the prior approval of the Commissioner, no subject 
institution shall, at any time before commencing business, enter into any 
contract of employment with any officer. 

(2) An application by a subject institution for approval to enter into a 
contract of employment with an officer shall contain a copy of the pro- 
posed contract of employment. 

(c)(1) Except with the prior approval of the Commissioner, no subject 
institution shall, at any lime before commencing business, commence to 
pay salary or other compensation to any officer. 

(2) An application by a subject institution for approval to commence 
to pay salary or other compensation to an officer shall contain: 

(A) Name and title of the officer. 

(B) Description of duties proposed to be performed by the officer. 

(C) Amount of salary and description of other compensation proposed 
to be paid to the officer. 

(D) Statement of reasons why it is necessary that the subject institu- 
tion, before commencing business, pay salary or other compensation to 
the officer. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 3, Divi- 
sion 1 and Section 692, Financial Code. 

History 

1 . Editorial correction of subsection (a)(1) printing error (Register 89, No. 8). 

2. Repealer of subsections (a)(2)(G)4., subsection renumbering, amendment of 
subsection (c)( 1 ), repealer of subsections (c)(3)-(c)(3)(D), and new Note filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 11343.4(d) 
(Register 97, No. 15). 

3. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 10.3508. Loans from Cosrespondent Banks. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 3365, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending subsection (b)(1) filed 7-2-91 pur- 
suant to section 100, title 1, California Code of Regulations (Register 91, No. 
40). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



§ 1 0.3509. Sale of Shares. 

After the certified copy of the articles of a subject institution has been 
filed with the Commissioner, such subject institution shall file with the 
Commissioner an application for a permit to sell shares. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 3, Divi- 
sion 1 and Section 692, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 10.3510. Reserve and Non-Reserve Depositaries. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.351 1 . Committees of Board. 

A subject institution shall, by resolution of its board, establish commit- 
tees of such board (including, in case the subject institution is to engage 
in commercial banking business, a loan committee, an investment com- 
mittee, and an audit committee and, in case the subject institution is to 
engage in trust business, a trust investment committee and a trust audit 
committee). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 3, Divi- 
sion 1, Financial Code. 

History 
1 . Amendment of first paragraph, repealer of subsections (a)-(e), and new Note 

filed 4-7-97; operative 4-7-97 pursuant to Government Code section 

11343.4(d) (Register 97, No. 15). 

§10.3512. Policies. 

A subject institution shall, by resolution of its board, adopt the follow- 
ing policies: 

(a) Investment policy which shall set forth a general statement of in- 
vestment policies and objectives, and in addition, set forth standards and 
procedures on investment matters. 

(b) In case the subject institution is a commercial bank, a loan policy 
which shall set forth a general statement of loan policies and objectives, 
and, in addition, set forth standards and procedures on lending matters. 

(c) In case the subject institution is to engage in trust business, a trust 
investment policy which shall set forth a general statement of trust invest- 
ment policies and objectives, and, in addition, set forth standards and pro- 
cedures on trust investment matters. 

(d) In case the subject institution is to be a commercial bank with trust 
department or an independent trust company which will be an affiliate of 
a commercial bank, a trust conflict of interest policy which shall set forth 
the standards and procedures of the subject institution to prevent con- 
flicts of interest relating to trust business and which shall contain, in addi- 
tion to a general statement on policies and objectives in preventing con- 
flicts of interest relating to trust business, standards and procedures to 
prevent the following: 

(1) Any improper transmission to or use by the trust department or by 
the independent trust company of information which is held by the com- 
mercial banking department or the affiliate commercial bank, as the case 
may be. 

(2) Any improper transmission to or use by the commercial banking 
department or the affiliate commercial bank of information which is held 
by the trust department or the independent trust company, as the case may 
be. 

(3) Any improper deposits by the trust department or the independent 
trust company of fiduciary account funds with the commercial banking 
department or the affiliate commercial bank, as the case may be, or any 
other improper transactions between the trust department and the com- 
mercial banking department or between the independent trust company 
and the affiliate commercial bank, as the case may be. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 3, Divi- 
sion 1, Financial Code. 

History 
1 . Amendment of secfion and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.3513. Bonds and Other insurance Policies. 

Not less than five business days before commencing business, a sub- 
ject institution shall: 

(a) In case the subject institution is to be a commercial bank, obtain a 
banker's blanket bond which shall be satisfactory in form and content to 
the Commissioner. 

(b) In case the subject institution is to be an independent trust compa- 
ny, obtain a fidelity bond which shall be satisfactory in form and content 
to the Commissioner. 
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(c) In all cases, obtain such other insurance policies as may be appro- 
priate and necessary. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 3, Divi- 
sion 1, Financial Code. 

History 

1. Amendment of subsections (a)-(c), repealer of subsections (c)(l)-(c)(2), and 
new Noxr; filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.3514. Report Regarding Subscribers. 

After the subscriptions for shares of a subject institution have been ac- 
cepted and paid but not less than five business days before such subject 
institution commences business, the subject institution shall file with the 
Commissioner a report stating, with respect to each subscriber for shares 
of the subject institution whose subscription has been accepted and paid: 

(a) Name. 

(b) Address. 

(c) Number of shares subscribed for. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.3515. Reports Regarding Contributed Capital. 

Not more than 30 days nor less than five business days before com- 
mencing business, a subject institution shall file with the Commissioner 
a report signed by an executive officer of the subject institution, stating: 

(a) That the entire contributed capital of the subject institution, speci- 
fying the amount, has been fully paid in lawful money, unconditionally; 
and, 

(b) That the funds representing such contributed capital, plus or minus 
net income, gain, or loss on investments, specifying the amount, are on 
deposit in a CaUfomia commercial bank, specifying the name and ad- 
dress, subject to withdrawal on demand. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 400, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending subsection (a)(1) filed 7-2- 9 1 pur- 
suant to section 100, title 1, California Code of Regulations (Register 91, No. 

40). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1 , California Code of Regulations (Register 97, No. 34). 

3. Amendment of section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 1 0.351 6. Deposit with State Treasurer. 

After complying with Section 10.35 1 5 of this Chapter but not less than 
five business days before commencing business, a subject institution 
which is to engage in trust business shall apply to the Commissioner for 
approval of money or securities to be deposited with the State Treasurer; 
and, before commencing business, such subject institution shall, pur- 
suant to such order as the Commissioner may issue, deposit with the State 
Treasurer money or securities as security for the faithful performance 
and execution of all court trusts accepted by the subject institution and 
money or securities for the faithful performance of all private trusts ac- 
cepted by the subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1500, 
1500.1 and Article 3, Chapter 12, Division 1, Financial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.3517. Report Regarding Differences from Application. 

(a) Not more than 30 days nor less than five business days before com- 
mencing business, a subject institution shall file with the Commissioner 
a report signed by an officer of such subject institution, stating whether 
or not the subject institution is or is to be different in any material respect 



from what was proposed in the application for authority to organize the 
subject institution, and, if so, describing such difference. 

(b) As an administrative standard, if the Coinmissioner finds that a 
subject institution is or is to be different in any material respect from what 
was proposed in the application for authority to organize such subject in- 
stitution and that, if such difference had existed at the time when the 
Commissioner decided the application for authority to organize the sub- 
ject institution, he would have denied the application, the Commissioner 
will not issue a certificate of authority to the subject institution. 
NOTE: Authority cited: Section 215. Financial Code. Reference: Sections 350, 
362, 401 and 1934, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant lo section 100, title 1 , California Code of Reeulations (Regis- 
ter 97, No. 34). 

2. Amendment of subsection (a) and Note filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 

§ 1 0.351 8. Time for Completing Organization. 

(a) For purposes of Financial Code Section 404, no subject institution 
shall be deemed to have filed evidence of incorporation and organization 
with the Commissioner pursuant to Financial Code Section 400 unless 
such subject institution shall have filed with the Commissioner: 

(1) Copy of its articles of incorporation certified by the Secretary of 
State. 

(2) Reports called for in Section 10.3515 of this Chapter. 

(b) An application by a subject institution for an extension of time for 
completing organization shall contain: 

(1) Date on which the time for completing organization is scheduled 
to expire. 

(2) Description of progress to date in the organization of the subject 
institution. 

(3) Proposed timetable for completing the organization of the subject 
institution. 

(4) Amount of additional time requested for completing the organiza- 
tion of the subject institution. 

(5) Statement of reasons why such additional time is required for com- 
pleting the organization of the subject institution. 

(c) In case the right to organize a subject institution automatically ter- 
minates pursuant to Financial Code Section 404, such subject institution 
shall be wound up and dissolved, and it shall file with the Commissioner: 

(1) Copy of a certificate of election to wind up and dissolve filed with 
the Secretary of State pursuant to Corporations Code Section 1 901 , certi- 
fied by the Secretary of State. 

(2) Either (A) a copy of a certificate of dissolution filed with Secretary 
of State pursuant to Corporations Code Section 1905, certified by the 
Secretary of State, or (B) a copy of an order entered by a superior court 
pursuant to Corporations Code Section 1907, certified by the clerk of 
such superior court. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 400, 404 
and 1934, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Repealer of subsection (a)(2), subsecfion relettering, and amendment of Note 
filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 10.3519. Application for Issuance of Certificate of 
Authority and Fee. 

(a) Not less than one business day before commencing business, a sub- 
ject institution shall file with the Commissioner an application for the is- 
suance of a certificate of authority authorizing such subject institution to 
transact commercial banking business, trust business, or both, as the case 
may be. Such application shall state: 

(1) Address of the head office of the subject institution. 

(2) Date on which the subject institution proposes to commence busi- 
ness. 
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(b) The application called for in Subdivision (a) of this Section shall 
be accompanied by the fee prescribed in Financial Code Section 400(c). 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.3520. DeposiUnsurance. 

No subject institution which is a commercial bank shall commence 
business unless it is an insured bank. 

§ 10.3521. Report Regarding Commencement of Business. 
Not more than five business days after commencing business, a sub- 
ject institution shall file with the Commissioner a report stating the date 
on which it commenced business. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.3522. Reports Regarding Transaction of Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343 .4(d) (Register 97, No. 15). 

§ 10.3523. Refinancing Purchase of Shares. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.3524. Payment of Pre-Opening Noncapita! 
Expenditures. 

(a) After commencing business, a subject institution may file with the 
Commissioner an application for approval to pay pre-opening noncapi- 
tal expenditures. Such an application shall contain: 

(1) Total amount and itemized schedule of pre-opening noncapital ex- 
penditures proposed to be paid. 

(2) Itemized schedule of proposed payments of pre-opening noncapi- 
tal expenditures showing, with respect to each person to whom the aggre- 
gate total amount proposed to be paid, directly or indirectly, is $5,000 or 
more and, with respect to each director, officer, organizer, 25 percent (in- 
cluding consociates) equity security owner of the subject institution, to 
whom any amount is proposed to be paid, directly or indirectly: 

(A) Name of the person. 

(B) Aggregate amount proposed to be paid to the person. 

(C) Description of purpose of payment to the person. 

(b) As an administrative standard, the Commissioner generally will 
not grant an application by a subject institution for approval to pay a pre- 
opening noncapital expenditure if he finds that such pre-opening non- 
capital expenditure is not a usual, ordinary, and lawful noncapital expen- 
diture for the purpose of organizing a subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 406, Fi- 
nancial Code. 

History 

1 . Amendment of subsection (a)(2) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.3525. Winding Up and Dissolution. 

In case the right of a subject institution to transact business automati- 
cally terminates pursuant to Financial Code Section 405, such subject in- 
stitution shall promptly surrender its certificate of authorization to the 
Commissioner for cancellation. Also, the subject institution shall be 
promptly wound up and dissolved, and the subject institution shall file 
with the Commissioner: 



(a) Copy of a certificate of election to wind up and dissolve filed with 
the Secretary of State pursuant to Corporations Code Section 1 901 , certi- 
fied by the Secretary of State. 

(b) Either (1 ) a copy of a certificate of dissolution filed with the Secre- 
tary of State pursuant to Corporations Code Section 1905, certified by the 
Secretary of State, or (2) a copy of an order entered by a superior court 
pursuant to Corporations Code Section 1907, certified by the clerk of 
such superior court. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 405, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant To sect ion 1 00, title 1 . Cali fomia Code of Regulations (Regis- 
ter 97, No. 34). 



Subarticle 3. EstabHshment of Trust 
Department by CaDifornia State Commercli 
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Part 1 „ General Provisions 



§ 10.3700. Definition of "AppJscant" and Scope. 

(a) In this Subarticle, "applicant" means a California state commercial 
bank which applies to the Commissioner for authority to engage in trust 
business. 

(b) This Subarticle contains regulations relating to the establishment 
by an applicant of a trust department pursuant to Financial Code Section 
1500.1. This Part contains general provisions relating to the establish- 
ment by an applicant of a tnist department. Part 2 (commencing with Sec- 
tion 10.3750) of this Subarticle contains regulations relating to an appli- 
cation by an applicant for authority to engage in trust business. Part 3 
(commencing with Section 10.3800) of this Subarticle contains regula- 
tions which set forth administrative standards and procedures relating to 
an applicaUon by an applicant for authority to engage in trust business. 
Part 4 (commencing with Section 10.3850) of this Subarticle contains 
regulations relating to matters after an application by an applicant for au- 
thority to engage in trust business is approved by the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 1 0.3701 . Other Definition. 

In this Subarticle, "proposed branch office," when used with respect 
to an applicant, means a branch office which such applicant has applied 
to the Commissioner for authority to establish, with respect to which the 
Commissioner has either approved or not yet decided such application, 
and which the applicant has not yet established. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.3702. Commencement of Trust Business. 

For purposes of this Article, an applicant shall be deemed to com- 
mence trust business at the time when, the Commissioner having issued 
to such applicant a certificate of authority authorizing it to transact trust 
business, the applicant opens its trust department for the purpose of en- 
gaging in trust business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 
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History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title I.California Code of Regulations (Regis- 
ter 97, No. 34). 



Part 2. Application 

§10.3750. Scope. 

This Part contains regulations relating lo an application by an appli- 
cant for authority to engage in trust business. 

§ 10.3751. Information Required. 

An application for authority to engage in trust business shall contain 
the information called for in Sections 10.3752 to 10.3765, inclusive, of 
this Chapter. 

§ 10.3752. Information Regarding Proposed Locations. 

(a) (1) State the address or vicinity of, or otherwise identify (such as 
by reference to an office of the applicant), each place at which the appli- 
cant proposes to establish a trust administration office. 

(2) No applicant shall propose to estabhsh a trust adininistration office 
at any place other than a place at which it maintains its head office or a 
branch office unless: 

(A) Prior to or concurrently with the filing of the application for au- 
thority to engage in trust business, such applicant files with the Commis- 
sioner an application for authority to establish a branch office at such 
place. (For regulations relating to an application for authority to establish 
a branch office, refer to Part 2 (commencing with Section 10.6700), Sub- 
article 3, of this Subchapter.); or 

(B) The establishment by the applicant of a branch office at such place 
is exempt from the authorization requirement of Financial Code Section 
500(b) pursuant to Financial Code Section 490. 

(b) (1) State the address or vicinity of, or otherwise identify (such as 
by reference to an office of the applicant), each place (other than a trust 
administration office) at which the applicant proposes to engage in trust 
business, and describe the trust business which the applicant proposes to 
conduct at such place. 

(2) No applicant shall propose to engage in trust business at any place 
(other than a trust administration office) unless: 

(A) Such applicant maintains its head office, a branch office, or, if the 
trust business proposed to be conducted at such place does not constitute 
branch banking business, a place of business at such place; 

(B) Prior to or concurrently with the filing of the application for au- 
thority to engage in trust business, the applicant files with the Commis- 
sioner an application for authority to establish a branch office or a place 
of business, as the case may be, at such place (For regulations relating to 
an application for authority to establish a branch office, refer to Part 2 
(commencing with Section 10.6700), Subarticle 3, of this Subchapter. 
For regulations relating to an application for authority to establish a place 
of business, refer to Part 2 (commencing with Section 10.9100), Subar- 
ticle 4, Article 5 of this Subchapter.); or 

(C) The establishment by the applicant of a branch office or a place of 
business, as the case may be, at such place is exempt from the authoriza- 
tion requirement of Financial Code Section 500(b) or 541 pursuant to Fi- 
nancial Code Section 490. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11 343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.3753. Information Regarding Proposed Market. 

(a) Describe the principal trust services which are proposed to be of- 
fered by the trust department. 

(b) Describe the market that the trust department is proposed to serve. 



NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 
1 . Amendment of section and new NOTIE filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 



§ 10.3754. Information Regarding Marketing Plan. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 



§ 10.3755. Information Regarding Proposed Officers, 
Employees, and Advisers. 

(a) Provide a table showing, with respect to the proposed senior trust 
officer and any other proposed officer of the trust department who has 
been selected: 

(1) Name. 

(2) Business address. 

(3) Home address. 

(4) Age. 

(5) Business or occupation. 

(6) Proposed fitle. 

(7) Proposed duties. 

(8) Proposed annual salary. 

(b) Provide a table showing, with respect to each proposed officer po- 
sifion of the trust department for which no person has been selected, in- 
cluding the posifions of principal trust investment officer, principal trust 
operations officer, and trust administrative officers: 

(1) Proposed fitle. 

(2) Proposed duties. 

(3) Proposed annual salary. 

(c) With respect to each proposed officer of the trust department listed 
in the table called for in Subdivision (a) of this Secfion, provide: 

(1) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the proposed offi- 
cer. 

(2) Confidenfial resume in the form of Department Form 3, containing 
the informafion called for therein, dated as of a date within 90 days before 
the filing of the application, and signed by the proposed officer. 

(3) Statement dated as of a date within 90 days before the filing of the 
applicafion and signed by the proposed officer, stating: 

(A) Trust, commercial banking, other financial, and other business ex- 
perience of the proposed officer, including, with respect to each position 
held, fitle, description of dufies, name and address of employer, period 
of employment, and reason for leaving. 

(B) Whether or not the proposed officer has had in the past or has pres- 
ently any relafionship with any bank as director, officer, employee, ad- 
viser, 15 percent equity security owner, or in any other capacity (other 
than solely as a customer), and, if so, the name of the bank and a descrip- 
fion of the relafionship, and, in the case of any present relafionship, 
whether the proposed officer intends to continue, change, or terminate 
such relationship if and when he becomes an officer of the trust depart- 
ment. 

(C) Whether or not the proposed officer has ever been discharged or 
requested to resign from any position, and, if so, an account of the cir- 
cumstances. 

(d) State the amount of salary and describe any other compensation 
which the applicant proposes to pay to each officer of the trust depart- 
ment and to all employees, as a group, or the trust department during each 
of the first three years of business of the trust department. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 
1. Amendment of subsection (c)(3)(B), repealer of subsections (e)-(g)5. and new 
Note filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



• 
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§ 10,3756. Dnformation Regarding Proposed Premises, 
Furniture, and Equipment. 

(a) State whether or not the appHcant proposes, in connection with the 
establishment of the trust department, to purchase, lease, or construct any 
real property for the premises of the taist department or for other banking 
premises. 

(b) State the total amount to be expended in connection with the prem- 
ises, furniture and equipment of the trust administration office by the end 
of the first year of business. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

Hlstory 

1 . Amendment of subsection (a), repealer of subsections (a)(]), (a)(2), and(c)-(i), 
new subsection (c) and new Note filed 4-7-97; operative 4-7-97 pursuant to 
Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer of subsection (a) and subsection relettering filed 4-14-98; operative 
5-14-98 (Register 98, No. 16). 

§ 10.3757. information Regarding Proposed Operations. 

(a) Describe the proposed policies and procedures of the trust depart- 
ment relating to: 

(1 ) Acceptance of fiduciary accounts. 

(2) Initial and periodic review of fiduciary accounts. 

(b) Describe any provisions for successor trustees which are proposed 
to be included in fiduciary accounts to be accepted by the trust depart- 
ment. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 
1. Amendment of section and new Note filed 4-7-97; operadve 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

§ 10.3758. Information Regarding Capital Notes and 
Shareholders' Equity. 

(a) Provide a statement showing the capital notes and shareholders' 
equity of the applicant as of a date within 30 days before the filing of the 
application. 

(b) State whether or not the applicant proposes, in connection with the 
establishment of the trust department, to increase its capital notes or 
shareholders' equity, and, if so, describe such proposal. 

§ 10.3759. information Regarding Pro Forma Financia! 
Statements. 

(a) Provide a pro forma fiduciary statement of the trust department as 
of the end of the first year of business, and as of the end of the second year 
of business. 

(b) Provide a pro forma statement of income of the trust department 
for the first year of business, and for the second year of business. 

(c) State whether or not the pro forma statements called for in Subdivi- 
sion (b) of this Section include adjustments for (1 ) charges for a pro rata 
portion of administrative overhead or taxes or (2) credits for deposits of 
fiduciary account funds with the commercial banking department of the 
applicant, and, if so, describe such adjustments. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 

Financial Code. 

History 

1. Amendment of subsection (a), repealer of subsections (a)(l)-(a)(8), amendment 
of subsection (b), repealer of subsections (b)(l)-(c), subsection relettering and 
new Note filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§ 10.3760. Information Regarding Effects on Competition. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.3761. information Regarding Public Convenience and 



History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



§ 10.3762. Information Regarding Reasonable Promise of 
Successful Operation. 
Show that the trust department has a reasonable promise of successful 
operation. Such showing shall include a description of the opportunities 
for obtaining fiduciary accounts. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.3763. Information Regarding Purposes of Applicant. 
State the reasons why the applicant wishes to engage in trust business. 

§ 10.3764. Information Regarding Assistance in 
Preparation of Application. 
History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.3765. Information Regarding Authorization of Board. 

Provide a copy of a resolution of the board of the applicant authorizing 
the applicant to apply for authority to engage in trust business. Such copy 
of the resolution of the board of the applicant shall be certified by the sec- 
retary or by an assistant secretary of the applicant. 

§10.3766. Fee. 

An application by subject institution for authority to engage in trust 
business shall be accompanied by the fee prescribed in Financial Code 
Section 1500.1. 

Part 3. Administrative Standards and 

Procedures 

§10.3800. Scope. 

This Part contains regulations which set forth administrative standards 
and procedures relating to an application by an applicant for authority to 
engage in trust business. 

§ 1 0.3801 . Certificates of Authority. 

In case the Commissioner approves an application by an applicant 
which has branch offices for authority to engage in trust business, he gen- 
erally will, when he issues certificates of authority authorizing such 
applicant to engage in trust business, issue certificates of authority autho- 
rizing the applicant to engage in trust business at its head office and at 
each of its branch offices. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to secfion 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

Part 4. Post-Approval Matters 

§10.3850. Scope. 

This Part contains regulations relating to matters after an application 

by an applicant for authority to engage in trust business is approved by 

the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 1 0.3851 . Amendment of Articles. 

(a) An applicant shall file with the Commissioner an application for 
approval of an amendment of its arficles which amends its articles to 
comply with the provisions of Financial Code Section 600(b). 
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(b) Promptly after the certificate of amendment of articles of an appli- 
cant containing the amendment called for in Subdivision (a) of this Sec- 
tion is filed with the Secretary of State, such applicant shall file with the 
Commissioner a copy of such certificate of amendment of articles certi- 
fied by the Secretary of State. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 600.4 
and 1 500. 1 , Financial Code. 

History 

1. Amendment of subsection (a) and new NOTB filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§10.3852. Amendment of By-Laws. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.3853. Officers of Trust Department. 

(a) Except with the prior approval of the Commissioner, no applicant 
shall, at any time before commencing trust business, appoint as an officer 
of its trust department any person not named as such proposed officer in 
its application for authority to engage in trust business. 

(b) An application for approval to appoint a person as an officer of the 
trust department of an applicant shall contain: 

(1) Name of the proposed officer. 

(2) Proposed title. 

(3) Description of duties to be performed by the proposed officer. 

(4) Amount of salary and description of other compensation to be paid 
to the proposed officer. 

(5) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the proposed offi- 
cer. 

(6) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the filing of the application, and signed by the proposed officer. 

(7) Statement dated as of a date within 90 days before the filing of the 
application and signed by the proposed officer, stating: 

(A) Trust, commercial banking, other financial, and other business ex- 
perience of the proposed officer, including, with respect to each position 
held, title, description of duties, name and address of employer, period 
of employment, and reason for leaving. 

(B) Whether or not the proposed officer has ever been discharged or 
requested to resign from any position, and, if so, an account of the cir- 
cumstances. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 

1. Repealer of subsection (b)(7)(B), subsection relettering, and new Note filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 11343.4(d) 
(Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§10.3854. Committees of Board. 

History 
1 . Repealer filed 4-7-97; operafive 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§10.3855. Policies. 

Not less than five business days before commencing trust business, an 
applicant shall, by resolution of its board, adopt the following poHcies: 

(a) Trust investment policy which complies with the requirements of 
Section 10.3512(c) of this Chapter. 

(b) Trust conflict of interest policy which complies with the require- 
ments of Section 10.3512(d) of this Chapter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 



History 

1 . Amendment of section and new Note filed 4-7-97; operative 4—7-97 pursuant 
to Government Code section 1 1 343.4(d) (Register 97, No. 15). 

§ 1 0.3856. Deposit with State Treasurer. 

Not less than five business days before commencing trust business, an 
applicant shall file with the Commissioner an application for approval of 
money or securities to be deposited with the State Treasurer; and, before 
commencing trust business, such applicant shall, pursuant to such order 
as the Commissioner may issue, deposit with the State Treasurer money 
or securities as security for the faithful performance and execution of all 
court trusts accepted by the applicant and money or securities as security 
for the faithful performance of all private trusts accepted by the applicant. 
NOTE; Authority cited: Secfion 215, Financial Code. Reference: Sections 1500, 
1500.1 and Article 3 (commencing with Section 1540) of Chapter 12 of Division 
1, Financial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, Califomia Code of Regulations (Register 97, No. 34). 

§ 10.3857. Report Regarding Differences from Application. 

(a) Not more than 30 days nor less than five business days before com- 
mencing trust business, an applicant shall file with the Commissioner a 
report signed by an officer of such applicant, stating whether or not the 
trust department of the applicant is to be different in any material respect 
from what was proposed in the application for authority to engage in trust 
business, and, if so, describing such difference. 

(b) As an administrative standard, if the Commissioner finds that the 
trust department of an appUcant is to be different in any material respect 
from what was proposed in the application for authority to engage intrust 
business, and that, if such difference had existed at the time when the 
Commissioner decided such application for authority to engage in trust 
business, he would have denied the application, the Commissioner will 
not issue a certificate of authority to the applicant authorizing it to engage 
in trust business. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 1500.1 
and 1934, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title l,CalifomiaCode of Regulations (Regis- 
ter 97, No. 34). 

2. Amendment of subsecdon (a) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§ 10.3858. Expiration and Extension of Approval of 
Application. 

(a) The Commissioner's approval of an application for authority to en- 
gage in trust business shall, unless extended by the Commissioner, expire 
six months after the date of such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for authority to engage in trust business shall contain: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of progress to date in establishing the trust department. 

(3) Proposed timetable for completing the establishment of the trust 
department. 

(4) Amount of additional time requested for completing the establish- 
ment of the trust department. 

(5) Statement of reasons why such additional time is required for com- 
pleting the establishment of the trust department. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 

Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1, Califomia Code of Regulations (Regis- 
ter 97, No. 34). 

§ 1 0.3859. Application for Issuance of Certificate of 
Authority. 

Not less than one business day before commencing trust business, an 
applicant shall file with the Commissioner an application for the issuance 
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of a certificate of authority authorizing it to transact trust business. Such 
application shall state the date on which the applicant proposes to com- 
mence trust business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1500.1, 
Financial Code. 

History 
] . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100. title I.California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.3860. Report Regarding Commenceimient of Trust 
Busioess. 

History 

1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.3861. Report Regarding Transaction of Trust 
Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



ticBe 4o Establishment of Trust 
department by California Title insurance 



General Provisions 



§ 10.4000. Defonotion of "Applicant" and Scope. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1501, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending subsection (b) filed 7-2-91 pur- 
suant to section 100, title 1, California Code of Regulations (Register 91, No. 
40). 

2. Repealer of subarticle 4 (sections 10.4000-10.4168), part 1 (sections 
10.4000-10.4001 ) and section filed 4-7-97; operative 4-7-97 pursuanttoGov- 
ernment Code section 1 1343.4(d) (Register 97, No. 15). 

§ 1 0.4001 . Commencement of Trust Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Part 2o Application 



§10.4050. Scope. 

History 
1 . Repealer of part 2 (sections 1 0.4050- 1 0.4078) and section filed 4-7-97 ; opera- 

ti ve 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 97, No. 

15). 

§ 1 0.4051 . Included Application. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4052. Information Required. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4053. information Regarding Proposed Location of 
Head Office. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



§ 10.4054. Information Regarding Proposed Service Area. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4055. Information Regarding Marketing Plan. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4056. Information Regarding Board. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4057. Information Regarding Executive Officers and 
Proposed Officers, Employees, and Advisers. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4058. Information Regarding Proposed Premises, 

Furniture, and Equipment. 
History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.4059. Information Regarding Proposed Operations. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4060. Information Regarding Proposed 

Apportionment of Shareholders' Equity. 
History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4061. Information Regarding Pro Forma Financial 
statements. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4062. Information Regarding Effects on Competition. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 

§ 10.4063. Information Regarding Public Convenience and 
Advantage. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4064. Information Regarding Reasonable Promise of 
Successful Operation. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4065. Information Regarding History, Business, and 
Offices. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4066. Information Regarding Corporate Matters. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4067. Information Regarding Issued and Outstanding 
Securities. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 
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§ 10.4068. Information Regarding Financial Statements 
and Reports. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4069. Information Regarding Affiliates. 

History 
1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4070. Information Regarding Five Percent Equity 
Security Owners. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4071. Information Regarding Legal Proceedings. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 15). 

§ 10.4072. Information Regarding Authorization of 
Insurance Commissioner. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4073. Information Regarding Purposes of Applicant. 

History 

] . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4074. Information Regarding Assistance in 
Preparation of AppSication. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4075. Information Regarding Authorization of Board. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343.4(d) (Register 97, No. 15). 

§ 10.4076. Signature and Acknowledgment. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§10.4077. Fee. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Regi.ster 97, No. 15). 

§10.4078. Amendment. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Part 4. Post-Approval Matters 

§10.4150. Scope. 

History 

1 . Repealer of part 4 (sections 10.4150-10.41 68) and section filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 
15). 

§ 1 0.41 51 . Proxy Documents. 

History 



§10.4152. Permit. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.41 53. Amendment of Artocles. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 1 0.41 54. Amendment of By-Laws. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 1 0.41 55. Officers of Trust Department. 

History 

1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4156. Non-Reserve Depositaries. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4157. Committees of Board. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§10.4158. Policies. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4159. Bond and Other Insurance Policies. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4160. Report Regarding Owners of Securities. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.41 61 . Apportionment of Shareholders' Equity. 

History 

1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 1 0.41 62. Deposit with State Treasurer. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4163. Report Regarding Differences from Application. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4164. Certificate of Insurance Commissioner. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.4165. Expiration and Extension of Approval of 
Application. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4166. Certificate of Authority — Issuance and 
Expiration. 

History 



1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 1 1343.4(d) (Register 97, No. 15). 
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§ 1 0.41 67. Report Regarding Commencement of Trust 
Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 13). 

§ 1 0.41 68. Reports Regarding Transaction of Trust 
Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 



Subarticie 5= Conversion of California 
lationai Bank into California State Bank 



^art1o General Provisions 



§ 10.4300. Definitions of "Applicant" and "Subject 
Institution" and Scope. 

(a) In this Subarticle: 

(1) "Applicant" means a California national bank which applies to the 
Commissioner for approval to convert into a subject institution. 

(2) "Subject institution" means a California state bank into which an 
applicant is, or is proposed to be, converted, as follows: 

(A) In case the apphcanl is authorized to engage both in commercial 
banking business and in trust business, the subject institution shall be a 
California state commercial bank with trust department. 

(B) In case the applicant is authorized to engage only in commercial 
banking business, the subject institution shall be a California state com- 
mercial bank without trust department. 

(C) In case the applicant is authorized to engage only in trust business, 
the subject institution shall be a California state independent trust compa- 
ny. 

(b) This Subarticle contains regulations relating to the conversion of 
an applicant into a subject institution pursuant to Article 2 (commencing 
with Section 4940) of Chapter 5 of Division 1.5 of the Financial Code. 
This Part contains general provisions relating to the conversion of an 
applicant into a subject institution. Part 2 (commencing with Section 
10.4350) of this Subarticle contains regulations relating to an application 
by an applicant for approval to convert into a subject institution. Part 3 
(commencing with Section 10.4400) of this Subarticle contains regula- 
tions which set forth administrative standards and procedures relating to 
an application by an applicant for approval to convert into a subject insti- 
tution. Part 4 (commencing with Section 10.4450) of this Subarticle con- 
tains regulations relating to matters after an application by an applicant 
for approval to convert into a subject institution is approved by the Com- 
missioner. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Article 2, Chap- 
ter 5, Dvision 1.5, Financial Code. 

History 

1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Change without regulatoi^ effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ H 0.4301 . Other Definitions. 
In this Subarticle: 

(a) "Approved but unopened," when used with respect to a branch of- 
fice of an applicant, means a branch office which such applicant has 
applied to the Comptroller of the Currency for authority to establish, and 
the status of the matter is that the Comptroller of the Currency has ap- 
proved such application but the applicant has not yet established such 
branch office. 

(b) "Popular name" means: 



( 1 ) When used with respect to a branch office of a subject institution, 
the name or other designation assigned by such subject institution to such 
branch office pursuant to Financial Code Section 509. 

(2) When used with respect to a branch office of an applicant, the name 
or other designation assigned to such branch office by such applicant pur- 
suant to applicable requirements of the Comptroller of the Currency. 

§ 10.4302. Commencement of Business. 

For purposes of this Subarticle, a subject institution shall be deemed 
to commence business at the time when the Coinmissioner issues to the 
subject institution a certificate of authority authorizing it to transact com- 
mercial banking business, trust business, or both, as the case may be. 
NOTE; Authority cited: Section 483 1 , Financial Code. Reference: Article 2, Chap- 
ter 5, Division 1.5, Financial Code. 

History 
i. Amendment of section heading and section and new Note filed 4—7-97; opera- 
tive 4-7-97 pursuant to Govemment Code section 1 1 343.4(d) (Register 97, No. 
15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Part 2. Application 

§10.4350. Scope. 

This Part contains regulations relating to an application by an appli- 
cant for approval to convert into a subject institution. 

§ 10.4351. Included Application. 

An application for approval to convert into a subject institution shall, 
unless otherwise provided in such application, be deemed to include an 
application for authority pursuant to Article 2 (commencing with Section 
500), Chapter 4 of the Banking Law for the subject institution to establish 
a branch office at the location of each approved but unopened branch of- 
fice of the applicant, unless the establishment of the branch office is ex- 
empt pursuant to Financial Code Section 490 from the authorizafion re- 
quirement of Financial Code Section 500. Approval of an application for 
approval to convert into a subject institution shall, unless otherwise pro- 
vided in such approval, be deemed to include approval of such included 
application. Such subject institution shall, with respect to establishing 
any branch office pursuant to such approval, comply with the provisions 
of Subpart 10 (commencing with Section 10.6950), Part 2, Subarticle 3, 
Article 5 of this Subchapter. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4835 
and 4944, Financial Code. 

History 
1 . Amendment of section heading and section and new Note filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 
15). 

§10.4352. Information Required. 

An application for approval to convert into a subject institution shall 
contain the information called for in Sections 10.4353 to 10.4364, inclu- 
sive, of this Chapter. 

§ 10.4353. Information Regarding Proposed Name of 
Subject Institution. 

State the proposed name of the subject institution. 

§ 10.4354. Information Regarding Board. 

(a) Provide a table showing, with respect to each director of the appli- 
cant: 

(1) Name. 

(2) Business address. 

(3) Home address. 

(4) Age. 

(5) Business or occupation. 

(6) Date first elected as a director of the applicant. 

(7) Amount and type of securities of the apphcant owned, directly or 
indirectly, of record or beneficially, by the director. 
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(b) With respect to each director of the applicant, provide: 

(1) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the director. 

(2) Confidential resume in the form of Department Form 3, dated as 
of a date within 90 days before the filing of the application, and signed 
by the director. 

§ 10.4355. Information Regarding Officers and Employees. 

(a) Provide a table showing, with respect to each executive officer of 
the applicant: 

(l)Name. 

(2) Business address. 

(3) Home address. 

(4) Age. 

(5) Date first employed by the applicant. 

(6) Amount and type of securities of the applicant owned, directly or 
indirectly, of record or beneficially, by the executive officer. 

(7) Title. 

(8) Duties. 

(9) Annual salary. 

(b) With respect to each executive officer of the applicant listed in the 
table called for in Subdivision (a) of this Section, provide: 

(1) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the executive offi- 
cer. 

(2) Confidential resume the form of Department Form 3, containing 
the information called for therein, and dated as of a date within 90 days 
before the filing of the application, and signed by the executive officer. 

(3) Statement dated as of a date within 90 days before the filing of the 
application and signed by the executive officer, stating: 

(A) Commercial banking, trust, other financial, and other business ex- 
perience of the executive officer, including, with respect to each position 
held, title, description of duties, name and address of employer, period 
of employment, and reason for leaving. 

(B) Whether or not the executive officer has ever been discharged or 
requested to resign from any position, and, if so, an account of the cir- 
cumstances. 

(c) State the total number of officers and employees of the applicant. 

§ 10.4356. Information Regarding History, Business, and 
Offices. 

(a) State the date on which the applicant commenced banking busi- 
ness, and summarize the history of the applicant. 

(b) State whether the applicant is authorized to engage in commercial 
banking business, trust business, or both. 

(c) State the address of the head office of the applicant. 

(d) With respect to each existing branch office of the applicant: 

( 1) State the popular name of the branch office. If the office has no pop- 
ular name, state the proposed popular name of the branch office as a 
branch office of the subject institution. 

(2) State the address of the branch office. 

(e) With respect to each approved but unopened branch office of the 
applicant: 

(1) State the proposed popular name of the branch office. If the branch 
office has no proposed popular name, state the proposed popular name 
of the branch office as a branch office of the subject institution. 

(2) State the proposed address of the branch office. 

(3) Specify the proposed type of the branch office (that is, regular or 
special) and, if special, describe the business proposed to be conducted 
at the branch office. If the applicant proposes to maintain a trust adminis- 
tration office at the branch office, so state. 

(4) State the date on which the branch office is proposed to be estab- 
lished. 



(5) Provide a copy of the application for authority to establish the 
branch office which the applicant filed with the Comptroller of the Cur- 
rency and a copy of the approval of such application by the Comptroller 
of the Currency. 

(f) State the address of each existing the place of business of the appli- 
cant. 

NOTE: Authority cited: Section 4831. Financial Code. Reference: Sections 4835 
and 4944, Financial Code. 

History 

1 . Repealer of subsections (d)(3), (d)(4). (0(3) and (g)and new Note filed 4-7-97; 
operative 4-7-97 pursuant to Goveniment Code section 1 1343.4(d) (Resisler 
97, No. 15). 

2. Repealer of subsections (f) and (0(2) and redesignation of former subsection 
(0(1) as subsection (0 filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 10.4357. Information Regarding Corporate Matters. 

Provide a copy of the arficles of association of the applicant and of 
each amendment thereto. Each such copy of the articles of association of 
the applicant and of any amendment thereto shall be certified by the 
Comptroller of the Currency. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4835 
and 4944, Financial Code. 

History 

1 . Repealer of subsection (a) designator, repealer of subsection (b), and new Note 
filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4358. Information Regarding Issued and Outstanding 
Securities. 

With respect to each type of security of the applicant which is issued 
and outstanding: 

(a) Describe such type of security. 

(b) State the amount of the issued and outstanding securities of such 
type. 

§ 10.4359. Information Regarding Financial Statements 
and Reports. 

(a) In case the applicant is authorized to engage in trust business, pro- 
vide a fiduciary statement of the trust department of the applicant as of 
a date within 30 days before the filing of the application. 

(b) Provide a copy of the last annual report of the applicant to its share- 
holders and a copy of any interim report of the applicant to its sharehold- 
ers issued since the last annual report. 

(c) In case the applicant is required to file reports pursuant to Section 
13 of the Securifies Exchange Act of 1934 (15 U.S.C. Section 78m), pro- 
vide a copy of the last annual report of the applicant and a copy of each 
quarterly or current report of the applicant filed since the last annual re- 
port. 

(d) State whether or not any change is proposed to be made with re- 
spect to the shareholders' equity or capital notes of the applicant in con- 
nection with the conversion of the applicant into a subject institution, 
and, if so, describe such change. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4835 
and 4944, Financial Code. 

History 
1 . Amendment of section and new Note filed 4-7-97; operative 4—7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.4360. Information Regarding Affiliates. 

(a) State whether or not the applicant has any affiliates, and, if so, pro- 
vide a list or diagram which includes the applicant and each affiliate of 
the applicant which is a parent of the applicant or a subsidiary of such par- 
ent, or a subsidiary of the applicant, and which states the name of each 
affiliate and shows the relauonship of the affiliate to the applicant and to 
each other affiliate. 

(b) If an affiliate is registered as a bank holding company under the 
Bank Holding Company Act of 1956 (12 U.S.C. §§ 1841 et seq.), so 
state. 

(c) If an affiliate is not registered as a bank holding company under the 
Banking Holding Company Act of 1956, and is an individual: 

(1) State: 
(A) Name. 



Page 48 



Register 98, No. 16; 4-17-98 



Title m 



Commissioner of Financial Institutions 



(B) Business address. 

(C) Home address. 

(D) Business or occupation. 

(E) Amount and type of securities of the applicant owned, directly or 
indirectly, of record or beneficially, by the affiliate and his consociates. 

(2) Provide a personal financial statement in the form of Department 
Form 2, containing the information called for therein, dated as of a dale 
within 90 days before the filing of the application, and signed by the affil- 
iate. 

(3) Provide a confidential resume in the form of Department Form 3, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the affiliate. 

(4) Provide a statement dated as of a date within 90 days before the fil- 
ing of the application and signed by the affiliate, stating the commercial 
banking, trust, other financial, and other business experience of the affili- 
ate, including, with respect to each position held, title, description of du- 
ties, name and address of employer, period of employment, and reason 
for leaving. 

(d) If an affiliate is not registered as a bank holding company under the 
Banking Holding Company Act of 1956, and is a corporation: 

(1) State: 

(A) Name. 

(B) Address of principal office. 

(C) Description of business. 

(D) Amount and type of securities of the applicant owned, directly or 
indirectly, of record or beneficially, by the affiliate. 

(2) Provide the following financial statements of the affiliate: 

(A) Balance sheet as of a date within 1 20 days before the filing of the 
application. 

(B) If the balance sheet called for in Subparagraph (A) of this Para- 
graph (2) is not as of the end of a fiscal year of the aftlhate, a balance sheet 
as of the end of the fiscal year of the affiliate next preceding the date of 
such balance sheet. 

(C) Statement of income and statement of shareholders' equity for 
each of the two fiscal years of the affiliate next preceding the date of the 
balance sheet called for in Subparagraph (A) of this Paragraph (2) and, 
if such balance sheet is not as of the end of a fiscal year of the affiliate, 
a statement of income and a statement of shareholders' equity for the in- 
terim period from the date of the balance sheet called for in Subparagraph 
(B) of this Paragraph (2) to the date of the balance sheet called for in Sub- 
paragraph (A) of this Paragraph (2). 

(3) Provide a copy of each of the last two annual reports of the affiliate 
to its shareholders and a copy of any interim report of the affiliate to its 
shareholders issued since the last annual report. 

(4) In case the affiliate is required to file reports pursuant to Section 
1 3 of the Securities Exchange Act of 1934 (15 U.S.C. Section 78m), pro- 
vide a copy of each of the last two such annual reports of the affiliate and 
a copy of each quarterly or current report of the affiliate filed since the 
last annual report. 

(5) Provide a statement dated as of a date within 90 days before the fil- 
ing of the applicafion and signed by an officer of the affiliate, stating: 

(A) Whether or not the affiliate has had in the past or has presently any 
relationship with any bank (other than the applicant) as adviser, five per- 
cent equity security owner, or in any other capacity (other than solely as 
a customer), and, if so, the name of the bank and a description of the rela- 
tionship, and, in the case of any present relationship, whether the affiliate 
intends to continue, change, or terminate such relationship if and when 
the subject institution commences business. 

(B) Whether or not the affiliate participates in the management or op- 
eration of the applicant, and, if so, a description of such participation. 

(e) In case the affiliate is neither an individual nor a corporation, pro- 
vide information comparable to the information called for in Subdivision 
(d) of this Secfion. 

(f) There is hereby exempted from the provisions of Financial Code 
Section 701 as not being comprehended within the purposes of Article 



7 (commencing with Section 700), Chapter 5 of the Banking Law and the 
regulation of which is not necessary or appropriate in the public interest 
or for the protection of subject institutions, controlling persons of subject 
institutions, or the depositors, creditors, or shareholders of subject insti- 
tutions or of controlling persons of subject insfitutions, the acquisition of 
control of an apphcant in accordance with its application for authority to 
convert into a subject institution, as approved by the Commissioner. 
NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 708, 
4835 and 4944, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Editorial con'ection of subsection (a) (Register 98, No. 16). 

3. New subsection (f) and amendment of Note filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 

§ 10.4361. Information Regarding 25 Percent Equity 
Security Owners. 

State whether or not the applicant has any 25 percent equity security 
owners, and, if so, provide, with respect to each such person: 

(a) Name. 

(b) Business address. 

(c) Title of any position which such person holds with the applicant. 

(d) Amount and class of equity securities of the applicant owned, di- 
rectly or indirectly, of record or beneficially, by such person. 

NOTE; Authority cited: Section 4831, Financial Code. Reference: Sections 4835 
and 4944, Financial Code. 

History 
1 . Amendment of section heading and first paragraph and new Note filed 4-7-97; 

operative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 

97, No. 15). 

§ 10.4362. Information Regarding Legal Proceedings. 

(a) For purposes of this Section: 

(1) A proceeding involving an applicant or an affiliate of an applicant 
shall not be deemed to be material if it is an ordinary routine proceeding 
incidental to the business of the applicant or of such affiliate and if the 
amount of any damages (including interest and costs) claimed against the 
applicant or the affiliate does not exceed 10% of the shareholders' equity 
of the applicant. 

(2) Notwithstanding the provisions of Paragraph (1) of this Subdivi- 
sion (a), each of the following proceedings shall be deemed to be materi- 
al: 

(A) Any proceeding in which any person who is, or who is an associate 
of, any (1) director, (2) officer, or (3) ten percent (including associates) 
equity security owner of the applicant or an affiliate of the applicant, is 
a party adverse to the appUcant or to any affiliate of the applicant. 

(B) Any proceeding in which the applicant, any affiliate of the appli- 
cant, or any of the persons referred to in Subparagraph (A) of this Para- 
graph (2) is a party adverse to any governmental agency which regulates 
banks. 

(C) Any proceeding brought by a shareholder of the applicant or of any 
affiliate of the applicant which names the applicant or such affiliate as a 
plaintiff or defendant. 

(D) Any bankruptcy, receivership, or similar proceeding. 

(b) State whether or not the applicant or any affiliate of the applicant 
is a party to, or any property of the applicant or of any affiliate of the 
applicant is the subject of, any material proceeding pending or threatened 
by or before any court or governmental agency, and, if so, describe such 
proceeding, including: 

(1) In case the proceeding is pending: 

(A) Title of the proceeding. 

(B) Name of the court or of the governmental agency before which the 
proceeding is pending. 

(C) Names of the parties to the proceeding. 

(D) Date the proceeding was commenced. 

(E) Allegations and responses made in the proceeding. 

(F) Relief sought in the proceeding. 
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(G) Status of the proceeding. 

(2) In case the proceeding is threatened. 

(A) Name of the person threatening to commence the proceeding. 

(B) Allegations made by such person. 

(C) Name of the court or of the governmental agency before which the 
proceeding is threatened to be commenced. 

(D) Relief threatened to be sought in the proceeding. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4835 
and 4944, Financial Code. 

History 

1. Amendment of subsection (a)(1), repealer of subsections (a)(2)(D) and 
(a)(2)(E), subsection relettering. and new NOTiz filed 4—7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.4363. Information Regarding Proposed Membership 
in Federal Reserve System. 

State whether or not it is proposed that the subject institution be a 
member bank. 

§ 10.4364. Information Regarding Purposes of Applicant. 

State the reasons why the applicant wishes to convert into a subject in- 
stitution. 

§ 10.4365. Information Regarding Authorization of Board. 

(a) Provide a copy of a resolution of the board of the applicant autho- 
rizing: 

(1) Applicant to apply for approval to convert into a subject institution. 

(2) Commissioner to examine the applicant in connection with the 
application. 

(3) All directors, officers, employees, and advisers of the applicant and 
any person having custody of any of the records of the applicant to fur- 
nish to the Commissioner such information, and to permit him to inspect 
and copy such records, as he may request in connection with the applica- 
tion. 

(4) Comptroller of the Currency, Board of Governors of the Federal 
Reserve System, Federal Deposit Insurance Corporation, and any other 
governmental agency having information or records regarding the appli- 
cant to furnish to the Commissioner such information, and to permit him 
to inspect and copy such records, as he may request in connection with 
the application. 

(b) The copy of the resolution of the board of the applicant called for 
in Subdivision (a) of this Section shall be certified by the secretary or by 
an assistant secretary of the applicant. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4835 

and 4944, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.4366. Signature and Acknowledgement. 

(a) An application for approval to convert into a subject institution 
shall be signed in the name of the applicant by not less than two officers 
of the applicant. 

(b) The signature of the applicant on an application for approval to 
convert into a subject institution shall be acknowledged. 

§10.4367. Fee. 

An application for approval to convert into a subject institution shall 
be accompanied by the fee prescribed in Financial Code Section 
4839(c)(1). 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4835, 
4839 and 4944, Financial Code. 

History 
1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1 343.4(d) (Register 97, No. 15). 

§10.4368. Amendment. 

An amendment to an application for approval to convert into a subject 
institution shall be signed by an officer of the applicant or by another per- 



son authorized to represent the applicant in connection with such applica- 
tion. 



Part 3. Administrative Standards and 
Procedures 



§10.4400. Scope. 

History 
1 . Repealerof pan 3 (sections 10.4400-10.4401) and section filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1343.4(d) (Resister 97. No. 
15). 

§10.4401. Condition. 

History 

1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Part 4. Post-Approval Matters 

§10.4450. Scope. 

This Part contains regulations relating to matters after an application 
by an applicant for approval to convert into a subject institution is ap- 
proved by the Commissioner. 
NOTE: Authority cited: Section 4831, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTE filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97. No. 34). 

§ 10.4451. Plan of Conversion — Approval by 
Commissioner. 

(a) No applicant shall submit a plan of conversion to its shareholders 
for their approval unless such plan of conversion shall have first been ap- 
proved by the Commissioner. 

(b) An application to the Commissioner for his approval of a plan of 
conversion shall contain a copy of such plan of conversion, which shall 
set forth: 

(1) That the applicant shall be converted into a subject institution. 

(2) Proposed name of the subject institution. 

(3) Proposed articles of the subject institution. 

(4) That, at the time when the conversion becomes effective, specified 
issued and outstanding securities of the applicant shall be converted into 
specified securities of the subject institution. 

(5) That the conversion shall become effective at the time when the 
Commissioner issues to the subject institution a certificate of authority 
authorizing it to engage in commercial banking business, trust business, 
or both, as the case may be. 

(6) Manner of disposing of any shares of the subject institution not tak- 
en by dissenting shareholders of the applicant. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Section 4835, 
Financial Code. 

History 
] . Change without regulatory effect amending section heading and section and 

adding new Note filed 8-1 9-97 pursuant to section 100, fitle 1 , California Code 

of Regulations (Register 97, No. 34). 

§10.4452. Proxy Documents. 

If required by the Commissioner, an applicant shall file with the Com- 
missioner an application for approval of the proxy documents relating to 
its plan of conversion. Such application shall be filed concurrently with 
or after the filing of the application for approval of such plan of conver- 
sion. 

NOTE: Authority cited: Section 483 1 , Financial Code. Reference: Article 2, Chap- 
ter 5, Division 1.5, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 1 00, title 1, California Code of Regulations (Register 97, No. 34). 
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§ 10.4453. Plan of Conversion — Reports of Approval by 
Board and Shareholders. 

(a) After the plan of conversion of an applicant is approved by the 
board of such applicant in accordance with the requirements of federal 
law, the applicant shall file with the Commissioner a report so stating and 
stating, in addition, the date of such approval. 

(b) After the plan of conversion of an applicant is approved by the 
shareholders of such applicant in accordance with the requirements of 
federal law, the applicant shall file with the Commissioner a report so 
staling and stating, in addition: 

(1) Date of the meeting of shareholders at which theplan of conversion 
was approved. 

(2) Number of shares entitled to vote on approval of the plan of conver- 
sion, the number of shares voting in favor of approval of the plan of con- 
version, and the number of shares voting against approval of the plan of 
conversion. 

(3) In case any shareholders of the applicant gave notice in writing to 
the applicant of dissent from the plan of con version at or prior to the meet- 
ing of shareholders at which the plan of conversion was approved, the 
number of such shareholders and the total number of shares held by them. 

(4) The officer's certificate required under Financial Code Section 

4944(b). 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4832, 
4835, 4941, 4944, 4945 and 4948, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

2. New subsection (b)(4) and amendment of Note filed 4-14-98; operative 
5-14-98 (Register 98, No. 16). 



§ 11 0.4454. 

(a) After complying with the provisions of Section 10.4453 of this 
Chapter, an applicant shall file with the Commissioner an application for 
approval of the articles of the subject institution. 

(b) Promptly after the articles of a subject institution are filed with the 
Secretary of State, the subject institution shall file with the Commission- 
er a copy of its articles certified by the Secretary of Slate. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Section 4946, 
Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section and Note filed 8-19-97 
pursuanttosection 100, title 1, California Code ofRegulafions (Register 97, No. 
34). 

§10.4455. By-Laws. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
1 1343.4(d) (Register 97, No. 15). 

§10.4456. Directors. 

(a) Except with the prior approval of the Commissioner, no person 
shall be elected as a director of a subject institution at any time before 
such subject institution commences business other than a person who 
was a director of the applicant at the time when the application for ap- 
proval to convert into the subject institution was approved by the Com- 
missioner or who was named in such applicafion as a proposed director 
of the subject institution. 

(b) An application for approval for the election of a person as a director 
of a subject institution shall contain: 

(1) Name of the proposed director. 

(2) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the proposed di- 
rector. 

(3) Confidential resume in the form of Department Form 3, dated as 
of a date within 90 days before the filing of the application, and signed 
by the proposed director. 



(4) Statement dated as of a date within 90 days before the filing of the 
application and signed by the proposed director, stating: 

(A) Commercial banking, trust, other financial, and other business ex- 
perience of the proposed director, including, with respect to each position 
held, title, description of duties, name and address of employer, period 
of employment, and reason for leaving. 

(B) Whether or not the proposed director has had in the past or has 
presently any relafionship with any bank as director, officer, employee, 
adviser, 15 percent equity security owner, or in any other capacity (other 
than solely as a customer), and, if so. the name of the bank and a descrip- 
tion of the relafionship, and, in the case of any present relafionship, 
whether the proposed director intends to continue, change, or terminate 
such relafionship if and when he becomes a director of the subject institu- 
tion. 

NOTE: Authority cited: Section 4831. Financial Code. Reference: Sections 4832, 
4835, 4941, 4944, 4945 and 4948, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Amendment of subsection (b)(4)(B), repealer of subsections (b)(4)(C)-(D), and 
amendment of Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 10.4457. Executive Officers. 

(a) Except with the prior approval of the Commissioner, no subject in- 
sfitution shall, at any fime before commencing business, appoint as an ex- 
ecufive officer any person other than a person who was such execufive 
officer of the applicant at the time when the application for approval to 
convert into the subject insfitution was approved by the Commissioner 
or who was named in such applicafion as such proposed executive officer 
of the subject insfitufion. 

(b) An applicafion for approval to appoint a person as an executive of- 
ficer of a subject insfitufion shall contain: 

(1) Name of the proposed execufive officer. 

(2) Proposed fitle. 

(3) Descripfion of dufies to be perforined by the proposed execufive 
officer. 

(4) Amount of salary and descripfion of other compensation to be paid 
to the proposed executive officer. 

(5) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the proposed ex- 
ecufive officer. 

(6) Confidential resume in the form of Department Form 3, containing 
the informafion called for therein, dated as of a date within 90 days before 
the filing of the applicafion, and signed by the proposed execufive offi- 
cer. 

(7) Statement dated as of a date within 90 days before the filing of the 
application and signed by the proposed executive officer, stating: 

(A) Commercial banking, trust, other financial, and other business ex- 
perience of the proposed executive officer, including, with respect to 
each posifion held, fitle, descripfion of duties, name and address of em- 
ployer, period of employment, and reason for leaving. 

(B) Whether or not the proposed execufive officer has ever been dis- 
charged or requested to resign from any position, and, if so, an account 
of the circumstances. 

NOTE: Authority cited: Section 4831, Financial Code, Reference: Sections 4832, 
4835, 4941, 4944, 4945 and 4948, Financial Code. 

History 

1 . Change without regulatory effect amending secfion and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Repealer of subsection (b)(7)(B), subsection relettering, and amendment of 
Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§10.4458. Permit. 

After the certified copy of the articles of a subject insfitufion has been 
filed with the Commissioner, such subject insfitufion shall file with the 
Commissioner an application for a permit authorizing it to sell securities 
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in exchange for specified issued and outstanding securities of the appli- 
cant upon conversion of the applicant into the subject institution. 
NOTE: Authority cited: Section 483 K Financial Code. Reference: Section 692 and 
Article 2, Chapter 5, Division 1.3, Financial Code. 

History 

1 . Amendment of section and new NoTiZ filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.4459. Reserve and Non-Reserve Depositaries. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 r343.4(d) (Register 97, No. 15). 

§ 1 0.4460. Committees of Board. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 

§ 10.4461. Report Regarding Policies. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.4462. Bonds and Other Insurance Policies. 

Not less than five business days before commencing business, a sub- 
ject institution shall obtain: 

(a) In case the subject institution is to be a commercial bank: 

(1) Written confirmation from the insurer nained in the financial insti- 
tutions bond maintained by the applicant or from an agent of such insurer 
that the financial institutions bond will continue in force with respect to 
the subject institution; or 

(2) A new financial institutions bond. 

(b) In case the subject institution is to be an independent trust compa- 
ny: 

(1) Written confirmation from the insurer named in the fidelity bond 
maintained by the applicant or from an agent of such insurer that such fi- 
delity bond will continue in force with respect to the subject institution; 
or 

(2) A new fidelity bond. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4832, 
4835, 4941, 4944, 4945 and 4948, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code secfion 1 1343.4(d) (Register 97, No. 15). 

2. Editorial correction of subsection (a) (Register 98, No. 16). 

3. Amendment of subsections (a)(1) and (a)(2) and amendment of Note filed 
4-14-98; operadve 5-14-98 (Register 98, No. 16). 

§ 10.4463. Report Regarding Owners of Securities. 

Not less than five business days before converting into a subject insti- 
tution, an applicant shall file with the Commissioner a report stating, with 
respect to each owner of record of 25 percent or more of any of the issued 
and outstanding securities of such applicant: 

(a) Name. 

(b) Address. 

(c) Amount and type of securities owned of record. 

NOTE; Authority cited: Section 4831, Financial Code. Reference: Section 4835 
and Article 2, Chapter 5, Division 1.5, Financial Code. 

History 

1. Amendment of frrst paragraph and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect aiiiending section and NOTE filed 8-19-97 
pursuant to section 100, fitle 1 , California Code of Regulations (Recister 97, No. 
34). 

§ 1 0.4464. Deposit with State Treasurer. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



§ 10.4465. Report Regarding Differences from Application. 

(a) Not less than five business days before commencing business, a 
subject institution shall file with the Commissioner a report signed by an 
officer of such subject institution, stating whether or not the subject insti- 
tution is or is to be different in any material respect from what was pro- 
posed in the application for approval to convert into the subject institu- 
tion, as approved by the Cominissioner, and, if so, describing such 
difference. 

(b) As an administrative standard, if the Commissioner finds that a 
subject institution is oris to be different in any material respect from what 
was proposed in the application for approval to convert into such subject 
institution and that, if such difference had existed at the time when the 
Commissioner decided the application for approval to convert into the 
subject institution, he would have denied the application, the Commis- 
sioner will not issue a certificate of authority to the subject institution. 
NOTE: Authority cited: Section 4831, Financial Code. Reference: Sections 4832, 
4835, 4941, 4944, 4945 and 4948, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97. No. 34). 

2. Amendment of subsection (a) and Note filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 

§ 10.4466. Expiration and Extension of Approval of 
Application. 

(a) The Commissioner's approval of an application for approval to 
convert into a subject institution shall, unless extended by the Commis- 
sioner, expire six months after the date of such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for approval to convert into a subject institution shall 
contain: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of progress to date in converting the applicant into the 
subject institution. 

(3) Proposed timetable for completing the conversion. 

(4) Amount of additional time requested for completing the conver- 
sion. 

(5) Statement of reasons why such additional time is required for com- 
pleting the conversion. 

(c) Unless an applicant is converted into a subject institution before the 
Commissioner's approval of the application for approval to convert into 
such subject institution expires, the subject institution, in case it has been 
incorporated, shall be wound up and dissolved, and it shall file with the 
Commissioner: 

(1 ) Copy of a certificate of election to wind up and dissolve filed with 
the Secretary of State pursuant to Corporations Code Section 1901 , certi- 
fied by the Secretary of State. 

(2) Either ( 1 ) a copy of a certificate of dissoludon filed with the Secre- 
tary of State pursuant to Corporations Code Section 1905, certified by the 
Secretary of State, or (2) a copy of an order entered by a superior court 
pursuant to Corporations Code Section 1907, certified by the clerk of 
such superior court. 

NOTE: Authority cited: Section 4831, Financial Code. Reference: Secfion 4835, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1 . California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.4467. Application for Issuance of Certificate of 
Authority and Fee. 

(a) Not less than one business day before the date on which an appli- 
cant proposes to convert into a subject institution and on which such sub- 
ject institution proposes to commence business, such applicant shall file 
with the Commissioner an application for the institution to transact com- 
mercial banking business, trust business, or both, as the case may be. 
Such application shall state: 

(1) Name of the subject institution. 
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(2) Address of the head office of the subject institution. 

(3) Date on which the apphcant proposes to convert into the subject 
institution and on which the subject institution proposes to commence 
business. 

(b) The application called for in Subdivision (a) of this Section shall 
be accompanied by the fee prescribed in Financial Code Section 
4839(c)(2). 

NOTE: Authority cited: Section 4831, Financial Code. Reterence: Section 4835 
and Article 2, Chapter 5, Division ] .5, Financial Code. 

History 

1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section and NOTE filed 8-19-97 
pursuant to section 100, title 1, California Code of Regulations (Register 97, No. 
34). 



§10.4468. OeposoUnsurance. 

No subject institution which is a commercial bank shall commence 
business unless it is an insured bank. 

NOTE: Authority cited: Section 4831 , Financial Code. Reference: Sections 4832, 
4941, 4944, 4945 and 4948, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

2. New section and Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



Offices of California State Banks 



Subartieie 1. General Provisions 

§ 110.6000. DefinsfDon of "Subject Institution" and Scope. 

(a) In this Article, "subject institution" means a California state bank. 

(b) This Article contains regulations relating to offices of subject insti- 
tutions. This Subarticle contains general provisions relating to offices of 
subject institutions. Subarticle 1 .5 (commencing with Section 10.6050 of 
this Article contains regulations relating to exemptions from the authori- 
zation and approval requirements of Financial Code Sections 500, 507, 

541, and 546. Subarticle 2 (commencing with Section 10.6100) of this 
Article contains regulations relating to head offices of subject institu- 
tions. Subarticle 3 (commencing with Section 10.6600) of this Article 
contains regulations relating to branch offices of subject institutions. 
Subarticle 4 (commencing with Section 10.9000) of this Article contains 
regulations relating to places of business of subject institutions. Subar- 
ticle 5 (commencing with Section 10. 1 1 000) of this Article contains reg- 
ulations relating to extensions of offices of subject institutions. Subar- 
ticle 6 (commencing with Section 10.11700) of this Article contains 
regulations relating to foreign offices of representatives of subject insti- 
tutions. Subarticle 7 (commencing with Section 10.1 1 800) of this Article 
contains regulations relating to automated teller machine branch offices. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 419, 
420, 421, 490, 500, 501, 503, 504, 505, 506, 507, 509, 510, 511, 512, 540, 541, 

542, 543, 544, 545, 546, 547, 550, 551, 552, 557, 558 and 559, Financial Code. 

History 

1. Amendment of subsection (a), repealer of subsections (a)(l)-(a)(3)(B), amend- 
ment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Amendment of subsection (b) and Note filed 5-6-98; operative 6-5-98 (Regis- 
ter 98, No. 19). 

§ 1 0.60011 . Other Definitions. 

In this Article: 

(a) "Approved but unopened," when used with respect to an office of 
a California bank, means: 

(1) In case such bank is a state bank, an office which the bank has 
applied to the Commissioner for authority to establish, and the status of 
the matter is that the Commissioner has approved the application but the 
bank has not yet established the office. 



(2) In case such bank is a national bank, an office which the bank has 
applied to the Comptroller of the Currency for authority to establish, and 
the status of the matter is that the Comptroller of the Currency has ap- 
proved the application but the bank has not yet established the office. 

(b) "Automated teller machine branch office" has the meaning set 
forth in Financial Code Section 550(b). 

(c) "Branch banking business," when used with respect to a subject in- 
stitution, means, in the case of a subject institution which is a commercial 
bank, the business of receiving deposits, paying checks, or making loans 
or, in the case of a subject institution which is a taist company, the busi- 
ness of receiving fiduciary assets or administering fiduciary accounts. 
However, "branch banking business" does not include the business of re- 
ceiving deposits or fiduciary assets solely by means of either or both of 
the following: 

(1) The United States mail addressed to a post office box; or 

(2) A messenger who is an independent contractor or an employee of 
the bank. 

(d) "Branch office," when used with respect to a subject institudon, 
does not include an automated teller machine branch office. 

(e) To "discontinue," when used with respect to an office of a subject 
insfitufion, means to discontinue the operations of, or to close, such of- 
fice. 

(0 "Domiciliary bank" means: 

(1) When used with respect to a foreign nation (other than a territory 
of the United States), a bank which is organized under the laws of such 
foreign nafion. 

(2) When used with respect to a territory of the United States, a bank 
which is organized under the laws of such territory or a nafional bank 
which maintains its head office in the territory. 

(3) When used with respect to a state of the United States other than 
the State of California, a state bank which is organized under the laws of 
such state or a national bank which maintains its head office in the state. 

(g) "Foreign office of representafi ve," when used with respect to a sub- 
ject institution, means an office located in a state of the United States oth- 
er than the State of Cahfomia or in a foreign nafion which a person main- 
tains for the purpose of engaging in the business of representing such 
subject insfitufion. (A foreign office of a representafi ve of a subject insfi- 
tufion does not consfitute an office of such subject insfitufion for pur- 
poses of the Banking Law or this Chapter. However, for the sake of con- 
venience, regulations relating to foreign offices of representatives of 
subject institufions are included in this Article.) 

(h) "Intermittent branch office," when used with respect to a subject 
insfitufion, means a place at which such subject institution transacts 
branch banking business during intermittent periods which are deter- 
mined according to calendar time (for example, on certain dates of each 
year), according to specified events (for example, during a specified 
county fair), or otherwise and which occur at least as frequenfiy as annu- 
ally but less frequently than weekly. 

(i) "New site," when used with respect to an office of a subject institu- 
tion which is proposed to be or which has been relocated, means the site 
to which such office is proposed to be or has been, as the case may be, 
relocated. 

(j) "Non-domiciliary bank" means any bank other than a domiciliary 
bank. 

(k) "Old site," when used with respect to an office of a subject insfitu- 
fion which is proposed to be or which has been relocated, means the site 
from which such office is proposed to be or has been, as the case may be, 
relocated. 

(/) "Pending but not approved," when used with respect to an office of 
a California bank, means: 

(1) In case such bank is a state bank, an office which the bank has 
apphed to the Commissioner for authority to establish and the status of 
the matter is that the Commissioner has not yet decided the application. 

(2) In case such bank is a national bank, an office which the bardi has 
applied to the Comptroller of the Currency for authority to establish and 
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the status of the matter is that the Comptroller of the Currency has not yet 
decided the application, 
(m) "Popular name" means: 

(1) When used with respect to a branch office of a subject institution, 
the name or other designation assigned to such office by such subject in- 
stitution pursuant to Financial Code Section 509. 

(2) When used with respect to a branch office of a California national 
bani<, the name or other designation assigned to such office by such bank 
pursuant to applicable requirements of the Comptroller of the Currency. 

(n) "Proposed," when used with respect to an office of a California 
bank, means: 

(1) In case such bank is a state bank, an office which the bank has 
apphed to the Commissioner for authority to establish, and the status of 
the matter is that the Commissioner has either approved or not yet de- 
cided the application, and the bank has not yet estabHshed the office. 

(2) In case such bank is a national bank, an office which the bank has 
applied to the Comptroller of the Currency for authority to establish, and 
the status of the matter is that the Comptroller of the Currency has either 
approved or not yet decided the application and the bank has not yet es- 
tablished the office. 

(o) "Special branch office," when used with respect to a subject institu- 
tion, means an intermittent branch office or any other branch office des- 
ignated as a special branch office in this Chapter or by the Commissioner. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 419, 
420, 421, 490, 500, 501, 503, 504, 505, 506, 507, 509, 510, 511, 512, 540, 541, 
542, 543, 544, 545, 546, 547, 550, 551, 552, 557, 558 and 559, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Amendment of section and Note filed 4-14-98; operative 5-14-98 (Register 
98, No. 16). 

3. New subsections (b) and (d), subsection relettering and amendment of Note 
filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6002. Identification of Office. 

Whenever this Article requires that an office of a subject institution be 
identified, the following information shall be furnished with respect to 
such office: 

(a) Address of the office. 

(b) In case the office is a branch office, the popular name of the office. 

(c) Type of the office. If the office is of any type other than a head of- 
fice or a branch office, describe the business transacted at the office. If 
the office is an office of a commercial bank at which such commercial 
bank maintains a trust administration office, so state. 

§10.6003. Post-Approval Matters. 

In the units of this Article relating to post-approval matters in connec- 
tion with the establishment or relocauon of an office: 

(a)(1) In case a provision which calls for an applicant to file a docu- 
ment with the Commissioner does not expressly provide when such 
applicant is to make such filing, the applicant shall make the filing at a 
reasonable time under the circumstances and, in any event, at a reason- 
able time before the applicant establishes or relocates the office. 

(2) In case a provision which calls for an applicant to file a document 
with the Commissioner requires that such applicant make such filing not 
less than a specified number of days or business days before the applicant 
establishes or relocates the office, the applicant is encouraged to make 
the filing before such deadline, if possible, so as to allow ample fime not 
only for the staff of the Department to process the document filed but also 
for the applicant to make any corrections or changes in such document 
that may be found to be necessary before the certificate of authority is is- 
sued. 

(b) Any provision which, by its terms or pursuant to Paragraph (1) of 
Subdivision (a) of this Section, requires an applicant to perform an act 
before commencing business shall be deemed also to require such appli- 
cant to perform such act before the license for the office is issued; and, 
in case such provision requires that the applicant perform the act not less 



than a specified time before commencing business, the applicant shall 
perform the act not less than the specified time before the license for the 
office is issued. 
NOTE: Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.6004. Establishment of Office and Commencement of 
Business. 

(a) For purposes of this Article, an office of a subject institution shall 
be deemed to be established and to commence business at the fime when, 
the Commissioner having issued a certificate of authority authorizing 
such subject insfitution to establish and maintain such office, the subject 
instituUon opens the office for the purpose of engaging in commercial 
banking business, trust business, or both, as the case may be. 

(b) For purposes of this Article, an office of a subject institution shall 
be deemed to be relocated and the office — new site shall be deemed to 
commence business at the time when, the Commissioner having issued 
a certificate of authority authorizing such subject insfitution to establish 
and maintain such office — new site, the subject insfitution closes the of- 
fice — old site, and opens the office — new site for the purpose of engag- 
ing in commercial banking business, trust business, or both, as the case 
may be. 

NOTE: Authority cited: Section 215, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 1 00, fitle 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.6005. Relocation. 

Moving an office of a subject institufion from one site to another in the 
same building or without a change in street address does not consfitute 
a relocation of such office. 

§ 10.6006. Change in Address Without Relocation. 

(a) In case the address of an office of a subject insfitution is proposed 
to be changed other than by means of a relocation of such office, such 
subject institufion shall, not less than ten business days before such 
change in address is proposed to become effecfive, nofify the Commis- 
sioner of the change in address. 

(b) The nofice called for in Subdivision (a) of this Secfion shall contain 
the following information: 

(1) Idenfify the office. 

(2) State the proposed address of the office. 

(3) State the date on which the change in the address of the office is 
proposed to become effecfive. 

(c) As of the date when the change in address becomes effective, the 
Commissioner shall issue a cerfificate of authority authorizing the sub- 
ject institution to maintain the office at the new address. 

(d) Within five days after receipt of the cerfificate of authority de- 
scribed in Subdivision (c), the subject insfitufion shall return for cancella- 
fion the certificate of authority issued to the subject insfitufion authoriz- 
ing it to maintain the office at the old address. 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Sections 401 , 504 
and 544, Financial Code. 

History 

1 . Repealer of subsection (b)(3), subsection renumbering and new Note filed 
4-7-97; operafive 4-7-97 pursuant to Government Code secfion 11343.4(d) 
(Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsections (a) and (b), new subsecfions (c) and (d) and amend- 
ment of Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§10.6007. Combining Offices. 

(a) For purposes of this Section, offices of a subject institufion are 
ranked in the following order: 
(1) Head office. 
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(2) Regular branch office. 

(3) Special branch office. 

(4) Place of business. 

(b) In case a subject institution establishes a new office at, or relocates 
an existing office to, the location of a second office which is of a lower 
rank than the first office, the second office shall be deemed to be absorbed 
into the first office. In such a case, the subject institution shall comply 
with applicable provisions of the Banking Law and this Chapter relating 
to the establishment or relocation, as the case may be, of the first office. 
With respect to the absorption of the second office into the first office, 
the subject institution shall, not more than five business days after estab- 
lishing or relocating the first office, surrender to the Commissioner for 
cancellation the certificate of authority authorizing it to establish and 
maintain the second office. 

(c) In case a subject institution locates two or more offices of equal 
rank in the same location, all but one of such offices shall be deemed to 
be discontinued. In such a case, the subject institution shall comply with 
applicable provisions of the Banking Law and this Chapter relating to the 
discontinuance of the offices which are deemed to be discontinued. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.6008. Business Hours. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343 .4(d) (Register 97, No. 15). 

§10.6009. Messenger Service. 

A subject institution may engage in the business of delivering funds 
and documents from such subject institution to customers of the subject 
institution and from customers of the subject institution to the subject in- 
stitution, and no place at which a subject institution delivers funds or doc- 
uments to a customer of such subject institution or at which a subject in- 
stitution picks up funds or other documents from a customer of such 
subject institution for delivery to the subject institution shall on that ac- 
count be deemed to be an office of the subject institution if: 

(a) The customer is sophisticated with respect to business transactions; 
and 

(b) The services are performed pursuant to a written contract between 
the subject institution and the customer which provides: 

(1) That the messenger is the agent of the customer and not of the sub- 
ject institution: 

(2) That funds and documents delivered from the subject institution to 
the customer are deemed to be received by the customer when delivered 
by the subject institution to the messenger at an office of the subject insti- 
tution; and 

(3) That funds and documents delivered from the customer to the sub- 
ject institution are not deemed to be received by the subject institution 
until they are delivered by the messenger to the subject institution at an 
office of the subject institution. 



• 



Dartia8e1.5. Exemptions 



§10.6050. Scope. 

This Subarticle contains regulations relating to exemptions from the 
authorization and approval requirements of Financial Code Sections 
500(b), 507, 541, and 546. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 4, Divi- 
sion 1 , Financial Code. 

History 

1. New subarticle 1.5 (sections 10.6050-10.6055) and section filed 4-7-97; op- 
erative 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, 
No. 15). 



§10.6051. Definition. 

In this Subarticle, '"eligible," when used with respect to a subject insti- 
tution, means: 

(a) In case the subject institution is a Cal ifomia state commercial bank, 
that the composite rating of the subjection institution in the most recent 
report of examination issued by the Department or the appropriate feder- 
al bank regulatory agency was "1" or "2" under the Uniform Financial 
institutions Rating System. 

(b) In case the subject institution is a California state independent trust 
company, that the composite rating of the subject institution in the most 
recent report of examination issued by the Department was ''1 " or "2" un- 
der the Uniform Financial Institutions Rating System or "'satisfactory" on 
the basis of capital, operations, management, and earnings. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Chapter 4, Divi- 
sion 1, Financial Code. 

History 

1 . New section filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 i343.4(d) (Register 97, No. 15). 

§ 1 0.6052. Exemption— Establlishiment of Branch Office. 

(a) There is exempted from the authorization requirement of Financial 
Code Section 500(b), as not being necessary or appropriate to regulate 
under Section 500(b), the establishment of a branch office by a subject 
institution, if the following requirements are met: 

( 1 ) Not less than 30 days before establishing the branch office, the sub- 
ject institution shall file with the Commissioner a report which shall be 
in the form of Department Form 25 (see Section 95.25), which shall con- 
tain the information called for in the Form and in the instructions for the 
Form, and which shall be signed as required in the Form and instructions. 

(2) The subject institution shall be eligible at the time when the report 
called for in Paragraph (1) of this Subdivision (a) is filed. 

(3) The Commissioner does not reject the report called for in Para- 
graph (1) of this Subdivision (a) within 15 days after filing. 

(4) The subject institution shall establish the branch office within one 
year after filing the report called for in Paragraph (1) of this Subdivision 
(a) or such extended period as the Commissioner may approve. 

(b) The Commissioner may reject a report filed under Paragraph (1) 
of Subdivision (a) of this Section if the Commissioner finds that it is nec- 
essary or appropriate to regulate the establishment of the branch office 
under Section 500(b) or for other good cause. 

(c) In case a subject institution establishes a branch office pursuant to 
the exempfion set forth in Subdivision (a) of this Secfion, the subject in- 
stitution shall comply with Sections 10.6952, 10.6954, and 10.6955 of 
this Article as if the subject institution has applied for and obtained autho- 
rization under Section 500(b) to establish the branch office. 

(d) The exemption set forth in Subdivision (a) of this Section does not 
apply in a case where a subject institution simultaneously relocates its 
head office and establishes a branch office at the location of the old site 
of the head office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfions 490 and 
500, Financial Code. 

History 

1 . New section filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsection (a)( 1 ) and repealer of subsections (a)( 1 )(A)-(C) filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6053. Exemption— Relocation of Brancli Office. 

(a) There is exempted from the authorization requirement of Financial 
Code Secfion 507, as not being necessary or appropriate to regulate under 
Section 507, the relocation by a subject insfitution of a branch office 
within the same vicinity, if the following requirements are met: 

(1) Not less than 30 days before relocating the branch office, the sub- 
ject insfitution shall file with the Commissioner a report which shall be 
in the form of Department Form 25, which shall contain the information 
called for in the Form and in the instrucUons for the Form, and which shall 
be signed as required in the Form and instructions. 
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(2) The subject institution shall be eligible at the time when the report 
called for in Paragraph (1) of this Subdivision (a) is filed. 

(3) The Commissioner does not reject the report called for in Para- 
graph (1) of this Subdivision (a) within 15 days after filing. 

(4) The subject institution shall relocate the branch office within one 
year after filing the report called for in Paragraph (1) of this Subdivision 
(a) or such extended period as the Commissioner may approve. 

(b) The Commissioner may reject a report filed under Paragraph (1) 
of Subdivision (a) of this Section if the Commissioner finds that it is nec- 
essary or appropriate to regulate the establishment of the branch office 
under Section 507 or for other good cause. 

(c) In case a subject institution relocates a branch office pursuant to the 
exemption set forth in Subdivision (a) of this Section, the subject institu- 
tion shall comply with Sections 10.7526. 10.7527, 10.7529 and 10.7530 
of this Article as if the subject institution had applied for and obtained au- 
thorization under Section 507 to relocate the branch office. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Sections 490 and 
507, Financial Code. 

History 

1 . New section filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsection (a)( 1 ) and repealer of subsections (a)( 1 )(A)-(D) filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

4. Editorial correction of subsection (a)(1) (Register 98, No. 32). 

§ 1 0.6054. Exemption— Establishment of Place of 
Business. 

(a) There is exempted from the authorization requirement of Financial 
Code Section 54 1 , as not being necessary or appropriate to regulate under 
Section 541 , the establishment of a place of business by a subject institu- 
tion, if the following requirements are met: 

(1) Not less than 30 days before establishing the place of business, the 
subject institution shall file with the Commissioner a report which shall 
be in the form of Department Form 25, which shall contain the informa- 
tion called for in the Form and in the instructions for the Form, and which 
shall be signed as required in the Form and instructions. 

(2) The subject institution shall be eligible at the time when the report 
called for in Paragraph (1) of this Subdivision (a) is filed. 

(3) The Commissioner does not reject the report called for in Para- 
graph (1) of this Subdivision (a) within 15 days after filing. 

(4) The subject institution shall establish the place of business within 
one year after filing the report called for in Paragraph(l)of this Subdivi- 
sion (a) or such extended period as the Commissioner may approve. 

(b) The Commissioner may reject a report filed under Paragraph (1) 
of Subdivision (a) of this Section if the Commissioner finds that it is nec- 
essary or appropriate to regulate the establishment of the place of busi- 
ness under Section 541 or for other good cause. 

(c) In case a subject institufion establishes a place of business pursuant 
to the exemption set forth in Subdivision (a) of this Section, the subject 
institufion shall comply with Sections 10.9202, 10.9204, and 10.9205 of 
this Article as if the subject insfitufion has applied for and obtained autho- 
rizafion under Secfion 541 to establish the place of business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 490 and 
541, Financial Code. 

History 

1 . New section filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11 343 .4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title L CaUfornia Code of Regulations (Register 97, No. 34). 

3. Amendment of subsection (a)(1) and repealer of subsections (a)(l)(A)-(C) filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6055. Exemption — Relocation of Place of Business. 

(a) There is exempted from the approval requirement of Financial 
Code Secfion 546 the relocation by a subject institufion of a place of busi- 
ness within the same vicinity, if the following requirements are met: 

(1) Not less than 30 days before relocafing the place of business, the 
subject institution shall file with the Commissioner a report which shall 



be in the form of Department Form 25, which shall contain the informa- 
tion called for in the Form and in the instructions for the Form, and which 
shall be signed as required in the Form and instrucfions. 

(2) The subject institution shall be eligible at the fime when the report 
called for in Paragraph (1) of this Subdivision (a) is filed. 

(3) The Commissioner does not reject the report called for in Para- 
graph (1) of this Subdivision (a) within 15 days after filing. 

(4) The subject institution shall relocate the place of business within 
one year after filing the report called for in Paragraph (1 ) of this Subdivi- 
sion (a) or such extended period as the Commissioner may approve. 

(b) The Commissioner may reject a report filed under Paragraph (1) 
of Subdivision (a) of this Section if the Commissioner finds that it is nec- 
essary or appropriate to regulate the establishment of the place of busi- 
ness under Section 546 or for other good cause. 

(c) In case a subject institution relocates a place of business pursuant 
to the exemption set forth in Subdivision (a) of this Section, the subject 
institufion shall comply with Secfions 10.9701, 10.9702, 10.9704 and 
10.9705 of this Arficle as if the subject insfitufion has applied for and ob- 
tained approval under Secfion 546 to relocate the place of business. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 490 and 
546, Financial (^ode. 

History 

1 . New section filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulafions (Register 97, No. 34). 

3. Amendment ofsubsection (a)(1) and repealer of subsections (a)(l)(A)-(D) filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 



Subarticle 2. Head Offices 



Part 1 . General Provisions 

§10.6100. Scope. 

This Subarticle contains regulations relafing to head offices of subject 
institutions. This Part contains general provisions relating to head offices 
of a subject insfitufion. (Part 2 of these Subarticles is reserved.) Part 3 
(commencing with Secfion 10.6300) of this Subarficle contains regula- 
fions relating to the relocation by a subject insfimtion of its head office 
pursuant to Financial Code Secfion 420. Part 4 (commencing with Sec- 
fion 10.6490) of this Subarticle contains regulations relating to the rede- 
signadon of the head office and a branch office of a subject institufion. 
NOTE: Authority cited: Section 21 5, Financial Code. Reference: Sections 420 and 
421, Financial Code. 

History 
1 . Amendment of section and new Note filed 4-14-98; operative 5-14-98 (Regis- 
ter 98, No. 16). 



Part 3. Relocation of Head Office 



Subpart 1 . General Provisions 

§ 10.6300. Definition of "Applicant" and Scope. 

(a) In this Part, "applicant" means a subject institution which appHes 
to the Commissioner for approval to relocate its head office. 

(b) This Part contains regulations relafing to the relocation by an appli- 
cant of its head office pursuant to Financial Code Secfion 420. This Sub- 
part contains general provisions relafing to the relocation by an applicant 
of its head office. Subpart 2 (commencing with Secfion 10.6325) of this 
Part contains regulations relating to an application by an applicant for ap- 
proval to relocateits head office (Subpart 3 of this Partis reserved.) Subpart 
4 (commencing with Secfion 10.6400) of this Part contains regulafions 
relafing to an applicafion by an appficant for approval to relocate its head 
office and an applicafion by such applicant for authority to establish a 
branch office in a case where the applicant proposes simultaneously to 
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relocate such head office and to establish such branch office at the old site 
of the head office. (Subparts 5 and 6 of this Part are reserved.) Subpart 
7 (commencing with Section 10.6475) of this Part contains regulations 
relating to matters after an application by an applicant for approval to re- 
locate its head office is approved by the Commissioner. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 

1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 1 0.6301 . Applicabiisty of Subparts to Ceirtain 



• 



(a) Subpart 2 (cominencing with Section 1 0.6325) of this Part does not 
apply to an application for approval to relocate a head office in a case 
where such application is deemed to be included in the application for au- 
thority to organize such applicant pursuant to Section 10.3152 of this 
Chapter. 

(b) An application for approval to relocate a head office which is 

deemed to be included in the application for authroity to organize the 

applicant pursuant to Section 10.3152 of this Chapter is subject to this 

Subpart as well as Subpart 7 (commencing with Section 10.6475) of this 

Part. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 
1 . Amendment of section and new NOTE filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§10.6302. Fee. 

An application for approval to relocate a head office shall be accompa- 
nied by the fee prescribed in Financial Code Section 420. 

Subpart 2. AppSioation—Relocatibn of 

Head Office 



§10.6325. Scope. 

This Subpart contains regulations relating to an application by an 
applicant for approval to relocate its head office. This Subpart does not 
apply to any application which is subject to Subpart 4 (commencing with 
Section 10.6400) of this Part. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 
1. Amendment of subpart heading and section and new Note filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343 .4(d) (Register 97, No. 
15). 

§ 10.5326. Facing Page. 

An application for approval to relocate a head office which is subject 
to this Subpart shall have as its first page a facing page in the form of De- 
partment Form 22 and shall contain the information called for therein. 

§ 10.6327. Additional Information. 

An application for approval to relocate a head office which is subject 
to this Subpart shall contain, in addition to the information called for in 
the facing page, the information called for in Sections 10.6335 to 
10.6354, inclusive, of this Chapter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 
1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 

to Government Code section 1 1343.4(d) (Register 97, No. 15). 



§ 10.6328. Information Regarding Locations. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6329. Information Regarding Branching Strategy. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6330. Information Regarding Other Offices. 

History 
I . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6331. Information Regarding Proposed Service Area: 
New Site: Commercial Banking Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6332. Information Regarding Proposed Service Area: 
New Site: Trust Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6333. Information Regarding Marketing Plan: 
Commercial Banking Business. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6334. Information Regarding Marketing Plan: Trust 
Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6335. Information Regarding Proposed Premises, 
Furniture, and Equipment: New Site. 

(a) State whether or not the applicant proposes, in connection with the 
relocation of its head office, to purchase, lease, or construct any real prop- 
erty in addition to the real property required for the proposed banking 
premises of the head office — new site, and, if so, describe such additional 
real property, state how such additional real property is proposed to be 
used, and, if such additional real property is proposed to be leased, sold, 
or otherwise transferred to any person, state the name of such person and 
describe the terms of such lease, sale, or transfer. 

(b) With respect to the premises where the head office — new site is 
proposed to be located and any additional real property referred to in Sub- 
division (a) of this Section state the total amount which the applicant pro- 
poses, in connection with the relocation of its head office, to invest in 
banking premises, additional real property, furniture, and equipment up 
to the end of the first year of business of the head office — new site. 

(c) State whether or not any person to whom any payment is proposed 
to be made by the applicant in connection with the purchase, lease, or 
construction of the premises where the head office — new site is proposed 
to be located or any property referred to in Subdivision (a) or (b) of this 
Section is, or is a consociate of, any (1) director or proposed director, (2) 
officer or proposed officer, (3) controlling person, or (4) 25 percent (in- 
cluding consociates) equity security owner of the applicant, and, if so, 
identify such person, describe the terms of the transaction, state the 
amount to be paid, state the cost of such property to the person, and de- 
scribe the circumstances under which the person acquired the property. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 
1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 
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2. Repealer of subsection (a), subsection relettering, and amendment of newly des- 
ignated subsections (b) and (c) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§ 10.6336. Information Regarding Capital Notes and 
Capital Accounts. 

HfSTORY 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6337. Information Regarding Pro Forma Financial 
Statements: Commercial Banking Business. 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6338. Information Regarding Pro Forma Financial 
Statements: Trust Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6339. Information Regarding Service Area: Old Site: 
Commercial Banking Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 

§ 10.6340. Information Regarding Services Areas: Old Site: 
Trust Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6341. Information Regarding Premises: Old Site. 

State whether or not the applicant proposes to sell, lease, or otherwise 
transfer any of the banking premises of its head office — old site to any 
person who is, or is a consociate of, any (a) director or proposed director, 
(b) officer or proposed officer, (c) controlling person, or (d) 25 percent 
(including consociates) equity security owner of the applicant, and, if so, 
identify such person and describe the terms of the transaction. State 
whether or not the applicant proposes to sell, lease, or otherwise transfer 
any of such property to any person who is, or is a consociate of, any (a) 
director or proposed director, (b) officer or proposed officer, or (c) 25 
percent (including consociates) equity security owner of the applicant, 
and, if so, identify such person and describe the terms of the transaction. 

NotE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 
1 . Amendment of section heading and section and new Note filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 
15). 

§ 10.6342. Information Regarding Financial Statements: 
Commercial Banking Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6343. Information Regarding Financial Statements: 
Trust Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6344. Information Regarding Other Proposed 
Changes. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



§ 10.6345. Information Regarding Effects on Competition: 
Commercial Banking Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6346. Information Regarding Effects on Competition: 
Trust Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6347. Information Regarding Public Convenience and 
Advantage: Commercial Banking Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97. No. 15). 

§ 10.6348. Information Regarding Public Convenience and 
Advantage: Trust Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6349. Information Regarding Reasonable Promise of 
Successful Operation: Commercial Banking 
Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6350. Information Regarding Reasonable Promise of 
Successful Operation: Trust Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 10.6351. Information Regarding Proposed Date of 
Relocation. 

State the date on which the applicant proposes to relocate its head of- 
fice. 

§ 10.6352. Information Regarding Purposes of Applicant. 

State the reasons why the applicant wishes to relocate its head office. 

§ 10.6353. Information Regarding Assistance in 
Preparation of Application. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6354. Information Regarding Authorization of Board. 

Provide a copy of either (a) a resolution of the board of the applicant 
authorizing the applicant to relocate its head office or (b) a like resolution 
of a committee of such board which is authorized to exercise the powers 
of the board with respect to such matters. Such copy of the resolution of 
the board or of such committee of the board of the applicant shall be certi- 
fied by the secretary or by an assistant secretary of the applicant. 

Subpart 3. Application — Relocation of 
Mead Office Within Service Area 

§10.5375. Scope. 

History 

1 . Repealer of subpart 3 (sections 10.6375-10.6380) and section filed 4-7-97; op- 
erafive 4-7-97 pursuant to Government Code secfion 1 1343.4(d) (Register 97, 
No. 15). 

§ 10.6376. Facing Page. 

History 
1 . Repealer filed 4-7-97; operafive 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§10.6377. Additional Information. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 
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§ 10.6378. Information Regarding income and Expenses. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending subsection (b) and adding Note 
filed 1 1-4-93 pursuant to section 100, title 1, California Code of Regulations 
(Register 93, No. 45). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6379. Information Regarding Effects on Competition. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6380. Information Regarding Public Convenience and 
Advantage. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Subpart 4= 
kad Office 



AppSication— Relocation of 
EstabBishmeiit of Branch 



§10.6400. Scope. 

This Subpart contains regulations relating to an application by an 
applicant for approval to relocate its head office and an application by 
such applicant for authority to establish a branch office in a case where 
the applicant proposes simultaneously to relocate such head office and 
to establish such branch office at the old site of the head office. This Sub- 
part does not apply to any application which is subject to Subpart 5 (com- 
mencing with Section 10.6425 of this Part). 

§ 10.6401. Combining of AppSications; Information 
Required. 
An application for approval to relocate a head office and an application 
for authority to establish a branch office which are subject to this Subpart 
shall be combined in the form of a single letter addressed to the Commis- 
sioner and shall contain the information called for in Sections 10.6335 
and 10.6402 to 10.6410, inclusive, of this Chapter. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 420 and 
501, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of section and Note filed 5-6-98; operative 6-5-98 (Register 98, 
No. 19). 

§ 10.6402. Information Regarding Proposed Address of 
Head Office: New Site. 
State the proposed address of the head office — new site. 

§ 10.6403. Information Regarding Other Proposed 
Changes. 

(a) State whether or not the applicant proposes, in connection with the 
relocation of its head office and the establishment of the branch office, 
to make any change with respect to the board or executive officers of the 
applicant or any material change with respect to the business of the head 
office, and, if so, describe such change. 

(b) State whether or not the services or operations of the branch office 
are proposed to be different in any material respect from the services and 
operations of the head office — old site, and, if so, describe such differ- 
ence. 



§ 10.6404. information Regarding Public Convenience and 
Advantage. 

History 
1. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 10.6405. Information Regarding Proposed Effective Date. 

State the date on which the applicant proposes to relocate its head of- 
fice and to establish the branch office. 

§ 10.6406. Information Regarding Purposes of Applicant. 

State the reasons why the applicant wishes to relocate its head office 
and to establish the branch office. 

§ 10.6407. Information Regarding Assistance in 

Preparation of Applications. 
History 
I . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6408. Information Regarding Authorization of Board. 

Provide a copy of either (a) a resolution of the board of the applicant 
authorizing the applicant to relocate its head office and to establish the 
branch office or (b) a like resolution of a committee of such board which 
is authorized to exercise the powers of the board with respect to such mat- 
ters. Such copy of the resolution of the board or of such coinmittee of the 
board of the applicant shall be certified by the secretary or by an assistant 
secretary of the applicant. 

§ 10.6409. Information Regarding Proposed Popular Name. 

State the proposed popular name of the branch office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 420 and 
501, Financial Code. 

History 

1. New section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6410. Information Regarding Capital Notes and 
Shareholders' Equity. 

(a) Provide a statement showing the capital notes and shareholders' 
equity of the applicant as of a date within 90 days before the filing of the 
applicant. 

(b) State whether or not the applicant proposes, in connection with the 
establishment of the branch office, to increase its capital notes or share- 
holders' equity, and, if so, describe such proposal. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Sections 420 and 
501 , Financial Code. 

History 
1. New section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



Subpart 5. Application— Relocation of 

Head Office to Location of Branch Office, 

with Establishment of Branch Office 

§10.6425. Scope. 

History 
1 . Repealer of subpart 5 (sections 10.6425-10.6427) and section filed 4-7-97; op- 
erative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 97, 
No. 15). 

§ 10.6426. Combining of Applications; information 
Required. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6427. Information Regarding Identification of Branch 
Office. 

History 
1. Repealer filed 4-7-97; operative 4—7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 
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Subpart 7. Post-Approval Matters 

§10.6475. Scope. 

This Subpart contains regulations relating to matters after an applica- 
tion by an applicant for approval to relocate its head office is approved 
by the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTE filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Reaulations (Regis- 
ter 97, No. 34), 

§ 10.6476. Compliance with Other Provisions. 

In the case of an application which is subject to Subpart 4 (commenc- 
ing with Section 10.6400) or Subpart 5 (commencing with Section 
10.6425) of this Part, the applicant shall, in addition to complying with 
the provisions of this Subpart, also comply with the provisions of Subpart 
10 (commencing with Section 10.6950), Part 2, Subarticle 3 of this Ar- 
ticle. 

§10.6477. Notice. 

Except in the case of an application which is subject to subpart 4 (com- 
mencing with section 10.6400) of this part, an applicant shall give notice 
of the relocation of its head office by posting for a period of not less than 
30 days before the effective date of the relocation on the premises of the 
head office — old site in conspicuous places visible from inside and out- 
side such premises, or by serving not less than 30 days before the effec- 
tive date of the relocation on each customer of the head office who main- 
tains a deposit or fiduciary account at the head office, who has an 
outstanding loan which was made at, and is carried on the books of, the 
head office, or who maintains a safe deposit box at the head office, a no- 
tice stating: 

(a) That the head office is proposed to be relocated. 

(b) Proposed address of the head office — new site. 

(c) Proposed effective date of the relocation. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending subsection (a) filed 7-2-91 pur- 
suant to section 100, ntle 1, California Code of Regulations (Register 91, No. 
40). 

2. Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§10.6478. Amendment of Articles. 

(a) An applicant shall file with the Commissioner an application for 
approval of any amendment of its articles which is necessary or appropri- 
ate for the relocation of its head office. 

(b) Promptly after the certificate of amendment of articles of an appli- 
cant containing any amendment called for in Subdivision (a) of this Sec- 
tion is filed with the Secretary of State, such applicant shall file with the 
Commissioner a copy of such certificate of amendment of articles certi- 
fied by the Secretary of State. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 420 and 
600.4, Financial Code. 

HtSTORY 

1. Amendment of subsection (a) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code secfion 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§10.6479. Amendment of By-Laws. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



§ 10.6480. Expiration and Extension of Approval of 
Application. 

(a) The Commissioner's approval of an application for approval to re- 
locate a head office shall, unless extended by the Commissioner, expire 
one year after the date of such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for approval to relocate a head office shall contain: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of progress to date in relocating the head office. 

(3) Proposed timetable for completing the relocation of the head of- 
fice. 

(4) Amount of additional time requested for completing the relocation 
of the head office. 

(5) Statement of reasons why such additional time is required for com- 
pleting the relocation of the head office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.6481 . Certificate of Authority: issuance and 
Expiration. 

(a) Not less than one business day before relocating its head office, an 
applicant shall file with the Commissioner an application for the issuance 
of a certificate of authority authorizing such applicant to establish and 
maintain such head office — new site. Such applicafion shall contain the 
following information: 

(1) State the proposed address of the head office — new site. 

(2) State the date on which the applicant proposes to relocate its head 
office. 

(b) An applicant may relocate its head office on or after the date on 
which the certificate of authority authorizing such applicant to establish 
and maintain such head office — new site is issued. However, the certifi- 
cate of authority shall expire on the earlier of the following dates unless 
the applicant shall have relocated its head office on or before such date: 

(1) Date on which the Commissioner's approval of the applicafion for 
approval to relocate the head office expires pursuant to Section 10.6480 
of this Chapter. 

(2) Thirtieth day after the date of the issuance of the certificate of au- 
thority. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to secfion lOO.fitle 1, California Code of Regulafions (Regis- 
ter 97, No. 34). 

§ 1 0.6482. Surrender of Certificate of Authority and Report 
Regarding Relocation. 

Not more than five business days after relocating its head office, an 
applicant shall: 

(a) Surrender to the Commissioner for cancellafion the certificate of 
authority authorizing the applicant to establish and maintain the head of- 
fice — old site and, in case the head office was relocated to the location 
of a branch office, the certificate of authority authorizing the applicant 
to establish and maintain such branch office. 

(b) File with the Commissioner a report staring the date on which the 
head office was relocated. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 420, Fi- 
nancial Code. 

History 

I. Change without regulatory effect amending secfion and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 
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Part 4o Redesignation of Head Office and 
Branch Office 

§10.6490. Scope. 

This Part contains regulations relating to the redesignation of the head 
office and a branch office of a subject institution. 

NOTE: Authority ciled: Section 215, Financial Code. Reference: Section 421. Fi- 
nancial Code. 

History 
1. New part 4 (sections 10.6490-10.6492) and section filed 4-14-98; operative 

5-14-98 (Register 98, No. 16). 

§10.6491. Definotion. 

In this Part, ''redesignation of the head office and branch office" has 
the meaning set forth in Financial Code Section 421(a)(2). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 421, Fi- 
nancial Code. 

History 
1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§10.6492. Report. 

Not less than 30 days before redesignating its head office and a branch 
office, a subject institution shall file with the Commissioner a report con- 
taining the following information: 

(a) State the reasons for the redesignation. 

(b) State the estimated total costs to be incurred by the subject institu- 
tion as a result of the redesignation. 

(c) State whether or not any person to whom any payment is proposed 
to be made by the subject institution in connection with the redesignation 
is, or is a consociate of, any (1) director or proposed director, (2) officer 
or proposed officer, (3) controlling person, or (4) 25 percent (including 
consociates) equity security owner of the applicant, and, if so, identify 
such person, describe the purpose of the payment, and state the amount 
to be paid. 

(d) State the proposed effective date of the redesignation. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 421, Fi- 
nancial Code. 

History 

1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



Subarticle 3= Branch Offices 



Part1= General Provisions 

§10.6600. Scope. 

This Subarticle contains regulations relating to branch offices of sub- 
ject institutions. This Part contains general provisions relating to branch 
offices of subject institutions. Part 2 (commencing with Section 10.6700) 
of this Subarticle contains regulations relating to the establishment by a 
subject institution of a branch office pursuant to Article 2 (commencing 
with Section 500), Chapter 4 of the Banking Law. Part 3 (commencing 
with Section 10.7000) of this Subarticle contains regulations relating to 
the business and operations of a branch office of a subject institution. Part 
4 (commencing with Section 10.7300) of this Subarticle contains regula- 
tions relating to the relocation by a subject institution of a branch office 
pursuant to Financial Code Section 507. Part 5 (commencing with Sec- 
tion 10.7700) of this Subarticle contains regulations relating to the dis- 
continuance by a subject institution of a branch office pursuant to Finan- 
cial Code Section 510. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 2 to 5, in- 
clusive. Chapter 4, Division 1, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11 343.4(d) (Register 97, No. 15). 



§10.6601. Defmition. 

In this Subarticle, "parent office," when used with respect to a special 
branch office of a subject institution, means the head office or regular 
branch office of such subject institution at which the records of such spe- 
cial branch office are domiciled. 

§ 10.6602. Change in Popular Name. 

Not less than ten business days after a subject institution changes the 
popular name of a branch office, such subject institution shall file with 
the Commissioner a report containing the following information: 

(a) Identify the branch office, including the new and old popular 
names. 

(b) State the date on which the popular name of the branch office was 
changed. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Sections 509 and 
1934, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title I , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 1 0.6603. Foreogn (Other Nation) Branch Offices. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 

Part 2. Establishment of Branch Office 



Subpart 1. General Provisions 

§ 10.6700. Definition of "AppSicant" and Scope. 

(a) In this Part, "apphcanf ' means a subject institution which applies 
to the Commissioner for authority to establish a branch office. 

(b) This Part contains regulations relating to the establishment by an 
applicant of a branch office pursuant to Article 2 (commencing with Sec- 
tion 500), Chapter 4 of the Banking Law. This Subpart contains general 
provisions relating to the establishment by an applicant of a branch of- 
fice. Subpart 2 (commencing with Section 10.6725) of this Part contains 
regulations relating to an application by an apphcant for authority to es- 
tablish a branch office. (Subparts 3 to 8, inclusive, of this Part are re- 
served.) Subpart 9 (commencing with Secfion 10.6925) of this Part con- 
tains regulations which set forth administrative standards and procedures 
relating to an application by an applicant for authority to establish a 
branch office. Subpart 10 (commencing with Section 10.6950) of this 
Part contains regulations relating to matters after an application by an 
applicant for authority to establish a branch office is approved by the 
Commissioner. 

NOTE: Authority cited: Section 215. Financial Code. Reference: Sections 500, 
501, 503, 504, 505, 506, 507, 509, 510, 51 1 and 512, Financial Code. 

History 

1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11 343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsection (b) and Note filed 5-6-98; operative 6-5-98 (Regis- 
ter 98, No. 19). 

§10.6701. Applicability. 

(a)(1) Subpart 2 (commencing with Section 10.6725) of this Part does 
not apply to an application for authority to establish a branch office in a 
case where the applicant proposes simultaneously to relocate its head of- 
fice and to establish such branch office at the location of the old site of 
the head office. (For regulations relating to such an application, refer to 
Subpart 4 (commencing with Section 10.6400) of Part 3 of Subarticle 5 
of this Article.) 

(2) An application of the type described in Paragraph (1 ) of this Subdi- 
vision (a) is subject to this Subpart as well as Subpart 9 (commencing 
with Section 10.7500) and Subpart 10 (commencing with Section 
10.7525) of this Part. 
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(b) Except as otherwise provided in Section 10.6052 of this Article or 
by order of the Superintendent, this Part does not apply in a case where 
the establishment of a branch office by a subject institution is exempt 
from the authorization requirement of Financial Code Section 500(b) 
pursuant to Financial Code Section 490. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 490, 
500, 501, 503, 504, and 505, Financial Code. 

History 

1 . Amendment of section heading and section and new Note filed 4-7-97: opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Resister 97, No. 
15). 

2. Amendment of subsection (a)(1) and Note filed 5-6-98; operative 6-5-98 
(Register 98, No. 19). 

§10.6702. Included Application. 

An application for authority to establish a branch office which is sub- 
ject to Subpart 2 (commencing with Section 10.6725) of this Part and 
which proposes that the applicant establish such branch office in tempo- 
rary quarters and subsequently relocate the branch office to permanent 
quarters shall, unless otherwise provided in such application, be deemed 
to include an application for approval pursuant to Financial Code Section 
507 for the applicant to relocate the branch office from such temporary 
quarters to such permanent quarters, and shall be accompanied by the fee 
prescribed in Financial Code Section 507. Approval of such an applica- 
tion for authority to establish a branch office shall, unless otherwise pro- 
vided in such approval, be deemed to include approval of such included 
application for approval to relocate the branch office. The applicant shall, 
with respect to relocating the branch office, comply with the provisions 
of Subpart 10 (commencing with Section 10.7525), Part 4 of this Subar- 
ticle. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Sections 501 , 503 
and 507, Financial Code. 

History 
1. Amendment of section and new Note filed 5-6-98; operative 6-5-98 (Register 
98, No. 19). 

§10.6703. Fee. 

(a) Except as otherwise provided in Subdivision (b) of this Section, an 
application for authority to establish a branch office shall be accompa- 
nied by the fee prescribed in Financial Code Section 501. 

(b) The fee requirement of Financial Code Section 501 does not apply 
to any of the following applications for authority to establish a branch of- 
fice: 

(1) Application for authority to establish a branch office in a case 
where the applicant results from the conversion of a California national 
bank and proposes to establish such branch office at the location of an 
existing or approved but unopened branch office of such California na- 
tional bank. 

(2) Application for authority to establish a branch office in a case 
where the applicant proposes to acquire another California bank, in 
whole or in part, by means of merger or purchase and to establish such 
branch office at the location of the head office or an existing or approved 
but unopened branch office of such other California bank. 

(3) Application for authority to establish a branch office in a case 
where the applicant proposes simultaneously to relocate its head office 
and to establish such branch office at the location of the old site of the 
head office. 



Subpart 2. Application 



§10.6725. Scope. 

This Subpart contains regulations relating to an application for author- 
ity to establish a branch office. This Subpart does not apply to any appli- 
cation which is described in Section 10.6701 of this Chapter. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 501, Fi- 
nancial Code. 



History 

1. Repealer of former subpart 2 (sections 10.6725-10.6750), new subpart 2 (sec- 
tions 10.6725-10.6726), and repealer and new section filed 5-6-98; operative 
6-.5-98 (Register 98, No. 19). 

§10.6726. Application. 

An application for authority to establish a branch office shall be in the 
form of Department Form 25, shall contain the information called for in 
the Form and in the instructions for the Form, and shall be signed as re- 
quired in the Form and instructions 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfion 501, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 7-2-91 pursuant to 
section 100, title 1 , California Code of Regulations (Register 91 , No. 40). 

2. Repealer and new section filed 5-6-98; operative 6-5-98 (Register 98, No. 1 9). 

§ 10.6727. Additional Information. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfion 501 , Fi- 
nancial Code. 

History 

1. Amendment of subsecfions (b) and (c) and new Note filed 4-7-97; operative 
4-7-97 pursuant to Government Code secfion 11 343 .4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6728. Information Regarding Proposed Popular Name. 

History 

1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6729. Information Regarding Branching Strategy. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6730. Information Regarding Other Offices. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 10.6731. Information Regarding Proposed Market: 
Commercial Banking Business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 501, Fi- 
nancial Code. 

History 

1. Amendment of section heading and subsecfion (a), repealer of subsections 
(b)-(m), new subsections (b)-(b)(2), and new Note filed 4-7-97; operative 
4-7-97 pursuant to Government Code secfion 11 343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operafive 6-5-98 (Register 98, No. 19). 

§ 10.6732. Information Regarding Proposed Market: Trust 
Business. 

NOTE; Authority cited: Secfion 215, Financial Code. Reference: Secfion 501, Fi- 
nancial Code. 

History 

1 . Amendment of secfion heading and subsection (a), repealer of subsections 
(b)-(h), new subsection (b), and new Note filed 4-7-97; operative 4-7-97 pur- 
suant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operafive 6-5-98 (Register 98, No. 19). 

§ 10.6733. Information Regarding Services: Commercial 
Banking Business. 

NOTE; Authority cited: Secfion 215, Financial Code. Reference: Secfion 501, Fi- 
nancial Code. 

History 

1 . Amendment of secfion heading and secfion and new Note filed 4-7-97; opera- 
five 4-7-97 pursuant to Government Code secfion 1 1 343 .4(d) (Register 97, No. 
15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6734. Information Regarding Services: Trust 

Business. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Secfion 501, Fi- 
nancial Code. 
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History 

1 . Amendment of section heading and section and new NoTiz filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 
15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



§ 10.6744. Information Regarding Public Convenience and 

Advantage: Trust Business. 
History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



§ 10.6745. Information Regarding Reasonable Promise of 

Successful Operation: Commercial Banking 

Business. 

History 
]. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section ,0 1 r- 1 i ^ t m .■ a -1 n-i . . /- .0 j 

1 1^43 4(d) (Register 97 No 15") 1. Repealer iiled 4-7-97; operative 4-7-97 pursuant to Government Code section 

' ^ '^ '^ ' ' ' ^^' 11343.4(d) (Register 97, No. 15). 



§ 10.6735. Information Regarding Proposed Manager and 
Staff. 

History 



§ 10.5735. Dnformateon Regarding Proposed Direction, 



History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



§ 10.6746. Information Regarding Reasonable Promise of 
Successful Operation: Trust Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6747. Information Regarding Proposed Date of 
Establishment. 

History 



§ 10.5737. Information Regarding Proposed Premises, 

Furniture, and Equipment. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 501, Fi- 1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



§ 10.6748. Information Regarding Purposes of Applicar 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



§ 10.6738. Dnformation Regarding Capital Notes and 
Shareholders' Equity. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 501, Fi- 
nancial Code. 

History 

1. Amendment of subsection (a) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6739. Information Regarding Pro Forma Financial 
Statement: Commercial Banking Business. 
History 
1 . Repealer filed 4—7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6740. Information Regarding Pro Forma Financial 
Statements: Trust Business. 
History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6741. Information Regarding Effects on Competition: 
Commercial Banking Business. 
History 



§ 10.6749. Information Regarding Assistance in 
Preparation of Application. 
History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6750. Information Regarding Authorization of Board. 

History 
1 . Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



Subpart 3. Application— Foreign (Other 
Nation) Regular Branch Office 

§10.6775. Scope. 

History 
1. Repealer of subpart 3 (sections 10.6775-10.6781) and repealer of secfion filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

§10.6776. Facing Page. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§10.6777. Additional Information. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 501, Fi- 
nancial Code. 

History 

1 . Amendment of section and new NOTE filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 



1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 2. Repealer filed 5-6-98; operative 6-5-98 (Register 98 No 1 9) 
11343.4(d)(Register97, No. 15). ^ \ b ^ j 



§ 10.6778. Information Regarding Proposed Service Area. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



§ 10.6742. Information Regarding Effects on Competition: 
Trust Business. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section § 1 0.6779. Information Regarding Foreign Business. 

1 1343.4(d) (Register 97, No. 15). HISTORY 

1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
§ 10.6743. Information Regarding Public Convenience and ' 1343.4(d) (Register 97, No. 15). 

Advantage. § 10.6780. Information Regarding Banking System. 

NOTE; Authority cited: Secfion 215, Financial Code. Reference: Section 501, Fi- HISTORY 

nancial Code. j Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

History 

1. Amendment ofsecfion heading and first paragraph and repealer of subsections § 10.6781. Information Regarding Regulation of Branch 
(a)-(g) filed 4-7-97; operative 4-7-97 pursuant to Government Code section Office. 

1 1343.4(d) (Register 97, No. 15). p^^^^. ^m^ority cited: Section 215, Financial Code. Reference: Section 501, Fi- 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). nancial Code. 
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History 

1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Repealer filed 5-6-98; operafive 6-5-98 (Register 98, No. 19). 



Subpart 4. Application — California 
Intermittent Branch Office 



§10.6800. Scope. 

History 

1. Repealer of subpart 4 (sections 10.6800-10.6808) and repealer of section filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

§10.6801. Facing Page. 

History 
1 . Repealer filed 5-6-98; operafive 6-5-98 (Register 98, No. 1 9). 

§10.6802. Additional Information. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfion 501, Fi- 
nancial Code. 

History 

1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operafive 6-5-98 (Register 98, No. 19). 

§ 10.6803. Information Regarding Proposed Parent Office. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6804. Information Regarding Proposed Services. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 500, 
501 and 503, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1 343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6805. Information Regarding Proposed Periods of 
Operation. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.6806. Information Regarding Proposed Premises, 
Furniture, and Equipment. 

History 
1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6807. Information Regarding Expenses. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6808. Information Regarding Public Convenience and 
Advantage. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subpart 9. Administrative Standards and 
Procedures 

§10.6925. Scope. 

This Subpart contains regulations which set forth administrative stan- 
dards and procedures relating to an application by an applicant for au- 
thority to establish a branch office. 



§ 10.6926. Incomplete Application. 

As an administrative procedure, the Commissioner generally will re- 
ject for filing any application for authority to establish a branch office 
which is not substantially complete. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100. title 1. California Code of Regulafions (Regis- 
ter 97, No. 34). 

§10.6927. Priority. 

History 

1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.6928. Foreign (Other Nation) Branch Office. 

As an administrative standard, the Coinmissioner generally will not 
grant an application for authority to establish a foreign (other nation) 
branch office if any law or administrative policy of the foreign nation 
where such branch office is proposed to be located would prohibit the 
Commissioner from, or significantly restrict the Commissioner in, ex- 
amining or reguladng the branch office or if any such law or administra- 
tive policy would prohibit the applicant or any adviser of the applicant 
from, or significantly restrict the appHcant or any adviser of the appUcant 
in, directing, supervising, or auditing the branch office. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to secfion 100,fitle 1, California Code of Regulafions (Regis- 
ter 97, No. 34). 

§ 10.6929. Commercial Bank with Trust Department. 

In case the Commissioner approves an application by an applicant 
which is a commercial bank with trust department for authority to estab- 
lish a branch office, he generally will, when he issues the certificate of 
authority for such branch office and unless the applicant proposed in its 
application to engage only in trust business and not also in commercial 
banking business at the branch office, authorize the applicant to engage 
in both commercial banking business and trust business at the branch of- 
fice. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfion 504, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100,fitle 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



Subpart 10. Post-Approval Matters 

§10.6950. Scope. 

This Subpart contains regulations relating to matters after an applica- 
tion by an applicant for authority to establish a branch is approved by the 
Commissioner. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending secfion and adding new Note filed 
8-19-97 pursuant to secfion 100, title 1, California Code of Regulafions (Regis- 
ter 97, No. 34). 

§ 10.6951. Report Regarding Proposed Manager. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.6952. Report Regarding Foreign (Other Nation) 
Regular Branch Office. 

In the case of an application for authority to establish a foreign (other 
nation) regular branch office, the applicant shall, not less than five busi- 
ness days before establishing such branch office, file with the Commis- 
sioner a report which states that the applicant has complied with all laws 
of the foreign nation applicable to the establishment of the branch office 
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and which contains a copy of any document issued by the bank regulatory 
agency of the foreign nation having jurisdiction over the proposed estab- 
lishment of the branch office, authorizing the applicant to establish the 
branch office. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 1934, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title I, California Code of Regulations (Regis- 
ter 97, No. 34). 



Part 3. Business and Operations of Brae 



§ 10.6953. ExItensJoni of Time for Establishing Branch 
Office. 
An application for an extension pursuant to Financial Code Section 
505 of the time within which a branch office may be established shall 
contain: 

(a) Date on which the time for establishing the branch office is sched- 
uled to expire. 

(b) Description of progress to date in completing the establishment of 
the branch office. 

(c) Proposed timetable for completing the establishment of the branch 
office. 

(d) Amount of additional time requested for completing the establish- 
ment of the branch office. 

(e) Statement of reasons why such additional time is required for com- 
pleting the establi.shment of the branch office. 

§ 10.6954. Certificate of Authority: Issuance and 



(a) Not less than one business day before establishing a branch office, 
an applicant shall file with the Commissioner an application for the is- 
suance of a certificate of authority authorizing such applicant to establish 
and maintain such branch office. Such application shall contain the fol- 
lowing informafion: 

(1) Identify the branch office. 

(2) State the date on which the applicant proposes to establish the 
branch office. 

(b) An applicant may establish a branch office on or after the date on 
which the certificate of authority authorizing such applicant to establish 
and maintain such branch office is issued. However, such certificate of 
authority shall expire on the earlier of the following dates unless the 
applicant shall have established the branch office on or before such date: 

(1) Date on which the Commissioner's approval of the application for 
authority to establish the branch office expires pursuant to Financial 
Code Section 505. 

(2) Thirtieth day after the date of the issuance of the certificate of au- 
thority. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 504 and 
505, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.6955. Report Regarding Establishment of Branch 



^W 



Not more than five business days after establishing a branch office, an 
applicant shall file with the superintendent a report containing the fol- 
lowing information: 

(a) Identify the branch office. 

(b) State the date on which the branch office was established. 



§10.7000. Scope. 

This Part contains regulations relating to the business and operations 
of a branch office of a subject institution. 

§ 10.7001. Scope of Business of Branch Office. 

Subject to the provisions of Section 10.7002 of this Chapter and except 
as the Superintendent may otherwise provide with respect to such branch 
office, a subject insdtution may transact at a branch office any business 
which, in case such subject institution is a commercial bank, is an autho- 
rized business of a California state commercial bank or any business 
which, in case such subject institution is a trust company, is an authorized 
business of a California state trust company. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 2, Chap- 
ter 4, Division 1, Financial Code. 

History 
1 . Amendment of section and new NOTE filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.7002. Scope of Business of Foreign (Other Nation) 
Branch Office. 

(a) Except with the prior approval of the Commissioner, no subject in- 
stitution shall transact at any foreign (other nation) branch office any 
business other than such business as such subject institution is authorized 
to transact at its head office. 

(b) An application by a subject institution for approval to transact at 
a foreign (other nation) branch office any business other than such busi- 
ness as such subject institution is authorized to transact at its head office 
shall contain the following information: 

(1) Identify the foreign (other nation) branch office. 

(2) Describe the business which the subject institution proposes to 
transact at the foreign (other nation) branch office. 

(3) Show that such business is usual in connection with the business 
of banking in the place where the foreign (other nation) branch office is 
located. 

(4) Show that such business is not unsafe or unsound. 

(5) State the reasons why the subject institution wishes to transact such 
business at the foreign (other nation) branch office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 512, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.7003. Report Regarding Establishment of Trust 
Administration Office. 
Not less than ten business days after a subject institution which is a 
commercial bank with trust department establishes a trust administration 
office at a branch office, such subject institution shall file with the Com- 
missioner a report containing the following information: 

(a) Identify the branch office. 

(b) State the date on which the subject institution established the trust 
administration office at the branch office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 934, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, CaUfomia Code of Regulations (Regis- 
ter 97, No. 34). 
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Subpart 1. General Provisions 

§ 10.7300. Definition of "Applicant" and Scope. 

(a) In this part, "applicant" means a subject institution which applies 
to the Commissioner for approval to relocate a branch office. 

(b) This part contains regulations relating to the relocation by an appli- 
cant of a branch office pursuant to Financial Code section 507. This sub- 
part contains general provisions relating to the relocation by an apphcant 
of a branch office. Subpart 2 (commencing with section 10.7325) of this 
part contains regulations relating to an application by an applicant for ap- 
proval to relocate a California regular branch office. (Subparts 3 to 8, in- 
clusive, of this part are reserved.) Subpart 9 (commencing with section 
10.7500) of this part contains regulations which set forth administrative 
standards and procedures relating to an application by an applicant for 
approval to relocate a branch office. Subpart 10 (commencing with sec- 
tion 1 0.7525) of this part contains regulations relating to matters after an 
application by an applicant for approval to relocate a branch office is ap- 
proved by the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending subsection (b) filed 7-2-91 pur- 
suant to section 100, title 1, California Code of Regulations (Register 91, No. 
40). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsection (b) filed 5-6-98; operative 6-5-98 (Register 98, No. 
19). 

§10.7301. Applicability. 

(a)(1) Subpart 2 (commencing with Section 10.7325) of this Part does 
not apply to any application for approval to relocate a branch office 
which is deemed to be included in the application for authority to estab- 
lish such branch office pursuant to Section 10.6702 of this Chapter. 

(2) Each application for approval to relocate a branch office which is 
deemed to be included in the application for authority to establish such 
branch office pursuant to Section 10.6702 of this Chapter is subject to this 
Subpart as well as Subpart 9 (commencing with Section 10.7500) and 
Subpart 10 (commencing with Section 10.7525) of this Part. 

(b) Except as otherwise provided in Section 10.6053 of this Article or 
by order of the Superintendent, this Part does not apply in a case where 
the relocation of a branch office by a subject institution is exempt from 
the authorization requirement of Financial Code Section 507 pursuant to 
Financial Code Section 490. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1. Amendment of section heading and section and new Note filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 
15). 

2. Amendment of subsection (a)(1) filed 5-6-98; operative 6-5-98 (Register 98, 
No. 19). 

§10.7302. Fee. 

An application for approval to relocate a branch office shall be accom- 
panied by the fee prescribed in Financial Code Section 507. 

Subpart 2. Application 

§10.7325. Scope. 

This Subpart contains regulations relating to an application by an 
applicant for approval to relocate a branch office. This Subpart does not 
apply to any application described in Section 10.7301 of this Chapter. 



NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 
1. Repealer of subpart 2 (sections 10.7325-10.7338), new subpart 2 (sections 

10.7325-10.7326). and repealer and new section filed 5-6-98; operative 

6-5-98 (Register 98, No. 19). 

§10.7326. Application. 

An application for approval to relocate a branch office shall be in the 
form of Department Form 25, shall contain the information called for in 
the Form and in the instructions for the Form, and shall be signed as re- 
quired in the Form and instructions. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 
1 . Repealer and new section and Note filed 5-6-98; operative 6-5-98 (Resister 

98, No. 19). 

§ 10.7327. Additional Information. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7328. Information Regarding Popular Name. 

History 

1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7329. Information Regarding Locations. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7330. Information Regarding Proposed Premises, 
Furniture, and Equipment: New Site. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.7331. Information Regarding Premises, Furniture, and 
Equipment: Old Site. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7332. Information Regarding Income and Expenses. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.7333. Information Regarding Other Proposed 
Changes. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section and adding Note filed 
1 1 -4-93 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 93, No. 45). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7334. Information Regarding Effects on Competition. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.7335. Information Regarding Public Convenience and 
Advantage. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 
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§ 10.7336. Informatoon Regardoog Proposed Date of 
ReSocatSon. 

History 
1 . Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. ] 9). 

§ 10.7337. information Regarding Purposes of Applicant. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7338. Information Regarding Authorization of Board. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343.4(d) (Register 97, No. 15). 



Subpart 3= Application— Foreign (Other 
Nation) Regular Branch Office 

§10.7350. Scope. 

History 
1 . Repealer of subpiut 3 (sections 10.7350-10.7352) and repealer of section filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7351. Facing Page. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§10.7352. Additionalinformation. 

NotE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11 343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



Subpart 4= Application— California 
intermittent Branch Office 

§10.7375. Scope. 

History 

1. Editorial correction restoring omitted section (Register 92, No. 5). 

2. Editorial correction of History 1 (Register 95, No. 48). 

3. Repealer of subpart 4 (sections 10.7375-10.7379) and repealer of section filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7376. Facing Page. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7377. Additional Information. 

Note: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7378. Information Regarding Proposed Premises. 

History 
1. Repealer filed 5-6-98; operafive 6-5-98 (Register 98, No. 19). 

§ 10.7379. Information Regarding Other Proposed 
Changes. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Subpart 9. Administrative Standards and 
Procedures 

§10.7500. Scope. 

This Subpart contains regulations which set forth administrative stan- 
dards and procedures relating to an application by an applicant for ap- 
proval to relocate a branch office. 

§10.7501. Same Vicinity. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subpart 10. Post-Approval iViatters 

§10.7525. Scope. 

This Subpart contains regulations relating to matters after an applica- 
tion by an applicant for approval to relocate a branch office is approved 
by the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§10.7526. Notice. 

An applicant shall give notice of the relocation of a branch office by 
posting for a period of not less than 30 days before the effective date of 
the relocation on the premises of such branch office — old site in conspic- 
uous places visible from inside and outside such premises, or by serving 
not less than 30 days before the effective date of the relocation on each 
customer of the branch office who maintains a deposit or fiduciary ac- 
count at the branch office who has an outstanding loan which was made 
at, and is carried on the books of, the branch office, or who maintains a 
safe deposit box at the branch office, a notice stating: 

(a) That the branch office is proposed to be relocated. 

(b) Proposed address of the branch office — new site. 

(c) Proposed effective date of the relocation. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 
1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 10.7527. Report Regarding Foreign (Other IMation) 
Regular Branch Office. 

In the case of an application for approval to relocate a foreign (other 
nation) regular branch office, the applicant shall, not less than five busi- 
ness days before relocating such branch office, file with the Commission- 
er a report which states that the applicant has complied with all laws of 
the foreign nation applicable to the relocation of the branch office and 
which contains a copy of any document issued by the bank regulatory 
agency of the foreign nation having jurisdiction over the relocation of the 
branch office, authorizing the applicant to relocate the branch office. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 507 and 
1934, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, fitle 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.7528. Expiration and Extension of Approval of 
Application. 

(a) The Commissioner's approval of an application for approval to re- 
locate a branch office shall, unless extended by the Commissioner, expire 
one year after the date of such approval. 

(b) An applicafion for an extension of the Commissioner's approval 
of an applicafion for approval to relocate a branch office shall contain: 
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(1) Date on which the approval is scheduled to expire. 

(2) Description of progress to date in relocating the branch office. 

(3) Proposed timetable for completing the relocation of the branch of- 
fice. 

(4) Amount of additional time requested for completing the relocation 
of the branch office. 

(5) Statement of reasons why such additional time is required for com- 
pleting the relocation of the branch office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 507 and 
1934. Financial Code. 

History 

1. Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



§ 1 0.7529. Certificate of Authority: Issuance and 
Expiration. 

(a) Not less than one business day before relocating a branch office, 
an applicant shall file with the Commissioner an application for the is- 
suance of a certificate of authority authorizing such applicant to establish 
and maintain such branch office — new site. Such application shall con- 
tain the following information: 

(1) Identify the branch office, giving both the address of the old site 
and the proposed address of the new site. 

(2) State the date on which the applicant proposes to relocate the 
branch office. 

(b) An applicant may relocate a branch office on or after the date on 
which the certificate of authority authorizing such applicant to establish 
and maintain such branch office — new site is issued. However, such cer- 
tificate of authority shall expire on the earlier of the following dates un- 
less the applicant shall have relocated the branch office on or before such 
date: 

(1) Date on which the Commissioner's approval of the application for 
approval to relocate the branch office expires pursuant to Section 
10.7528 of this Chapter. 

(2) Thirtieth day after the date of the issuance of the certificate of au- 
thority. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



§ 10.7530. Surrender of Certificate of Authority and Report 
Regarding Relocation. 

Not more then five business days after relocating a branch office, an 
applicant shall: 

(a) Surrender to the Commissioner for cancellation the certificate of 
authority authorizing the applicant to establish and maintain the branch 
office — old site. 

(b) File with the Commissioner a report containing the following in- 
formation: 

(1) Identify the branch office — new site. 

(2) State the date on which the branch office was relocated. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 507, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



Part 5. Discontinuance of Branch Office 



Subpart 1. General Provisions 

§10.7700. Scope. 

This Part contains regulations relating to the discontinuance of a 
branch office by a subject institution. This Subpart contains general pro- 
visions relafing to the disconfinuance of a branch office by a subject insti- 
tution. Subpart 2 (coinmencing with Section 10.7725) of this Part con- 
tains regulafions relating to the nofice by a subject institution to 
disconUnue a branch office. (Subpart 3 of this Part is reserved.) Subpart 
4 (commencing with Section 10.7775) of this Part contains regulations 
relafing to other matters concerning disconfinuance of a branch office by 
a subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 510, Fi- 
nancial Code. 

History 

1. Repealer of subpart 1 (section 10.7700) and repealer of section and new section 
filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

2. Repealer and new section filed 5-6-98; operative 6-5-98 (Register 98, No. 1 9). 



• 



Subpart 2. Notice 



§10.7725. Scope. 

This Subpart contains regulafions relating to a nofice by a subject insti- 
tufion to disconfinue a branch office. 

NotE: Authority cited: Section 215, Financial Code. Reference: Section 510, Fi- 
nancial Code. 

History 

1 . Repealer of subpart 2 (sections 10.7725-10.7739) and section filed 4-7-97; op- 
erative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 97, 
No. 15). 

2. New subpart 2 (sections 10.7725-10.7726) and section filed 5-6-98; operative 
6-5-98 (Register 98, No. 19). 

§10.7726, Notice. 

A notice to disconfinue a branch office shall be in the form of Depart- 
ment Form 25, shall contain the information called for in the Form and 
in the instructions for the Form, and shall be signed as required in the 
Form and the instrucfions. 

NoTE: Authority cited: Section 215, Financial Code. Reference: Section 510, Fi- 
nancial Code. 

History 

1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

2. New section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7727. Additional Information, 

History 

1. Editorial correcfion reinserting subsection (a)(2) (Register 92, No. 24). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7728. Information Regarding Popular Name. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7729. Information Regarding Service Area: 
Commercial Banking Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



• 
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§ 10.7730. Dnformationi Regarding Service Area: Trust 
Busioess. 

History 
I . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 13). 

§ 10.7731. Dnformation Regarding Financial Statements: 
Commercial Banking Business. 
History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7732. Dnformation Regarding Financial Statements: 

Trust Business. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.7733. Information Regarding Transfer of Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.7734. Information Regarding Premises, Furniture, and 



§ 1 0.7752. Withdrawal of Deposits. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.7735. Information Regarding PubSic Convenience and 
Advantage: Commercial Banking Business. 
History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7736. Information Regarding Public Convenience and 
Advantage: Trust Business. 
History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7737. Information Regarding Proposed Date of 
Discontinuance. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7738. Information Regarding Purposes of Applicant. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.7739. Information Regarding Authorization of Board. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Administrative Standards and 

Procedures 



§10.7750. Scope. 

History 

1 . Repealer of subpart 3 (sections 10.7750-10.7752) and section filed 4-7-97; op- 
erative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 97, 
No. 15). 

§ 1 0.7751 . Public Convenience and Advantage. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subpart 4= Other Matters 



§10.7775. Scope. 

This Subpart contains regulations relating to other inatters concerning 
the discontinuance of a branch office by a subject institution. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 510, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 7-2-91 pursuant to 
section 100, title 1, Cahfomia Code of Regulations (Register 91, No. 40). 

2. Repealer of subpart 4 heading and repealer of section filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 1 5). 

3. New subpart 4 (secuons 10.7775-10.7776) and new section filed 5-6-98; op- 
erative 6-5-98 (Register 98, No. 19). 

§10.7776. Notice. 

A subject institution shall give notice of the discontinuance of a branch 
office by posting for a period of not less than 30 days before the date of 
the discontinuance of the branch office on the premises of the branch of- 
fice in conspicuous places visible from inside and outside such premises, 
or by serving not less than 30 days before the date of the discontinuance 
of the branch office on each custoiner of the branch office who maintains 
a deposit or fiduciary account at the branch office, who has an outstand- 
ing loan which was made at, and is carried on the books of, the branch 
office, or who maintains a safe deposit box at the branch office, a notice 
stating: 

(a) That the branch office is proposed to be discontinued. 

(b) Address of the office of the subject institution to which the business 
of the branch office is proposed to be transferred. 

(c) Proposed date of the discontinuance of the branch office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 510, Fi- 
nancial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer and new section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.7777. Expiration and Extension of Approval of 
Application. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.7778. Surrender of Certificate of Authority and Report 

Regarding Discontinuance of Branch Office. 
Not more than five business days after discontinuing a branch office, 
a subject institution shall: 

(a) Surrender to the Commissioner for cancellation the certificate of 
authority authorizing the subject institution to establish and maintain the 
branch office. 

(b) File with the Commissioner a report containing the following in- 
formation: 

(1) Identify the branch office. 

(2) State the date on which the branch office was discontinued. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 510, Fi- 
nancial Code. 

History 

1. Amendment of first paragraph and subsection (a) and new Note filed 4-7-97; 
operative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 
97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 
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Subarticle 4. Places of Business 



Part 1. General Provisions 



§10.9000. Scope. 

This Subarticle contains regulations relating to places of business of 
subject institutions. This Part contains general provisions relating to 
places of business of subject institutions. Part 2 (commencing with Sec- 
tion 10.9100) of this Subarticle contains regulations relating to the estab- 
lishment by a subject institution of a place of business pursuant to Article 
3 (commencing with Section 540), Chapter 4 of the Banking Law. Part 
3 (commencing with Section 10.9300) of this Subarticle contains regula- 
tions relating to the business and operations of a place of business of a 
subject institution. Part 4 (commencing with Section 10.9600) of this 
Subarticle contains regulations relating to the relocation by a subject in- 
stitution of a place of business pursuant to Financial Code Section 546. 
Part 5 (commencing with Section 10.9900) of this Subarticle contains 
regulations relating to the discontinuance by a subject institution of a 
place of business pursuant to Financial Code Section 547. 

§ 10.9001. Places Not Deemed Places of Business. 

For purposes of the Banking Law and this Chapter: 

(a) A place at which a subject institution transacts business does not 
on that account constitute a place of business of such subject institution 
unless the subject institution transacts business with the public at such 
place. Accordingly, a place at which a subject institution engages only 
in one or more of the following activities does not on that account consti- 
tute a place of business of such subject institution: 

(1) Place at which the subject institution stores records. 

(2) Place at which the subject institution performs clerical, bookkeep- 
ing, accounting, statistical, electronic data processing, or similar services 
directly only for itself, and not for other persons except indirectly through 
offices of the subject institution or otherwise. However, a place at which 
a subject institution performs such services for persons other than itself 
and at which such subject institution transacts business directly with such 
persons (for example, by receiving documents from such persons, deliv- 
ering documents to such persons, or meeting with such persons, at such 
place) does constitute a place of business. 

(b) A foreign office of a representative of a subject institution does not 
constitute a place of business of such subject institution. 

Part 2. Establishment of Place of Business 



Subpart 1. General Provisions 

§ 1 0.91 00. Definition of "Applicant" and Scope. 

(a) In this Part, "applicant" means a subject institution which applies 
to the Superintendent for authority to establish a place of business. 

(b) This Part contains regulations relating to the establishment by an 
applicant of a place of business pursuant to Article 3 (commencing with 
Section 540), Chapter 4 of the Banking Law. This Subpart contains gen- 
eral provisions relating to the establishment by an applicant of a place of 
business. (Subparts 2 and 3 of this Part are reserved.) Subpart 4 (com- 
mencing with Section 10.9175) of this Part contains regulations which 
set forth administrative standards and procedures relating to an applica- 
tion by an applicant for authority to establish a place of business. Subpart 
5 (commencing with Section 10.9200) of this Part contains regulations 
relating to matters after an application by an applicant for authority to es- 
tablish a place of business is approved by the Superintendent. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 540, 
541, 542, 543, 544, 545, 546 and 547, Financial Code. 



History 

1. Amendment of subsection (b) and new NoTiz filed 5-6-98; operative 6-5-98 
(Register 98, No. 19). 

§10.9101. Applicability. 

Except as otherwise provided in Section 10.6054 of this Article or by 

order of the Superintendent, this Part does not apply in a case where the 

establishment of a place of business that is exempt from the authorization 

requirement of Financial Code Section 541 pursuant to Financial Code 

Section 490. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 490, 
540, 541, 542. 543, 544 and 545, Financial Code. 

History 

1 . Amendment of section heading and section and new NOTi; filed 4-7-97; opera- 
tive 4-7-97 pursuant to Govemmenl Code section 1 1 343.4(d) (Resister 97, No. 
15). 

2. Repealer of subsections (a)-(a)(2) and subsection (b) designator and amend- 
ment of Note filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§10.9102. Included Application. 

An application for authority to establish a place of business which is 
subject to Subpart 2 (commencing with Section 10.9125) of this Part and 
which proposes that the applicant establish such place of business in tem- 
porary quarters and subsequently relocate the place of business to perma- 
nent quarters shall, unless otherwise provided in such application, be 
deemed to include an application for approval pursuant to Financial Code 
Section 546 for the applicant to relocate the place of business from such 
temporary quarters to such permanent quarters, and shall be accompa- 
nied by the fee prescribed in Financial Code Section 546. Approval of 
such an application for authority to establish a place of business shall, un- 
less otherwise provided in such approval, be deemed to include approval 
of such included application for approval to relocate the place of busi- 
ness. The applicant shall, with respect to relocating the place of business, 
comply with the provisions of Subpart 5 (commencing with Section 
10.9700), Part 4 of this Subarticle. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 542, 543 
and 546, Financial Code. 

History 
1 . Amendment of section and new Note filed 5-6-98; operative 6-5-98 (Register 
98, No. 19). 

§10.9103. Fee. 

(a) Except as otherwise provided in subdivision (b) of this section, an 
application for authority to establish a place of business shall be accom- 
panied by the fee prescribed in Financial Code section 542. 

(b) The fee requirement of Financial Code section 542 does not apply 
to an application for authority to establish a place of business in a case 
where the applicant proposes to acquire another California state bank, in 
whole or in part, by means of merger or purchase and to establish such 
place of business at the location of an existing or approved but unopened 
place of business of such other California state bank. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 542, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending subsections (a) and (b) filed 7-2-91 
pursuant to section 1 00, title 1, California Code of Regulations (Register 9 1 , No. 
40). 

2. Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 



Subpart 2. Application: Place of Business 

§10.9125. Scope. 

This Subpart contains regulations relating to an application by an 
applicant for authority to establish a place of business. This Subpart does 
not apply to any application which is described in Section 10.9101 of this 
Chapter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 542, Fi- 
nancial Code. 
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HrSTORY 
1. Repealer of subpart 2 (sections 10.9125-10.9139), new subpart 2 (sections 
10.9125-10.9126), and repealer and new section filed 5-6-98; operative 
6-5-98 (Register 98, No. 19). 

§10.9126. AppBicatBon. 

An application for authority to establish a place of business shall be in 
the form of Department Form 25, shall contain the information called for 
in the Form and in the instructions for the Form, and shall be signed as 
required in the Form and instructions. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 542, Fi- 
nancial Code. 

History 
1 . Repealer and new section and Note filed 5-6-98; operative 6-5-98 (Register 

98, No. 19). 

§ 10.9127. Additional Information. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 542, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9128. BnformatBon Regarding Proposed Service Area. 

History 
1 . Repealer filed 4-7-97; operative 4—7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.9129. Information Regarding Services. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 542, Fi- 
nancial Code. 

History 

1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9130. Information Regarding Proposed Manager and 
Staff. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9131. Information Regarding Proposed Direction and 
Supervision. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9132. Information Regarding Proposed Premises, 
Furniture, and Equipment. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 542, Fi- 
nancial Code. 

History 

1 . Repealer of subsecfions (b)-(c)(3) and (f)-(g)(3), subsection relettering, 
amendment of newly designated subsecfions (c) and (d), new subsections (d)(1) 
and (d)(2), and new Note filed 4-7-97; operative 4-7-97 pursuant to Govern- 
ment Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9133. Information Regarding Pro Forma Financia! 
Statements. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 10.9134. Information Regarding Effects on Competition. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9135. Information Regarding PubSic Convenience and 



§ 10.9136. Information Regarding Proposed Date of 
Establishment. 

History 
1 . Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9137. Information Regarding Purposes of Applicant. 

History 

1. Repealer filed 5-6-98: operative 6-5-98 (Register 98, No. 19). 

§ 10.9138. Information Regarding Assistance in 
Preparation of Application. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9139. Information Regarding Authorization of Board. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Govemment Code section 
1 1343.4(d) (Register 97, No. 15). 



History 
1 . Repealer filed 4-7-97; operafi ve 4-7-97 pursuant to Govemment Code section 
1 1343.4(d) (Register 97, No. 15). 



Subpart 3. Applicataoin— Foreign Place ©if 
Busir^ess 

§10.9150. Scope. 

History 
1. Repealer of subpart 3 (sections 10.9150-10.9156) and repealer of section filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

§10.9151. Facing Page. 

History 
1 . Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9152. Additional Information. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 542, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9153. Information Regarding Proposed Service Area. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9154. Information Regarding Proposed Services. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9155. Information Regarding Banking System. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9156. Information Regarding Regulation of Place of 
Business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 542, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending secfion and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

Subpart 4. Administrative Standards and 

Procedures 

§10.9175. Scope. 

This Subpart contains regulations which set forth administrative stan- 
dards and procedures relating to an application by an applicant for au- 
thority to establish a place of business. 

§ 1 0.91 76. Incomplete Application. 

As an administrative procedure, the Commissioner generally will re- 
ject for filing any application for authority to establish a place of business 
which is not substantially complete. 
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NOTE: Authority cited: Section 215, Financial Code. Reference: Section 543, Fi- 
nancial Code. 

HtSTORY 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title I , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.9177. Foreign Place of Business. 

As an adininistraiive standard, the Commissioner generally will not 
grant an application for authority to establish a foreign place of business 
if any law or adininistrative policy of the state of the United States or the 
foreign nation where such place of business is proposed to be located 
would prohibit the Commissioner from, or significantly restrict the Com- 
missioner in. examining or regulating the place of business or if any such 
law or administrative policy would prohibit the applicant or any adviser 
of the applicant from, or significantly restrict the applicant or any adviser 
of the applicant in, directing, supervising, or auditing the place of busi- 
ness. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 543, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



Subpart 5. Post-Approval Matters 

§10.9200. Scope. 

This Subpart contains regulations relating to matters after an applica- 
tion by an applicant for authority to establish a place of business is ap- 
proved by the Commissioner. 
NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new NOTE filed 
8-19-97 pursuant to section 100, title 1 , Cahfornia Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.9201. Report Regarding Proposed Manager. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9202. Report Regarding Foreign Place of Business. 

In the case of an application for authority to establish a place of busi- 
ness in a state of the United States other than the State of Califoinia or 
in a foreign nation, the applicant shall, not less than five business days 
before establishing such place of business, file with the Commissioner 
a report which states that the applicant has complied with all laws of such 
state or foreign nation applicable to the establishment of the place of busi- 
ness and which contains a copy of any document issued by the bank regu- 
latory authority of the state or foreign nation having jurisdiction over the 
proposed establishment of the place of business, authorizing the appU- 
cant to establish the place of business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1934, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.9203. Expiration and Extension of Approval of 
Application. 

(a) The Commissioner's approval of an application for authority to es- 
tablish a place of business shall, unless extended by the Commissioner, 
expire one year after the date of such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for authority to establish a place of business shall con- 
tain: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of progress to date in establishing the place of busi- 
ness. 



(3) Proposed timetable for coinpleting the establishment of the place 
of business. 

(4) Amount of additional time requested for completing the establish- 
inent of the place of business. 

(5) Statement of reasons why such additional time is required for com- 
pleting the establishment of the place of business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 545, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to secnon 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.9204. Certificate of Authority: Issuance and 
Expiration. 

(a) Not less than one business day before establishing a place of busi- 
ness, an applicant shall file with the Commissioner an application for the 
issuance of a certificate of authority authorizing such applicant to estab- 
lish and maintain such place of business. Such application shall contain 
the following information: 

(1) Identify the place of business. 

(2) State the date on which the applicant proposes to establish the place 
of business. 

(b) An applicant may establish a place of business on or after the date 
on which the certificate of authority authorizing such applicant to estab- 
lish and maintain such place of business is issued. However, such certifi- 
cate of authority shall expire on the earlier of the following dates unless 
the applicant shall have established the place of business on or before 
such date: 

(1) Date on which the Commissioner's approval of the application for 
authority to establish the place of business expires pursuant to Section 
10.9203 of this Chapter. 

(2) Thirtieth day after the date of the issuance of the certificate of au- 
thority. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 544, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 10.9205. Report Regarding Establishment of Place of 
Business. 

Not more than five business days after establishing a place of business, 
an applicant shall file with the Commissioner a report containing the fol- 
lowing information: 

(a) Identify the place of business. 

(b) State the date on which the place of business was established. 
NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1934, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



Parts. 



Business and Operations of Place 
of Business 



§10.9300. Scope. 

This Part contains regulations relating to the business and operations 
of a place of business of a subject institution. 

§ 10.9301. Scope of Business of Place of Business. 

(a) No subject institution shall transact at any place of business any 
business other than business which is, or which is incidental to: 

( 1 ) Business which the cerfificate of authority for the place of business 
specifically authorizes the subject insfitution to transact at the place of 
business; or 

(2) If the certificate of authority for the place of business does not spec- 
ify any business which the subject institution is authorized to transact at 
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the place of business, the business which the subject institution, in the 
application for authority to establish the place of business, proposed to 
transact at the place of business. 

(b) No subject institution shall transact at any place of business any 
business other than business which, in case such subject institution is a 
commercial bank, is an authorized business of a California state commer- 
cial bank or which, in case the subject institution is a trust company, is 
an authorized business of a California state trust company. 

(c) No subject institution shall transact branch banking business at any 
place of business. 

Note: Authority cited: Section 215. Financial Code. Reference: Section 544, Fi- 
nancial Code. 

History 
1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 ].'?43.4(d) (Register 97, No. 15). 



§10.9602. Fee. 

An application for approval to relocate a place of business shall be ac- 
companied by the fee prescribed in Financial Code Section 546. 



^art 4= Relocation of Place of Business 



Subpart 1 = General Provisions 

§ 10.9600. Definifaon of "Applicant" and Scope. 

(a) In this Part, "applicant" means a subject institution which applies 
to the Commissioner for approval to relocate a place of business. 

(b) This Part contains regulations relating to the relocation by an appli- 
cant of a place of business pursuant to Financial Code Section 546. This 
Subpart contains general provisions relating to the relocation by an appli- 
cant of a place of business. Subpart 2 (commencing with Section 
10.9625) of this Part contains regulations relating to an application by an 
applicant for approval to relocate a California place of business. (Subpart 
3 of this Part is reserved.) Subpart 4 (commencing with Section 10.9675) 
of this Part contains regulations which set forth administrative standards 
and procedures relating to an application by an applicant for approval to 
relocate a place of business. Subpart 5 (commencing with Section 
10.9700) of this Part contains regulations relating to matters after an 
application by an applicant for approval to relocate a place of business 
is approved by the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Amendment of subsection (b) and new Note filed 5-6-98; operative 6-5-98 
(Register 98, No. 19). 

§ 1 0.9601 . AppHcability of Subparts to Certain 
Applications. 

(a)(1) Subpart 2 (commencing with Section 10.9625) of this Part does 
not apply to any application for approval to relocate a place of business 
which is deemed to be included in the application for authority to estab- 
lish such place of business pursuant to Section 10.9102 of this Chapter. 

(2) Each application for approval to relocate a place of business which 
is deemed to be included in the application for authority to establish such 
place of business pursuant to Section 10.9102 of this Chapter is subject 
to this Subpart as well as Subpart 4 (commencing with Section 10.9675) 
and Subpart 5 (commencing with Section 10.9700) of this Part. 

(b) Except as otherwise provided in Section 10.6055 of this Article or 
by order of the Commissioner, this Part does not apply in a case where 
the relocation of a place of business by a subject institution is exempt 
from the approval requirement of Financial Code Section 546 pursuant 
to Financial Code Section 490. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 490 and 
546, Financial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

2 . Amendment of subsections (a)( 1 ) and (b) and amendment of Note filed 5-6-98 ; 
operative 6-5-98 (Register 98, No. 19). 



Subpart 2. Applicatiori 

§10.9625. Scope. 

This Subpart contains regulations relating to an application by an 
applicant for approval to relocate a place of business. This Subpart does 
not apply to any application described in Section 10.9601 of this Chapter. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 
1. Repealer of subpart 2 (sections 10.9625-10.9638), new subpart 2 (sections 
10.9625-10.9626), and repealer and new section filed 5-6-98; operative 
6-5-98 (Register 98, No. 19). 

§10.9626. Application. 

An application for approval to relocate a place of business shall be in 
the form of Department Form 25, shall contain the information called for 
in the Form and in the instructions for the Form, and shall be signed as 
required in the Form and instructions. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 
1. Repealer and new section and Note filed 5-6-98; operative 6-5-98 (Register 
98, No. 19). 

§ 10.9627. Additional Information). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9628. Information Regarding Locations. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9629. Information Regarding Services. 

History 

1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9630. Information Regarding Proposed Premises, 
Furniture, and Equipment: New Site. 

NoTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 

1. Repealer of subsections (b)-(c)(3) and (f)-(g)(3), subsection relettering, 
amendment of newly designated subsections (b) and (c), and new Note filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 1 1343.4(d) 
(Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9631. Information Regarding Premises, Furniture, and 
Equipment: Old Site. 

NoTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operafive 6-5-98 (Register 98, No. 19). 

§ 10.9632. Information Regarding Income and Expenses. 

History 
1 . Repealer filed 4-7-97; operafive 4-7-97 pursuant to Government Code secdon 
11343.4(d) (Register 97, No. 15). 

§ 10.9633. Information Regarding Other Proposed 
Changes. 

History 
1 . Repealer filed 4-7-97; operafive 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 
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§ 10.9634. Information Regarding Effects on Competition. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 piirsuanl lo Government Code section 
11343.4(d) (Register 97. No. 15). 

§ 10.9635. Information Regarding Public Convenience and 
Advantage. 

History 

] . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343.4(d) (Register 97, No. 15). 

§ 10.9636. Information Regarding Proposed Date of 
Relocation. 

History 

1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9637. Information Regarding Purposes of Applicant. 

History 
1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9638. Information Regarding Authorization of Board. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subpart 3. Application — Foreign Place of 
Business 

§10.9650. Scope. 

History 
1 . Repealer of subpart 3 (sections 10.9650-10.9652) and repealer of secdon filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9651. Facing Page. 

History 

1. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9652. Additional Information. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 

1. Amendment of section and new NOTE filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



Subpart 4. Administrative Standards and 
Procedures 

§10.9675. Scope. 

This Subpart contains regulations which set forth administrative stan- 
dards and procedures relating to an application by an applicant for ap- 
proval to relocate a place of business. 

§ 1 0.9676. Same Vicinity. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subpart 5. Post-Approval Matters 

§10.9700. Scope. 

This Subpart contains regulations relating to matters after an applica- 
tion by an applicant for approval to relocate a place of business is ap- 
proved by the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Reguladons (Regis- 
ter 97, No. 34). 



§10.9701. Notice. 

An applicant shall give notice of the relocation of a place of business 
by posting for a period of not less than 30 days before the effective date 
of the relocation on the premises of such place of business — old site in 
conspicuous places visible from inside and outside such premises a no- 
tice stating: 

(a) That the place of business is proposed to be relocated, 

(b) Proposed address of the place of business — new site. 

(c) Proposed effective date of the relocation. 

NotE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 
1 . Amendment of section and new Notg filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

§ 10.9702. Report Regarding Foreign Place of Business. 

In the case of an application for approval to relocate a place of business 
wliich is located in a state of the United States other than the State of Cali- 
fornia or in a foreign nation, the applicant shall, not less than five business 
days before relocating such place of business, file with the Commissioner 
a report which states that the applicant has complied with all laws of such 
state or foreign nation applicable to the relocation of the place of business 
and which contains a copy of any document issued by the bank regulatory 
authority of the state or foreign nation having jurisdiction over the pro- 
posed relocation of the place of business, authorizing the applicant to re- 
locate the place of business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Resulafions (Regis- 
ter 97, No. 34). 

§ 10.9703. Expiration and Extension of Approval of 
Application. 

(a) The Commissioner's approval of an application for approval to re- 
locate a place of business shall, unless extended by the Commissioner, 
expire one year after the date of such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for approval to relocate a place of business shall con- 
tain: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of progress to date in relocating the place of business. 

(3) Proposed timetable for completing the relocation of the place of 
business. 

(4) Amount of additional time requested for completing the relocation 
of the place of business. 

(5) Statement of reasons why such additional time is required for com- 
pleting the relocation of the place of business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 1 0.9704. Certificate of Authority: Issuance and 
Expiration. 

(a) Not less than one business day before relocating a place of busi- 
ness, an applicant shall file with the Commissioner an application for the 
issuance of a certificate of authority authorizing such applicant to estab- 
lish and maintain such place of business — new site. Such application 
shall contain the following information: 

(1) Identify the place of business, giving both the address of the old site 
and the proposed address of the new site. 

(2) State the date on which the applicant proposes to relocate the place 
of business. 

(b) An applicant may relocate a place of business on or after the date 
on which the certificate of authority authorizing such applicant to estab- 
lish and maintain such place of business — new site is issued. However, 
such certificate of authority shall expire on the earlier of the following 
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dates unless the applicant shall have relocated the place of business on 
or before such date: 

( 1 ) Date on which the Commissioner' s approval of the application for 
approval to relocate the place of business expires pursuant to Section 
10.9703 of this Chapter. 

(2) Thirtieth day after the date of the issuance of the certificate of au- 
thority. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Resulations (Regis- 
ter 97, No. 34). 

§ 10.9705. Surrender of Certificate of Authority and Report 
Regarding Relocation. 
Not more than five business days after relocating a place of business, 
an applicant shall: 

(a) Surrender to the Commissioner for cancellation the certificate of 
authority authorizing the applicant to establish and maintain the place of 
business — old site. 

(b) File with the Commissioner a report containing the following in- 
formation: 

(1) Identify the place of business — new site. 

(2) State the date on which the place of business was relocated. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 546 and 
1934, Financial Code. 

History 
I . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



liscoiitinuance ©f Place of 
Business 



Subpart 1= General Provisioris 

§10.9900. Scope. 

This Part contains regulations relating to the discontinuance of a place 
of business by a subject institution. This Subpart contains general provi- 
sions relating to the discontinuance of a place of business by a subject in- 
stitution. Subpart 2 (commencing with Section 10.9925) of this Part con- 
tains regulations relating to the notice of the discontinuance of a place of 
business by a subject institution. (Subpart 3 of this Part is reserved.) Sub- 
part 4 (commencing with Section 10.9975) of this Part contains regula- 
tions relating to other matters concerning the discontinuance of a place 
of business by a subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 547, Fi- 
nancial Code. 

History 

1. Repealer of subpart 1 (section 10.9900) and section and new section filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 11343.4(d) 
(Register 97, No. 15). 

2. Repealer and new section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



Subpart 2. Notice 

§10.9925. Scope. 

This Subpart contains regulations relating to a notice by a subject insti- 
tution to discontinue a place of business. 

Note: Authority cited: Section 215, Financial Code. Reference: Section 547, Fi- 
nancial Code. 

History 

1 . Repealer of subpart 2 (sections 10.9925-10.9933) and section filed 4-7-97; op- 
erative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 97, 
No. 15). 



2. New subpart 2 (sectionsl 0.9925-10.9926) and section filed 5-6-98; operative 
6-5-98 (Register 98, No. 19). 

§10.9926. Notice. 

A notice of the discontinuance of a place of business shall be in the 
form of Department Form 25, shall contain the information called for in 
the Form and in the instructions for Form, and shall be signed as required 
in the Form and instructions. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 547, Fi- 
nancial Code. 

History 

1. Change without regulatory effecl amending section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

3. New section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9927. Additional Information. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9928. Information Regarding Business. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.9929. Information Regarding Premises, Furniture, and 
Equipment. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 10.9930. Information Regarding Public Convenience and 
Advantage. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
H343.4(d) (Register 97, No. 15). 

§ 10.9931. Information Regarding Proposed Date of 
Discontinuance. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9932. Information Regarding Purposes of Applicant. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.9933. Information Regarding Authorization of Board. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

Subpart 3. Administrative Standards and 

Procedures 

§10.9950. Scope. 

History 
1. Repealer of subpart 3 (sections 10.9950-10.9951) and section filed 4-7-97; op- 
erative 4-7-97 pursuant to Government Code secfion 1 1343.4(d) (Register 97, 
No. 15). 

§ 1 0.9951 . Public Convenience and Advantage. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

Subpart 4. Other Matters 

§10.9975. Scope. 

This Subpart contains regulations relating to other matters concerning 
the discontinuance by a subject institution of a place of business. 
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NOTE: Authority cited: Section 215, Financial Code. Reference: Section 547, Fi- 
nancial Code. 

History 

1 . Repealer of subpart 4 heading and repealer of section filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. New subpart 4 (sections 10.9975-1 0.9976) and section filed 5-6-98: operative 
6-5-98 (Register 98, No. 19). 

§10.9976. Notice. 

A subject institution shall give notice of the discontinuance of a place 
of business by posting for a period of not less than 30 days before the date 
of the discontinuance on the premises of such place of business in con- 
spicuous places visible from inside and outside such premises, a notice 
stating: 

(a) That the place of business is proposed to be discontinued. 

(b) Address of the office of the applicant to which the business of the 
place of business is proposed to be transferred. 

(c) Proposed date of the discontinuance of the place of business. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 547, Fi- 
nancial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Repealer and new section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

§ 10.9977. Expiration and Extension of Approval of 
Application. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.9978. Surrender of Certificate of Authority and Report 
Regarding Discontinuance of Place of 
Business. 

Not more than five business days after discontinuing a place of busi- 
ness, a subject institution shall: 

(a) Surrender to the Commissioner for cancellation the certificate of 
authority authorizing the subject institution to establish and maintain the 
place of business. 

(b) File with the Commissioner a report containing the following in- 
formation: 

(1) Identify the place of business. 

(2) State the date on which the place of business was discontinued. 
NOTE: Authority cited: Section 2 15, Financial Code. Reference: Sections 547 and 
1934, Financial Code. 

History 

1 . Amendment of first paragraph and subsection (a) and new Note filed 4-7-97 ; 
operative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 
97, No. 15). 

2. Change without regulatory effect amending section and Note filed 8-19-97 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 97 , No. 
34). 



Subarticle 5. Extensions of Offices 



Part 1. General Provisions 



§10.11000. Scope. 

This Subarticle contains regulations relating to extensions of offices 
of subject institutions. This Part contains general provisions relating to 
extensions of offices of subject institutions. (Parts 2 and 3 of this Subar- 
ticle are reserved.) Part 4 (commencing with Section 10.11500) of this 
Subarticle contains regulations relating to the discontinuance by a sub- 
ject institution of an extension of an office. 

NoTE: Authority cited: Section 215, Financial Code. Reference: Section 546, Fi- 
nancial Code. 



History 
1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§10.11001. Definition. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 1 0.1 1 002. Establishment and Commencement of 
Business. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Part 2o Establishment of Extension of 
Office 



Subpart 1. General Provisions 

§ 10.11100. Definition of "Applicant" and Scope. 

History 

1. Repealer of part 2 (sections 11100-11177), subpart 1 (section 10.11100) and 
section filed 4-7-97; operadve 4—7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 



Subpart 2. Application 

§10.11125. Scope. 

History 

1. Repealer of subpart 2 (sections 10. 11 125- 10.1 1135) and section filed 4-7 -97; 
operative 4-7-97 pursuant to Government Code secfion 11343.4(d) (Register 
97, No. 15). 

§ 1 0.1 1 1 26. Information Required. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 10.11127. Information Regarding Primary Office. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.11128. Information Regarding Proposed Location. 

History 
1 . Repealer filed 4-7-97; operaUve 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 1 0.1 1 1 29. Information Regarding Proposed Business. 

History 
1 . Repealer filed 4-7-97; operafi ve 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.1 1 1 30. Information Regarding Proposed Staff. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 1 0.1 1 1 31 . Information Regarding Proposed Premises, 
Furniture, and Equipment. 

History 
1 . Repealer filed 4-7-97; operafive 4—7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.11132. Information Regarding Pro Forma Financial 
statements. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 
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§ 1 0.111 33. Bnlof matDon Regarding Proposed Date of 
Establoshrnent. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
n 343.4(d) (Register 97, No. 15). 

§ 1 0.111 34. loformation. Regarding Purposes of Applicant. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343.4(d) (Register 97, No. 15). 

§ 10.11135. Onformation Regarding Authorization of Board. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 



Administrative Standards and 
Procedures 



§10.11150. Scope. 

History 
1. Repealer of subpart 3 (sections 10.1 1 150-10.11151) and section filed 4-7-97; 

operative 4-7-97 pursuant to Government Code section 1 ] 343.4(d) (Register 

97, No. 15). 

§10.11151. Same Vicinity. 

History 
] . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 ] 343.4(d) (Register 97, No. 15). 



ibpart 4c Post-Approvai IVIatters 



§10.11175. Scope. 

History 
1. Repealer of subpart 4 (sections 10.1 1 175-10.1 1 177) and section filed 4-7-97; 

operative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 

97, No. 15). 

§ 10.11176. Expiration and Extension of Approval of 



History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 1 0.1 1 1 77. Report Regarding Establishment of Extension. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Nscontinuance of Extension of 



§10.11500. Scope. 

This Part contains regulations relating to the discontinuance by a sub- 
ject institution of an extension of an office. 

§ 1 0.1 1 501 . Report Regarding Discontinuance. 

Not more than five business days after discontinuing an extension of 
an office, a subject institution shall file with the Commissioner a report 
containing the following information: 

(a) Identify the extension. 

(b) State the date on which the extension was discontinued. 

NOTE; Authority cited: Secfion 215, Financial Code. Reference: Section 1934, Fi- 
nancial Code. 



History 

1 . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, ntle 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Repealer of subsection (c) and amendment of Note filed 4-14-98; operative 
5-14-98 (Register 98, No. 16). 



Subartlcle 6. Foreign Offices of 



§10.11700. Scope. 

This Subarticle contains regulations relating to foreign offices of rep- 
resentatives of subject institutions. 

§ 1 0.1 1 701 . No Branch Banking Business. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.1 1 702. Report Regarding Establishment. 

Not more than ten business days after a foreign office of a representa- 
tive of a subject institution is established, such subject institution shall 
file with the Commissioner a report containing the following informa- 
tion: 

(a) Name and title of the representative in charge of the office. 

(b) Address of the office. 

(c) Date of establishment of the office. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1934, Fi- 
nancial Code. 

History 

1 . Repealer of subsections (b)-(b)(2), (e) and (0, subsection relettering, new sub- 
section (d) and new Note filed 4-7-97; operative 4-7-97 pursuant to Govern- 
ment Code section 11343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Repealer of subsection (d) and amendment of Note filed 4-14-98; operative 
5-14-98 (Register 98, No. 16). 

§ 1 0.1 1 703. Report Regarding Changes. 

(a) Not more than ten business days after any replacement of the repre- 
sentative in charge of a foreign office of a representative of a subject insti- 
tution, such subject institution shall file with the Commissioner a report 
containing the following information: 

(1) Name and title of the former representative in charge of the office. 

(2) Name and title of the new representative in charge of the office. 

(b) Not more than ten business days after any change in the address of 
a foreign office of a representative of a subject institution, such subject 
institution shall file with the Commissioner a report describing such 
change. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 4, Divi- 
sion 1 and Section 1934, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section ] 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-1 9-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.11 704. Report Regarding Discontinuance. 

Not more than ten business days after a foreign office of a representa- 
tive of a subject institution is discontinued, such subject institution shall 
file with the Commissioner a report containing the following informa- 
tion: 

(a) Address of the office. 

(b) Date the office was discontinued. 

Note: Authority cited: Section 215, Financial Code. Reference: Chapter 4, Divi- 
sion 1 and Section 1934, Financial Code. 

History 
1. Repealer of subsection (c) and new Note filed 4-7-97; operative 4-7-97 pur- 
suant to Government Code section 1 1343.4(d) (Register 97, No. 15). 
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2. Change without regulatory effect ainending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subarticle 7. Automated Teller Machine 
Branch Offices 



Parti. General Provisions 



§10.11800. Scope. 

This Subarticle contains regulations relating to automated teller ma- 
chine branch offices of subject institutions. This Part contains general 
provisions relating to automated teller machine branch offices of subject 
institutions. Part 2 (commencing with Section 10.11825) of this Subar- 
ticle contains regulations relating to the establishment by a subject insti- 
tution of an automated teller machine branch office pursuant to Article 
4 (commencing with Section 550) of Chapter 4 of the Banking Law. (Part 
3 of this Subarticle is reserved.) Part 4 (commencing with Section 
10.1 1850) of this Subarticle contains regulations relating to the reloca- 
tion by a subject institution of an automated teller machine branch office 
pursuant to Financial Code Section 557. Part 5 (commencing with Sec- 
tion 10.1 1 875) of this Subarticle contains regulations relating to the dis- 
continuance by a subject institution of an automated teller machine 
branch office pursuant to Financial Code Section 558. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 550, 
551 , 552, 557, 558 and 559, Financial Code. 

History 

1 . New subarticle 7 (pails 1,2,4 and 5), part 1 (section 1 0. 1 1 800), and section filed 
5-6-98; operative 6-5-98 (Register 98, No. 19). 



Part 2. 



Establishment of Automated Teller 
Machine Branch Office 



§10.11825. Scope. 

This Part contains regulations relating to the establishment by a sub- 
ject institution of an automated teller machine branch office. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 551 and 
552, Financial Code. 

History 

1. New part 2 (sections 10.11 825-10.11 826) and section filed 5-6-98; operative 
6-5-98 (Register 98, No. 19). 

§10.11826. Notice. 

A notice to establish an automated teller machine branch office shall 
be in the form of Department Form 25, shall contain the information 
called for in the Form and in the instructions for the Form, and shall be 
signed as required in the Form and the instructions. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 552, Fi- 
nancial Code. 

History 

1. New section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



Part 4. 



Relocation of Automated Teller 
Machine Branch Office 



§10.11850. Scope. 

This Part contains regulations relating to the relocation by a subject in- 
stitution of an automated teller machine branch office from one location 
to another in the same vicinity. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 557, Fi- 
nancial Code. 

History 
1. New part 4 (sections 10.11850-10.1 1851) and section filed 5-6-98; operafive 
6-5-98 (Register 98, No. 19). 



§10.11851. Notice. 

A notice to relocate an automated teller machine branch office shall 
be in the form of Department Form 25, shall contain the information 
called for in the Form and in the instructions for the Form, and shall be 
signed as required in the Form and the instructions. 
NOTE: Authority cited: Secfion 215, Financial Code. Reference: Section 557. Fi- 
nancial Code. 

History 
1. New section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



Part 5. 



Discontinuance of Automated Teller 
Machine Branch Office 



§10.11875. Scope. 

This Part contains regulations relating to the discontinuance by a sub- 
ject institution of an automated teller machine branch office. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Secfion 558. Fi- 
nancial Code. 

History 
1. New part 5 (secfions 10.1 1875-10.11876) and section filed 5-6-98; operative 
6-5-98 (Register 98, No. 19). 

§10.11876. Notice. 

A notice to discontinue an automated teller machine branch office 
shall be in the forin of Department Form 25, shall contain the information 
called for in the Form and in the instmctions for the Form, and shall be 
signed as required in the Form and the instructions. 
NOTE: Authority cited: Secfion 215, Financial Code. Reference: Secfion 558, Fi- 
nancial Code. 

History 
1 . New section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 



Article 6. California State Offices of 
Foreign (Other Nation) Banks 



Subarticle 1. General Provisions 

§10.13000. Scope. 

This Article contains regulations relating to California state offices of 
foreign (other nation) banks. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 1 3.5, Di- 
vision 1, Financial Code. 

History 

1. Repealer of Article 6 (Secfions 10.13000-10.20478, not consecufive) and new 
Article 6 (Secfions 10.13000-10.16227, not consecufive) filed 10-15-81 as an 
emergency; effective upon filing (Register 81, No. 44). A Certificate of Com- 
pHance must be transmitted to OAL within 120 days or emergency language 
will be repealed on 2-12-82. For prior history, see Registers 80, No. 43: 80, No. 
34; 80, No. 26; 80, No. 24; 80, No. 1 1; 79, No. 26; 79, No. 20; 79, No. 15; 79, 
No. 13; and 79, No. 2. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

3. Amendment of article heading and secfion filed 4-14-98; operafive 5-14-98 
(Register 98, No. 16). 

§10.13001. Definitions. 

In this Article: 

(a) "Approved but unopened," when used with respect to a California 
state office of a foreign (other nation) bank, means an office for which 
an application for approval to establish has been filed with and approved 
by the Commissioner but which has not yet been established. 

(b) "Domiciliary bank" means: 

(1) When used with respect to a foreign nation (other than a territory 
of the United States), a bank which is organized under the laws of such 
foreign nation. 

(2) When used with respect to a territory of the United States, a bank 
which is organized under the laws of such territory or a national bank 
which maintains its head office in the territory. 



Page 78 



Register 98, No. 19; 5-8-98 



Title 10 



Commissioner of Financial Institutions 



• 



(3) When used with respect to a state of the United States, a state bank 
which is organized under the laws of such state or a national bank which 
maintains its head office in the state. 

(c) "Domiciliary jurisdiction" means: 

(1) When used with respect to a bank which is organized under the 
laws of a foreign nation, such foreign nation. 

(2) When used with respect to a bank which is organized under the 
laws of a state of the United States, such state. 

(3) When u.sed with respect to a foreign (other nation) bank which is 
a national bank, the United States. 

(d) "Executive officer," when used with respect to a foreign (other na- 
tion) bank or a controlling person of a foreign (other nation) bank, has the 
meaning set forth in Financial Code Section 1700(f). 

(e) "Non-domiciliary bank" means any bank other than a domiciliary 
bank. 

(f) "Popular name," when used with respect to a California state office 
of a foreign bank, means the designation assigned to such office by such 
bank pursuant to Financial Code Section 1713. 

(g) "Proposed," when used with respect to a California state office of 
a foreign (other nation) bank, means an office for which an application 
for approval to establish has been filed with the Commissioner but which 
has not yet been established. 

(h) "Reporting company (Bank Holding Company Act)" means a per- 
son (other than an individual) which is required to file reports with the 
Board of Governors of the Federal Reserve System pursuant to Section 
225.5 of Regulation Y of the Board (12 C.F.R. Section 225.5) and which 
has filed all reports so required to be filed for the last three years (or, if 
the person was subject to such requirements for less than the last three 



years, for such lesser period). 

(i) "Reporting company (Securities Exchange Act)" means a person 
(other than an individual) which is required to file reports with, or to fur- 
nish reports to, a federal agency pursuant to Section 13 or 15(d) of the 
Securities Exchange Act of 1 934 and which has filed or furnished all re- 
ports so required to be filed or furnished for the last three years (or, if the 
person was subject to such requirements for less than the last three years, 
for such lesser period). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1700. 
1713, 1726, 1753 and 1761, Financial Code. 

History 

1. Amendment of subsection (i) filed 3-12-82; effective thirtieth day thereafter 
(Register 82, No. II). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsection (a), repealer of subsection(b), subsection releuering, 
amendment of newly desienated subsections (c)(3). (d) and (g), and amendment 
of N0T1£ filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§10.13002. Financial Statement 

Whenever tliis Article requires that a financial statement of a foreign 
(other nation) bank or of any other person domiciled in a foreign nation 
be filed with the Commissioner, in case the local accounting practices in 
the place where such bank or other person is domiciled are materially dif- 
ferent from generally accepted principles in the United States, such finan- 
cial statement shall be prepared either in accordance with such local ac- 
counting practices or in accordance with generally accepted accounting 
principles in the United States; and, if the financial statement is prepared 
in accordance with local accounting practices, it shall be accompanied by 
a description of the principal differences between the local accounting 
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practices and generally accepted accounting principles in the United 

States. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 118 and 

Chapter 13.5, Division 1, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 3003. Identflf ication of Office. 

Whenever this Article requires that a California state office of a for- 
eign (other nation) bank be identified, the following information shall be 
furnished with respect to such office: 

(a) Address of the office. 

(b) Class of the office, as specified in Financial Code Section 1701. 

(c) Popular name of the office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1705, Financial Code. 

History 
1. Amendment of first paragraph and Note filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 



Reoresentativ© Offices 



Part 1o General Provisions 

§10.13100. Scope. 

This Subarticle contains regulations relating to California state repre- 
sentative offices of foreign (other nation) banks. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 1 3.5, Di- 
vision 1, Financial Code. 

History 
1. Amendment filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



Establishment ©f Representative 



General Provisions 



§ 10.13200. DefinitBon of "AppBicant" and Scope. 

(a) In this Part, "applicant" means a foreign (other nafion) bank which 
applies to the Commissioner for approval to establish a California state 
representauve office. 

(b) This Part contains regulations relating to the establishment of a 
California state representative office pursuant to Financial Code Section 
1726. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1726, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
secnon 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. Amendment of subsection (a) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 



Subpart 2o Application 

§10.13225. Scope. 

This Subpart contains regulations relafing to an applicafion for ap- 
proval to establish a California state representative office. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1726, Financial Code. 

§ 1 0.1 3226. incBuded Application. 

An application for approval to establish a California state representa- 
tive office which proposes that the applicant establish such office in tem- 
porary quarters and subsequently relocate the office to permanent quar- 
ters shall, unless otherwise provided in such application, be deemed to 



include an application for approval to relocate pursuant to Financial 
Code Section 1727. Approval to establish a California state representa- 
tive office in such a case shall, unless otherwise provided, be deemed to 
include approval to relocate the office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703, 
1726, and 1727, Financial Code. 

History 
1. Certificate of Compliance including amendment transmitted to OAL 2-1 1-82 
and filed 3-12-82 (Register 82. No. 11). 

§10.13227. Contents. 

An application for approval to establish a California state representa- 
tive office shall contain a copy of the applicant's application to the Board 
of Governors of the Federal Reserve System requesting approval of the 
Board of Governors to establish the California state representative office. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1726, Financial Code. 

History 
1. Amendment of section heading and section filed 4-14-98; operative 5-14-98 

(Register 98, No. 16). 

§10.13228. Amendment. 

Whenever an applicant files with the Board of Governors of the Feder- 
al Reserve System an amendment of its application requesting approval 
of the Board of Governors to establish a California state representative 
office, the applicant shall concurrently file a copy of the amendment with 
the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1726, Financial Code. 

History 
1. Amendment filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



Subpart 4. Post-Approval Matters 

§10.13275. Scope. 

This Subpart contains regulations relating to matters after an applica- 
tion for approval to establish a California state representative office is ap- 
proved by the Commissioner. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Chapter 13.5, Di- 
vision 1, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
secnon 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 3276. Time of Compliance. 

An applicant may, if it wishes, comply with the provisions of Section 
10.13278 of this Chapter before its application for approval to establish 
a California state representative office is approved by the Commissioner. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Chapter 1 3.5, Di- 
vision 1, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1 , California Code of Regulations (Register 97, No. 34). 

§10.13277. IVIanager. 

(a) In case an application for approval to establish a California state 
representative office, as approved by the Commissioner, does not desig- 
nate the proposed manager of the representative office, the approval of 
such appHcation shall be deemed to be subject to a condition that the 
applicant shall not establish the representative office unless the proposed 
manager shall have first been approved by the Commissioner. 

(b) In a case of the type described in Subdivision (a) of this Section, 
not less than 30 days before the license for the representative office is to 
be issued, the applicant shall file with the Commissioner an application 
for approval of the proposed manager of the representative office. Such 
application shall contain such information regarding the proposed man- 
ager as is called for in an application to the Board of Governors of the 
Federal Reserve System requesting approval of the Board of Governors 
to establish a representative office. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1726, Financial Code. 
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History 

1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. Amendment of subsection (b) filed 4-14-98; operative 5-14-98 (Reaister 98, 
No. 16). 

§ 10.13278. Appointment of Commissioner as Attorney for 
Service of Process. 

Not less than five business days before the license for a California state 
representative office is to be issued, the applicant shall, unless it has al- 
ready done so. file with the Commissioner: 

(a) Appointment of Commissioner of Financial Institutions as Attor- 
ney for Service of Process, in the form of Department Form 75, com- 
pleted and signed in accordance with the instructions for such Form. 

(b) Copy of a resolution of the board of the applicant, authorizing the 
signing of the Appointment called for in Subdivision (a) of this Section. 
Such copy of the resolution of the board of the applicant shall be certified 
by an officer of the appHcant who is assigned to the head office of the 
applicant and who is not proposed to be assigned to the representative of- 
fice, and the signature of such officer on such certification shall be ac- 
knowledged. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1710 
and 1726, Financial Code. 

History 

1. Change without regulatory effect amending section heading and section filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97. No. 34). 

§ 10.13279. Expiration and Extension of Approval of 
Application. 

(a) The Commissioner's approval of an application for approval to es- 
tablish a California state representative office shall, unless extended by 
the Commissioner, expire six months after the date of such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for approval to establish a California state representa- 
tive office shall contain the following information: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of progress to date in establishing the representative 
office. 

(3) Proposed timetable for completing the establishing of the represen- 
tative office. 

(4) Amount of additional time requested for completing the establish- 
ment of the representative office. 

(5) Statement of reasons why such additional time is required for com- 
pleting the establishment of the representative office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1726, Financial Code. 

History 
1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.13280. Issuance and Expiration of License. 

(a) Not less than two business days before the license for a California 
state representative office is to be issued, the applicant shall file with the 
Commissioner an application for the issuance of such license. Such 
application shall contain the following information: 

(1) Identify the representative office. 

(2) State the date on which the applicant proposes to establish the rep- 
resentative office. 

(b) An applicant may establish a California state representative office 
on or after the date on which the license for such representative office is 
issued. However, such license shall expire on the earlier of the following 
dates unless the applicant shall have established the representative office 
on or before such date: 

(1) Date on which the Commissioner's approval of the application for 
approval to establish the representative office expires pursuant to Section 
10.13279 of this Chapter. 

(2) Thirtieth day after the date of the issuance of the license. 



NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Section 1 726, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect aniending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 3281 . Report Regarding Establishment of 
Representative Office. 

Not more than five business days after establishing a California state 
representative office, an applicant shall file with the Commissioner a re- 
port containing the following information: 

(a) Identify the representative office. 

(b) State the date on which the representative office was established. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Secfions 1705 
and 1726, Financial Code. 

History 

1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, ntle 1, California Code of Regulations (Register 97, No. 34). 



Subarticie 3. Agencies and Branch Offices 



Part 1. General Provisions 

§10.14000. Scope. 

This Subarticie contains regulations relating to California state agen- 
cies and branch offices of foreign (other nation) banks. 
NOTE; Authority cited: Secfion 21 5, Financial Code. Reference: Chapter 13.5, Di- 
vision 1, Financial Code. 



Part 2. 



Establishment of Agency or Branch 
Office 



Subpart 1. General Provisions 

§ 1 0.1 41 00. Definitions of "Applicant" and "Subject Office" 
and Scope. 

(a) In this Part: 

(1) "Applicant" means a foreign (other nation) bank which applies to 
the Commissioner for approval to establish a California state agency or 
branch office. 

(2) "Subject office" means the California state agency or branch office 
which an applicant proposes to establish. 

(b) This Part contains regulations relating to the establishment of a 
subject office pursuant to Financial Code Section 1753. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1753, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subpart 2. Application 

§10.14125. Scope. 

This Subpart contains regulations relating to an application for ap- 
proval to establish a subject office. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1753, Financial Code. 

§ 1 0.1 41 26. Included Application. 

An application for approval to establish a subject office which pro- 
poses that the applicant establish such office in temporary quarters and 
subsequently relocate the office to permanent quarters shall, unless 
otherwise provided in such application, be deemed to include an applica- 
tion for approval to relocate pursuant to Financial Code Section 1754. 
Approval to establish a subject office in such a case shall, unless other- 
wise provided, be deemed to include approval to relocate the office. 
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NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703, 
1753, and 1754, Financial Code. 

History 
1. Certificate of Compliance including amendment transmitted to OAL 2-11-82 
and filed 3-12-82 (Register 82, No. 11). 

§10.14127. Form. 

An application for approval to establish a subject office shall contain 
a copy of the applicant's application to the Board of Governors of the 
Federal Reserve System requesting approval of the Board of Governors 
to establish a subject office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1753, Financial Code. 

History 

1 . Amendment filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§10.14128. Amendment 

Whenever an applicant files with the Board of Governors of the Feder- 
al Reserve System an amendment of its application requesting approval 
of the Board of Governors to establish a subject office, the applicant shall 
concurrently file a copy of the amendment with the Commissioner. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1753, Financial Code. 

History 

1. Certificate of Compliance including amendment of NOTE transmitted to OAL 
2-1 1-82 and filed 3-12-82 (Register 82, No. 11). 

2. Amendment filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



Sobpart 4= P©st=Approvai Matters 

§10.14175. Scope. 

This Subpart contains regulations relating to matters after an applica- 
tion for approval to establish a subject office is approved by the Superin- 
tendent. 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Chapter 1 3.5, Di- 
vision 1, Financial Code. 

§ 1 0.1 41 76. Mon-AppiJcaboSBty of Certain Provisions. 

No provision of Sections 10.14179 to 10.14185 inclusive, of this 
Chapter applies to an applicant which already maintains one or more sub- 
ject offices and which has already complied with such provision. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1753, Financial Code. 

§10.14177. Time of Compliance. 

An applicant may, if it wishes, comply with the provisions of Sections 
1 0. 141 79 to 1 0. 1 41 84, inclusi ve, before its application for approval to es- 
tablish a California state representative office is approved by the Com- 
missioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 1 3.5, Di- 
vision 1, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
secfion 100, title 1, California Code of Regulations (Register 97, No. 34). 

§10.14178. Manager. 

(a) In case an application for approval to establish a subject office, as 
approved by the Commissioner, does not designate the proposed manag- 
er of the subject office, the approval of such application shall be deemed 
to be subject to a condition that the applicant shall not estabhsh the sub- 
ject office unless the proposed manager shall have first been approved by 
the Commissioner. 

(b) In a case of the type described in Subdivision (a) of this Section, 
not less than 30 days before the license for the subject office is to be is- 
sued, the applicant shall file with the Commissioner an application for 
approval of the proposed manager of the subject office. Such application 
shall contain such information regarding the proposed manager as is 
called for in an application to the Board of Governors of the Federal Re- 
serve System requesting approval of the Board of Governors to establish 
a subject office. 



NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1753, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. Amendment of subsection (b) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§ 1 0.1 41 79. Certificate of Good Standing. 

Except as otherwise provided in Section 10.141 76 of this Chapter, not 
less than five business days before the license for a subject office is to be 
issued, the applicant shall file with the Commissioner a Certificate of 
Good Standing — Foreign Corporation issued by the Secretary of State of 
the State of California, certifying that the applicant has qualified to trans- 
act intrastate business in the State of California and is in good corporate 
standing under the laws of the State of California. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1751 
and 1753, Financial Code. 

History 

1. Certificate of Compliance including amendment transmitted to OAL 2-1 1-82 
and filed 3-12-82 (Register 82, No. 11). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 41 80. Appointment of Commissioner as Attorney for 
Service of Process. 

Except as otherwise provided in Section 10.14176 of this Chapter, not 
less than five business days before the license for a subject office is to be 
issued, the apphcant shall file with the Commissioner: 

(a) Appointment of Commissioner of Financial Institutions as Attor- 
ney for Service of Process in the form of Department Form 85, completed 
and signed in accordance with the instructions for such Form. 

(b) Copy of a resolution of the board of the applicant, authorizing the 
signing of the Appointment called for in Subdivision (a) of this Section. 
Such copy of the resolution of the board of the applicant shall be certified 
by an officer of the applicant who is assigned to the head office of the 
applicant and who is not proposed to be assigned to the subject office, and 
the signature of such officer on such certification shall be acknowledged. 
NdtE: Authority cited: Section 215, Financial Code. Reference: Sections 1710 
and 1753, Financial Code. 

History 

1 . Change without regulatory effect amending section heading and section filed 
8-1 9-97 pursuant to section 100,fitle 1, California Code of Regulafions (Regis- 
ter 97, No. 34). 

§ 1 0.1 41 81 . Non-Reserve Depositaries. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 763, 
1753, and 1756, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.14182. Bond and Other Insurance Policies. 

Except as otherwise provided in Section 10.14176 of this Chapter, not 
less than five business days before the license for a subject office is to be 
issued, the applicant shall: 

(a) Obtain a banker's blanket bond which is applicable to the subject 
office and satisfactory in form and content to the Commissioner and file 
with the Commissioner a report containing (1) a copy of such bond and 
(2) a letter addressed to the Commissioner signed by the insurer named 
in the bond or by an agent of such insurer, confirming that such copy is 
a true and correct copy of the bond and that the bond is currently in force 
with respect to the subject office. 

(b) Obtain such other insurance policies as may be appropriate and 
necessary for the subject office and file with the Commissioner a report 
containing: 

(1) Table showing, with respect to each insurance policy (other than 
the banker's blanket bond called for in Subdivision (a) of this Secfion) 
which is applicable to the subject office: 

(A) Name and address of insurer. 

(B) Summary of terms of policy. 
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(C) Policy limit. 

(D) Deductible amount. 

(2) Letter addressed to the Commissioner signed by the insurer under 
each insurance policy referred to in the table called lor in Paragraph (1) 
of this Subdivision (b) or by an agent of such insurer, confirming that the 
information in such table with respect to the insurer's insurance policy 
is true and correct and that the insurance policy is currently in force with 
respect to the subject office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1705 
and 1753, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§10.14183. Agreement. 

(a) Except as otherwise provided in Section 1 0. 1 4 1 76 of this Chapter, 
not less than five business days before the license for a subject office is 
to be issued, the applicant shall file with the Commissioner: 

(1) Agreement of the applicant, agreeing, in consideration of the is- 
suance of the license, as follows: 

(A) That any bank regulatory agency having information or records re- 
garding the applicant, including any bank regulatory agency of the domi- 
ciliary jurisdiction of the applicant, of the United Stales, of any state of 
the United States, or of any foreign nation, may furnish to the Commis- 
sioner such information, and permit him to inspect and copy such re- 
cords, as the Commissioner may request from time to time. 

(B) That, in case any violation of law relating to the business of the 
applicant in the State of California is committed oris suspected of having 
been committed by an individual who was, at the time of such violation 
or suspected violation, an officer or employee of the applicant, the appli- 
cant, so long as it maintains a California state office, will, if the Commis- 
sioner requests that it do so and except to the extent that it is prohibited 
from doing so by the laws of its domiciliary jurisdiction, use its best ef- 
forts to 

(i) assist any proper authorities of the United States, of the State of Cal- 
ifornia, or of any political subdivision of the State of California to gain 
access to such individual, 

(ii) assist any such authorities to obtain information which may relate, 
directly or indirectly, to such violation or suspected violation, and 

(iii) otherwise cooperate with any such authorities in enforcing the 
laws of the United States, of the State of California, and of political subdi- 
visions of the State of California pertaining to such violation or suspected 
violation. 

(C) That an amendment or revocation of the agreement shall be effec- 
tive unless such revocation or amendment shall have first been approved 
in writing by the Commissioner. 

(D) That any failure by the applicant to comply with any provision of 
the agreement shall, for purposes of the provisions of Article 5 (com- 
mencing with Section 1780), Chapter 13.5, Division 1 of, and Sections 
1912 and 1913 of, the Financial Code, as such provisions may be 
amended from time to time, or any statutes of similar import which may 
be enacted from time to time, be deemed to be a violation of a law of the 
State of California and of an order issued under Division 1 (commencing 
with Section 99) of the Financial Code. 

(2) Copy of a resolution of the board of the applicant, authorizing the 
applicant to make the agreement called for in Paragraph (1) of this Subdi- 
vision (a). 

(b)(1) The agreement called for in Paragraph (1) of Subdivision (a) of 
this Section shall be signed in the name of the applicant by an officer of 
the applicant who is assigned to the head office of the applicant and is not 
proposed to be assigned to the subject office, and the signature of the 
applicant on the agreement shall be acknowledged. 

(2) The copy of the resolution of the board of the applicant called for 
in Paragraph (2) of Subdivision (a) of this Section shall be certified by 
an officer of the applicant who is assigned to the head office of the appli- 



cant and who is not proposed to be assigned to the subject office, and the 
signature of such officer on such certification shall be acknowledged. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1705, 
1753, 1780. 1781, 1782, 1785, 1900, 1912 and 1913, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. Amendment of subsection (b)(1) and Note filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 

§ 1 0.1 41 84. Agreement — Limited Branch Office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1705 
and 1753, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.1 41 85. Deposit of Eligible Assets. 

(a) The definitions set forth in Section 10.16001 and the instructions 
set forth in 10.16002 apply to this Section. 

(b) Except as otherwise provided in Section 10.14176 of this Chapter, 
not less than two business days before the license for a subject office is 
to be issued, the applicant shall deposit eligible assets with its approved 
depository in accordance with Financial Code Section 1761 and Part 10 
(commencing with Section 10.16000) of this Subarticle, and such ap- 
proved depository shall file with the Commissioner a report which is ver- 
ified by an officer of the approved depository and which contains the fol- 
lowing information: 

(1) Describe each eligible asset in the pledge deposit. 

(2) State the total value of the eligible assets in the pledge deposit. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1753 
and 1761, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
secfion 100, title 1, CaHfomia Code of Regulations (Register 97, No. 34). 

2. Amendment of subsection (b) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§ 10.14186. Expiration and Extension of Approval of 
Application. 

(a) The Commissioner's approval of an appUcation for approval to es- 
tablish a subject office shall, unless extended by the Commissioner, ex- 
pire six months after the date of such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for approval to establish a subject office shall contain 
the following information: 

(1) Date on which the time for establishing the subject office is sched- 
uled to expire. 

(2) Description of progress to date in completing the establishment of 
the subject office. 

(3) Proposed timetable for completing the establishment of the subject 
office. 

(4) Amount of additional time requested for completing the establish- 
ment of the subject office. 

(5) Statement of reasons why such additional time is required for com- 
pleting the establishment of the subject office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1753, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.14187. Issuance and Expiration of License. 

(a) Not less than two business days before the license for a subject of- 
fice is to be issued, the applicant shall file with the Commissioner an 
application for the issuance of such license. Such application shall con- 
tain the following information: 

(1) Identify the subject office. 

(2) State the date on which the applicant proposes to estabUsh the sub- 
ject office. 

(b) An applicant may establish a subject office on or after the date on 
which the license for such subject office is issued. However, such license 
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shall expire on the earlier of the following dates unless the applicant shall 
have established the subject office on or before such date: 

(1) Date on which the Commissioner's approval of the application for 
approval to establish the branch office expires pursuant to Section 
10.14186 of this Chapter. 

(2) Thirtieth day after the dale of the issuance of the license. 
NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 1753, Fi- 
nancial Code. 

History 

I . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.141188. RepoDt Regarding Establishment of Subject 
Office. 
Not more than five business days after establishing a subject office, an 
applicant shall file with the Commissioner a report containing the follow- 
ing information: 

(a) Identify the subject office. 

(b) State the date on which the subject office was established. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1705 
and 1753, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



4o Bysiness and Operations — GeneraB 



Subpart 1o General Provisions 

§10.14700. Scope. 

This Part contains regulations relating to the business and operations 
of various types of California state agencies and branch offices of foreign 
(other nation) banks. (For regulations relating to the business and opera- 
tions of specific types of California state agencies and branch offices of 
foreign (other nation) banks, refer to the appropriate part of this Subar- 
ticle.) 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 1 3.5, Di- 
vision 1, Financial Code. 

§10.14701. Business Hours. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 1 3.5, Di- 
vision 1, Financial Code; Section 3123, Cormnercial Code. 

History 

1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



subpart 



Books, AecountS; and Other 

Records 



§ 10.14725. Definitions of "Subject institution" and 
"Subject Office" and Scope. 

(a) In this Subpart: 

(1) "Subject institution" means a foreign (other nation) bank which 
maintains one or more California state agencies or branch offices. 

(2) "Subject office" means any California state agency or branch of- 
fice of a subject institution. 

(b) This Subpart contains regulations relating to the books, accounts, 
and other records of subject offices of subject institutions. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1706, Fi- 
nancial Code. 

§ 10.1472S. General Requirements. 

(a) A subject institution shall make and keep such books and accounts 
relating to the business of its subject offices in such form and in such 
manner as is in accordance with generally accepted accounting princi- 
ples. 

(b) A subject institution shall make and keep other records relating to 
the business of its subject offices in such form and in such manner as is 



customary in the transacfion of commercial banking business in the State 
of California and as is necessary to enable the Commissioner to examine 
such subject offices. 

(c) A subject institution shall pre.serve the books, accounts, and other 
records relating to the business of its subject offices for such time as is 
customary in the transaction of commercial banking business in the State 
of California and as is necessary to enable the Commissioner to examine 
such subject offices. 

(d) Other provisions of this Chapter which require a subject institution 
to make, keep, or preserve books, accounts, or other records shall be con- 
strued, not as any limitation of or exception from the provisions of Subdi- 
vision (a), (b), or (c) of this Section, but rather as in addition to such provi- 
sions. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1 706, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. Amendment of subsection (a) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§ 1 0.1 4727. Books and Accounts of Transactions. 

A subject institution shall make and keep books and accounts for each 
of its subject offices which accurately reflect the transactions of such of- 
fice on a daily basis. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 706,Fi- 
nancial Code. 

§ 10.14728. Separate Books and Accounts. 

A subject institution shall make and keep the books and accounts for 
its subject offices separate and apart from the books and accounts for the 
other offices of such subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1706, Fi- 
nancial Code. 

§10.14729. Language. 

A subject insutution shall make and keep the books, accounts, and oth- 
er financial records for its subject offices in English. However, a subject 
insfitution may make and keep the books, accounts, and other financial 
records for its subject offices in a language other than Enghsh if it makes 
and keeps EngUsh translations of such books, accounts, and other finan- 
cial records. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1706, Fi- 
nancial Code. 

§ 1 0.1 4730. Place for Books, Accounts, and Other 
Records — Blanket Approval. 

Pursuant to Financial Code Section 1706, approval is granted for 
books, accounts, and other records relating to the business of a subject 
office of a subject institution to be made, kept, and preserved at a place 
other than such office, as follows: 

(a) In case a subject institution maintains two or more subject offices, 
books, accounts and other records relating to the business of any office 
other than the primary office may be made, kept, and preserved at the pri- 
mary office. 

(b) A subject institution may have a person which provides data pro- 
cessing services make, keep, and preserve books, accounts, and other re- 
cords relafing to the business of its subject offices, provided that, unless 
such person is a California state bank, the person shall file with the Com- 
missioner an agreement that its performance of data processing services 
and the making, keeping, and preserving of such books, accounts, and 
other records shall be subject to regulation and examination by the Com- 
missioner to the same extent as if the services were being performed and 
the books, accounts, and other records made, kept, and preserved by the 
subject institution itself at its subject offices. 

(c) A subject institution may have any responsible storage facility 
within the United States preserve any books, accounts, and other records 
relating to the business of its subject offices which are not needed for the 
transaction of current business, provided that, whenever ordered to do so 
by the Commissioner, such subject institution shall at its own expense 
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transfer such books, accounts, and other records to such of its subject of- 
fices or to such other place within the State of California as may be speci- 
fied in the Commissioner's order. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1706, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subpart 3. Credit Balances 



§ 10.14750. Definitions of "Subject Institution" and 
"Subject Office" and Scope. 

(a) In this Subpart: 

(1) "Subject institution" means a foreign (other nation) bank which 
maintains one or more California state agencies, limited branch offices, 
or wholesale branch offices. 

(2) "Subject office" means any California state agency, limited branch 
office, or wholesale branch office of a subject institution. 

(b) This Subpart contains regulations relating to credit balances at sub- 
ject offices of subject institutions. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 755, Fi- 
nancial Code. 

§ 1 0.1 4751 . General Restrictions. 

No subject institution shall maintain any credit balance at a subject of- 
fice other than a credit balance which: 

(a) Is incidental to or arises out of the transaction of such commercial 
banking business as the subject institution may lawfully transact at the 
subject office; 

(b) Is to serve a specific purpose; and 

(c) Is withdrawn within a reasonable period of time after such specific 

purpose has been accomplished. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1755, Fi- 
nancial Code. 

§10.14752. Solicitation. 

No subject institution shall solicit credit balances for a subject office 

from the general public. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1755, Fi- 
nancial Code. 

§10.14753. Withdrawal. 

No subject institution shall cause or permit a customer to withdraw 
funds from a credit balance at a subject office by means of a draft, check, 
or similar instrument for the transmission of money except for the pur- 
pose of transferring such funds to a deposit account of such customer. 
NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 1755, Fi- 
nancial Code. 



§ 10.14776. References to Federal Deposit Insurance 
Corporation. 

Whenever a provision of this Subpart requires that a notice refer to the 
Federal Deposit Insurance Corporation, such notice may refer to the Fed- 
eral Deposit Insurance Corporation as the "FDIC." 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1758, Fi- 
nancial Code. 

History 

1 . Certificate of Compliance including amendment of NOTF transmitted to OAL 
2-1 1-82 and filed 3-12-82 (Register 82, No. 11). 

§10.14777. Language. 

A notice required by this Subpart shall be set forth in English; and, in 
case such notice is contained in a document which is in a language other 
than EngUsh, the notice shall, in addifion, be set forth in such other lan- 
guage. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1758, Fi- 
nancial Code. 

History 
1 . Certificate of Compliance including amendment of NOTE transmitted to OAL 

2-11-82 and filed 3-12-82 (Register 82, No. 11). 

§ 10.14778. Teller Windows. 

A subject institution shall display conspicuously at each window or 
other place where it usually accepts deposits in each of its subject offices 
a notice stating, in substance, that deposits at such office are not insured 
by the Federal Deposit Insurance Corporation. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1758, Fi- 
nancial Code. 

§ 1 0.1 4779. Deposit Documents. 

(a) A subject insdtution shall set forth conspicuously on the face side 
or facing page, as the case may be, of each signature card and any other 
contract for a deposit at its subject offices and of each passbook, certifi- 
cate, or other document which evidences, or constitutes a receipt for, a 
deposit at its subject offices a notice stating, in substance, that such de- 
posit is not insured by the Federal Deposit Insurance Corporation. 

(b) Subdivision (a) of this Section shall not be deemed to require that 
a subject institution set forth on any negofiable certificate of deposit in 
the sum of $100,000 or more a notice that such deposit is not insured by 
the Federal Deposit Insurance Corporation, provided that such subject 
institution gives the depositor at or before the time when the deposit is 
made a written nofice stating, in substance, that the deposit is not insured 
by the Federal Deposit Insurance Corporation. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 1758, Fi- 
nancial Code. 

History 

1. New subsection (b) filed 3-12-82; effective thirtieth day thereafter (Register 
82, No. 11). 

Subpart 5. Interest on Deposits and 
Related Matters 



Subpart 4. Notice of Non-Insurance 



§ 10.14775. Definitions of "Subject Institution" and 
"Subject Office" and Scope. 

(a) In this Subpart: 

(1) "Subject institution" means a foreign (other nafion) bank which 
maintains one or more California state depositary agencies, limited 
branch offices, or wholesale branch offices. 

(2) "Subject office" means any California state depositary agency, 
limited branch office, or wholesale branch office of a subject institution. 

(b) This Subpart contains regulations relating to the notice which a 

subject insfitufion is required to give under Financial Code Section 1758. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1758, Fi- 
nancial Code. 



§ 10.14800. Definitions of "Subject Institution" and 
"Subject Office" and Scope. 

(a) In this Subpart: 

(1) "Subject institution" means a foreign (other nafion) bank which 
maintains one or more California state agencies, limited branch offices, 
or wholesale branch offices that are not subject to Regulation Q of the 
Board of Governors of the Federal Reserve System (12 C.F.R. Part 217), 
or Part 329 of the regulations of the Federal Deposit Insurance Corpora- 
tion (12 C.F.R. Part 329). 

(2) "Subject office" means any California state agency, limited branch 
office, or wholesale branch office of a subject insfitufion. 

(b) This Part contains regulafions relafing to the interest that a subject 
institution may pay on deposits at its subject offices and related matters. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1759, Fi- 
nancial Code. 
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History 

1 . Amendment of subsection (a)( 1 ) filed 3-1 2-82; effective thirtieth day thereafter 
(Register 82, No. II). 

2. Amendment of subsection (a)(1) filed 5-5-86 as an emergency; effective upon 
filing (Register 86, No. 19). A Certificate of Compliance must be transmitted 
to OAL within 120 days or emergency language will be repealed on 9-2-86. 

3. Certificate of Compliance transmitted to OAL 8-28-86 and filed 9-23-86 
(Register 86, No. 39). 

§ 1 0.1 4801 . Other Def enitoons. 

In this Subpart, "deposit" has the meaning set forth in Section 204.2(a) 
of Regulation D of the Board of Governors of the Federal Reserve Sys- 
tem (12 C.F.R. Section 204.2(a)). However, "deposit" does not include 
any liability of the type described in Section 204.2(a)(l)(v) of Regulation 
D (12 C.F.R. Section 204.2(a)(l)(v)). 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1759, Fi- 
nancial Code. 

History 

1 . Amendment filed 5-5-86 as an emergency; effective upon filing (Register 86, 
No. 19). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 9-2-86. 

2. Certificate of Compliance transmitted to OAL 8-28-86 and filed 9-23-86 
(Register 86, No. 39). 

§ 10.14802. Compliance with Federal Regulations. 

A subject institution shall, with respect to deposits at its subject of- 
fices, comply with Regulation Q of the Board of Governors of the Federal 
Reserve System (12 C.F.R. Part 217) as in effect on April 1, 1986 to the 
same extent and in the same manner as if such subject institution were a 
California state member commercial bank. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1759, Fi- 
nancial Code. 

History 

1. Amendment filed 1-18-83 as an emergency; effective upon filing (Register 83, 
No. 4). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 5-1 8-83. For prior history, see 
Register82, No. 51. 

2. Editorial correcfion of History NOTE No. 3 (Register 83, No. 24). 

3. Reinstatement of section as it existed prior to emergency amendment filed 
1-18-83 by operation of Government Code, Section 1 1346.1(f) (Register 83, 
No. 24). 

4. Amendment filed 6-7-83 as an emergency; effective upon filing (Register 83, 
No. 24). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 10-5-83. 

5. Amendment filed 10-4-83 as an emergency; effecfive upon filing (Register 83, 
No. 41). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-1-84. 

6. Amendment filed 12-30-83 as an emergency; effective upon filing (Register 
83, No. 53). A Certificate of Compliance must be transmitted to OAL within 1 20 
days or emergency language will be repealed on 4-29-84. 

7. Certificate of Compliance as to 12-30-83 order transmitted to OAL 4-27-84 
and filed 5-25-84 (Register 84, No. 21). 

8. Amendment filed 5-5-86 as an emergency; effective upon filing (Register 86, 
No. 19). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 9-2-86. 

9. Certificate of Compliance transmitted to OAL 8-28-86 and filed 9-23-86 
(Register 86, No. 39). 



Part 6. 
Operations- 



Business and 
Depositary Agency 



Subpart 1 = General Provisions 

§ 10.15200. Definitions of "Subject institution" and 
"Subject Office" and Scope. 
(a) In this Part: 

(1) "Subject institution" means a foreign (other nation) bank which 
maintains one or more California state depositary agencies. 

(2) "Subject office" means any California state depositary agency of 
a subject institution. 



(b) This Part contains regulations relating to the business and opera- 
tions of subject offices of subject institutions. (For additional regulations 
relating to the business and operations of subject offices of subject insti- 
tutions, refer to Part 4 (commencing with Section 10.14700) of this Sub- 
article.) 

Note: Authority cited: Section 215, Financial Code. Reference: Chapter 1 3.5, Di- 
vision 1, Financial Code. 

§ 1 0.1 5201 . Other Definitions. 

In this Part: 

(a) "Foreign (other nation) depositor" means a foreign nation which, 
an agency or instrumentality of a foreign nation which, or a foreign (other 
nation) person who, makes or maintains a deposit in a subject office of 
a subject institution. 

(b) "Foreign (other nation) depositor's statement" means the state- 
ment called for in Subpart 3 (commencing with Section 1 0. 1 5250) of this 
Part. 

(c) "Foreign (other nation) person" means a person who resides, is do- 
miciled, and maintains his or her principal place of business in a foreign 
nation. 

(d) "Person" has the meaning set forth in Financial Code Section 

1755(a)(2). 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Chapter 13.5, Di- 
vision 1, Financial Code. 



Subpart 2, 



Foreign (Other Nation) 
Depositor 



§10.15225. Scope. 

This Subpart contains regulations relating to determining, for pur- 
poses of Financial Code Section 1755(a)(2) and of this Part, whether a 
person is a foreign (other nation) person. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1755, Fi- 
nancial Code. 

§ 10.15226. Residence, Domicole, and Principal Place of 
Business. 

In determining, for purposes of Financial Code Section 1 755(a)(2) and 
of this Party whether a person is a foreign (other nation) person: 

(a) A person shall be deemed to maintain his or her principal place of 
business at the place where he or she primarily conducts his or her affairs. 

(b) An individual shall be deemed to reside at the place where he or she 
dwells, whether or not he or she intends to dwell there permanently. 

(c) An individual shall be deemed to be domiciled at the place where 
he or she maintains his or her principal home with the intent of remaining 
there indefinitely and to which, if absent, he or she has a general intent 
to return. 

(d) A corporation shall be deemed to be domiciled at the place under 
the laws of which it is incorporated, and shall be deemed to reside at the 
place where it maintains its principal place of business. 

(e) An estate shall be deemed to have the residence, domicile, and prin- 
cipal place of business of the executor or administrator of such estate or, 
in case there is more than one executor or administrator of the estate, of 
each executor or administrator. 

(f) A trust shall be deemed to have the residence, domicile, and princi- 
pal place of business of the trustee of such trust or, in case there is more 
than one trustee of the trust, of each trustee. 

(g) A firm, partnership, association, company, syndicate, business 
trust, or organization of any other kind shall be deemed to reside and be 
domiciled at the place where it maintains its principal place of business. 

(h) A branch or division of a person shall be deemed to reside and be 
domiciled at the place where such branch or division maintains its princi- 
pal place of business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 755, Fi- 
nancial Code. 

§10.15227. Branch or Division. 

For purposes of Financial Code Section 1755(a)(2) and of this Part: 
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(a) In case a person qualifies as a foreign (other nation) person under 
Subdivisions (a) to (g). inclusive, of Section 10. 15226 of this Chapter, 
any branch or division of such person, including a branch or division lo- 
cated in the United States, is also a foreign (other nation) person. 

(b) In case a person does not qualify as a foreign (other nation) person 
under Subdivisions (a) to (g), inclusive, of Section 10.15226 of this 
Chapter, a subject institution may not accept at a subject office deposits 
from the head office of such person or from any branch or division of the 
person other than a branch or division which qualifies as a foreign (other 
nation) person under Subdivision (h) of Section 10.15226 of this Chap- 
ter. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1755, Fi- 
nancial Code. 

Subpart 3. Foreign (Other Nation) 
Depositor's Statement 



§10.15250. Scope. 

This Subpart contains regulations relating to the foreign (other nation) 

depositor's statement which a subject institution is required to obtain and 

retain at its subject office. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1706, Fi- 
nancial Code. 

§ 1 0.1 5251 . Requirement. 

Not more than 30 days before or after a foreign (other nation) depositor 
first makes a deposit at a subject office of a subject institution, such sub- 
ject institution shall obtain from such depositor a statement dated and 
signed by the depositor, stating: 

(a) In case the depositor is a foreign nation or an agency or instrumen- 
tality of a foreign nation, the name of the depositor, the place where the 
capitol or head office, as the case may be, of the depositor is located, and 
the name, title, and mailing address of each official who is authorized to 
make withdrawals on behalf of the depositor. 

(b) In case the depositor is an individual, the mailing addresses of the 
depositor's residence, domicile, and principal place of business. 

(c) In case the depositor is a person other than an individual, the class 
of person (such as, corporation, estate, trust, etc.) to which the depositor 
belongs, the places where the depositor resides, is domiciled, and main- 
tains its principal place of business, and the name, title, and mailing ad- 
dress of each officer, employee, or other individual who is authorized to 
make withdrawals on behalf of the depositor. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1706, Fi- 
nancial Code. 

History 

1. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

§10.15252. Language. 

Whenever a subject institution obtains a foreign (other nation) deposi- 
tor's statement which is not in the English language, such subject institu- 
tion shall attach to such statement a written English translation together 
with a certificate signed by the translator certifying that such translation 
is a true translation of the statement in the English language. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Section 1706, Fi- 
nancial Code. 

§ 10.15253. Filing and Retention. 

Whenever a subject institution obtains a foreign (other nation) deposi- 
tor's statement, such subject insfitution shall file such statement at the 
subject office where such depositor's deposit account is maintained or at 
its primary office and shall preserve the statement at such office so long 
as the depositor maintains a deposit account at the subject office and for 
a period of not less than two years after such account is closed. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1706, Fi- 
nancial Code. 



Part 8. Business and 
Operations — WhoDesale Branch Office 



Subpart 1. General Provisions 

§ 1 0.1 5600. Definitions of "Subject Institution" and 
"Subject Office" and Scope. 

(a) In this Part: 

(1) "Subject institution" means a foreign (other nation) bank which 
maintains one or more California state wholesale branch offices. 

(2) "Subject office" means any California state wholesale branch of- 
fice of a subject institution. 

(b) This Part contains regulations relating to the business and opera- 
tions of subject offices of subject institutions. (For additional regulations 
relating to the business and operations of subject offices of subject insd- 
tufions, refer to Part 4 (commencing with Section 1 0. 14700) of this Sub- 
article.) 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Chapter 13.5, Di- 
vision 1, Financial Code. 

Subpart 2. Deposits 

§10.15625. Scope. 

This Subpart contains regulations relating to deposits at subject offices 
of subject insUtulions. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 13.5, Di- 
vision 1, Financial Code. 

§ 1 0.1 5626. Deposits of $1 00,000 or More. 

For purposes of determining the amount of the deposit of a depositor 
at the subject offices of a subject institution under Financial Code Section 
1755(a)(4)(B), "deposit" shall be deemed to be the first deposit of such 
depositor at such offices. In case the first deposit is placed in separate de- 
posit accounts, "deposit" includes all such deposit accounts, even if the 
deposit accounts are of different types, provided that all the deposit ac- 
counts are held by the depositor in the same right and capacity. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1755, Fi- 
nancial Code. 

History 

1 . Amendment filed 4—7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11 343.4(d) (Register 97, No. 15). 

§ 1 0.1 5627. Non-Retail Deposits. 

Pursuant to Financial Code Section 1755(a)(4)(C), the following de- 
posits are determined to be deposits the acceptance of which by a subject 
institufion at its subject offices does not constitute engaging in domestic 
retail deposit activities requiring deposit insurance protection: 

(a) Deposits of the type described in 12 C.F.R. §346.6(a). 

(b) Deposits accepted at a branch office which is exempted from the 
requirement of federal deposit insurance by the Federal Deposit Insur- 
ance Corporation pursuant to 12 C.F.R. §346.6(b). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1755, Fi- 
nancial Code. 

History 
1. Repealer of subsections (a)-(e) and new subsections (a) and (b) filed 4-14-98; 
operative 5-14-98 (Register 98, No. 16). 



Part 10. Deposit of Eligible Assets 



Subpart 1. General Provisions 

§ 1 0.1 6000. Definition of "Subject Institution" and Scope. 

(a) In this Part, "subject institution" means a foreign (other nation) 
bank which: 
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(1 ) Maintains one or more California state agencies or branch offices; 

(2) Has one or more approved but unopened California state agencies 
or branch offices; or 

(3) Has closed one or more California state agencies or branch offices 
with respect to which it is still required to maintain eligible assets on de- 
posit with an approved depositary. 

(b) This Part contains regulations relating to the deposit by a subject 
institution of eligible assets with an approved depository pursuant to Fi- 
nancial Code Section 1761. 

Note. Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

§ 1 0.1 6001 . Other Definitions. 
In this Part: 

(a) "Adjusted liabilities" has the meaning set forth in Financial Code 
Section 1761(a)(1). 

(b) "Applicable minimum" has the meaning set forth in Financial 
Code Section 1761(a)(2). 

(c) "Approved depository" has the meaning set forth in Financial Code 
Section 1761(a)(3). 

(d) "Computation period" means the period commencing with the 
16th day of the third month of a calendar quarter and ending with the 15th 
day of the third month of the next succeeding calendar quarter, both in- 
clusive. 

(e) "Eligible assets" has the meaning set forth in Financial Code Sec- 
tion 1761(a)(4). 

(0 "Maintenance period" means a calendar quarter or, in the case of 
a subject institution which is subject to Financial Code Section 1761 for 
only part of a calendar quarter, such part. 

(g) "Pledge deposit," when used with respect to a subject institution, 
means the eligible assets which such subject institution maintains on de- 
posit with an approved depository pursuant to Financial Code Section 
1761. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 761, Fi- 
nancial Code. 

§ 1 0.1 6002. Description of ESsgible Asset. 

Whenever this Part requires that an eligible asset be described, the fol- 
lowing information shall be provided with respect to such eligible asset: 

(a) Name of obligor. 

(b) Complete title (including series). 

(c) Interest rate. 

(d) Serial number. 

(e) Maturity date. 

(f) Call date. 

(g) Par value, 
(h) Market value. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761 , Fi- 
nancial Code. 

Subpart 2. Approval of Approved 

Depository 

§10.16025. Scope. 

This Subpart contains regulations relating to approval of the approved 

depository of a subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

§ 1 0.1 6026. Application for Approva!— Contents. 

An application for approval to act as the approved depository of a sub- 
ject institution shall be in the form of Department Form 88, shall contain 
the information called for in such Form and in the instructions for the 
Form, shall be signed as required in the Form and instructions, and shall 
be verified if and as required in the Form and instructions. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1761, Financial Code. 



History 

1. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

§ 1 0.1 6027. Agreement of Approved Depository. 

No California bank shall act as the approved depository of a subject 
institution unless such bank shall have filed with the Commissioner an 
Agreement of Approved Depository in the form of Department Form 90. 
completed and signed in accordance with the instructions for such Form. 
NOTE: Authority cited: Section215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 

1 . Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.16028. Report on Certain Factors. 

In case any of the following factors becomes true with respect to an 
approved depository of a subject institution, such approved depository 
and such subject institution shall each promptly file with the Commis- 
sioner a report on such matter, providing full details: 

(a) In case the approved depository is an affiliate of the subject institu- 
tion. 

(b) In case any person who is a director or executive officer of the ap- 
proved depository or of any parent or subsidiary of the approved deposi- 
tory is a director or executive officer of the subject institution or of any 
parent or subsidiary of the subject institution. 

(c) In case five percent or more of any class of the equity securities of 
the approved depository or of any parent of the approved depository is 
owned, directly or indirectly, of record or beneficially, by: 

(1) The subject institution and its affiliates, individually or collective- 
ly; 

(2) The directors and executive officers of the subject institution and 
of its parents and subsidiaries, individually or collectively; 

(3) The foreign nation where the subject institution is domiciled or any 
person controlled by such foreign nation; or 

(4) Any person who is, or is controlled by any person who is, domiciled 
in the foreign nation where the subject institufion is domiciled. 

(d) In case the subject institution or any of its affiliates is in default on 
an obligation which is owed to, or which secures an obligation owed to, 
the approved depository or any affiliate of the approved depository. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1705 
and 1761, Financial Code. 

History 

1. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§10.16029. Termination. 

(a) Except as otherwise provided in Section 10.16030 of this Chapter, 
no approved depository of a subject institution shall cease to act as the 
approved depository of such subject institution, nor shall any subject in- 
stitution terminate its approved depository, unless another California 
bank shall have qualified to act as the successor approved depository of 
the subject institution. 

(b) No provision of this Part (other than the provisions of Subdivision 
(a) of this Secdon) shall be deemed to prohibit the approved depository 
of a subject institufion from ceasing to act as the approved depository of 
such subject institufion or to prohibit a subject institution from terminat- 
ing its approved depository. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 

1. New subsection (b) filed 3-12-82; effective thirtieth day thereafter (Register 
82, No. 11). 

§ 1 0.1 6030. Revocation of Approval. 

(a) If, after nofice and a hearing, the Commissioner finds that the ap- 
proved depository of a subject institution has violated or is about to vio- 
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late any provision of its Agreement oF Approved Depository or tiiat there 
is other good cause for revoking the approval for such depository to act 
as the approved depository of such subject institution, the Commissioner 
may issue an order revoking such approval. 

(b)( 1 ) If the Commissioner finds that any of the factors set forth in Sub- 
division (a) of this Section is true with respect to the approved depository 
of a subject institution and that it is necessary for the maintenance of 
sound financial condition, for the protection of the interests of the credi- 
tors of such subject institution's business in the State of California, or for 
the protection of the public interest that the Commissioner immediately 
revoke the approval for such depository to act as the approved depository 
of the subject institution, the Commissioner may issue an order revoking 
such approval. 

(2)(A) Within 30 days after the Commissioner issues an order pursuant 
to Paragraph (1) of this Subdivision (b), the approved depository to 
which such order is issued or the subject institution of which the deposi- 
tory was an approved depository may file with the Commissioner an 
application for a hearing on the order. If the Commissioner fails to com- 
mence such hearing within 15 business days after such application is filed 
with him (or within such longer period to which the approved depository 
or the subject institution, as the case may be, consents), the order shall 
be deemed rescinded. Within 30 days after the hearing, the Commission- 
er shall affirm, modify, or rescind the order; otherwise the order shall be 
deemed rescinded. 

(B) Any right of an approved depository to which an order is issued 
under Paragraph (1 ) of this Subdivision (b) or of the subject institution 
of which such depository was an approved depository to petition for judi- 
cial review of such order shall not be affected by the failure of the ap- 
proved depository or of the subject institution to apply to the Commis- 
sioner for a hearing on the order pursuant to Subparagraph (A) of this 
Paragraph (2). 

(c) Whenever the Commissioner issues an order revoking the approval 
for a depository to act as the approved depository of a subject institution, 
the Commissioner may issue an order directing the approved depository 
to transfer the ehgible assets which it holds for such subject institution 
to a successor approved depository of the subject institution. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 

1. Certificate of Compliance including amendment transmitted to OAL 2-1 1-82 
and filed 3-12-82 (Register 82, No. 11). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 



Subpart 4. Adjusted Liabilities 

§10.16075. Scope. 

This Subpart contains regulations relating to adjusted liabihties. 
NOTE: Authority cited: Section 215,Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

§10.16076. Computation. 

In case the applicable minimum for a maintenance period is to be de- 
termined on the basis of the adjusted liabilities of a subject institution, the 
amount of such adjusted liabilities shall be computed as follows: 

(a) Add the adjusted liabilities of the subject institution as of the close 
of business of each day of the coinputation period next preceding the 
maintenance period. (For purposes of this computation, the adjusted lia- 
bilities for any day on which the subject institution is not open for busi- 
ness shall be deemed to be the same as the adjusted liabilities as of the 
close of business on the next preceding day on which the subject institu- 
tion was open for business.) 

(b) Divide the sum determined in accordance with Subdivision (a) of 
this Section by the number of days in the computation period. 

(c) Round the quotient determined in accordance with Subdivision (b) 
of this Section to the nearest thousand dollars. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 761 , Fi- 
nancial Code. 

History 
1 . Certificate of Compliance including amendment transmitted to OAL 2-1 1-82 
and filed 3-12-82 (Register 82, No'. 11). 

§ 10.16077. International Banking Facility Liabilities. 

(a) In this Section, "international banking facility" has the meaning set 
forth in Section 204.8 of Regulation D of the Board of Governors of the 
Federal Reserve System (12 C.F.R. Section 204.8). 

(b) For purposes of determining the adjusted liabilities of a subject in- 
stitution, there shall be excluded the liabihties of any international bank- 
ing facility of a California state agency or branch office of such subject 
institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 

1 . New section filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 



Subpart 3. Eligible Assets 



Subpart 5. Applicable Minimum 

§10.16100. Scope. 

This Subpart contains regulations relating to the applicable minimum. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 761 , Fi- 
nancial Code. 



§10.16050. Scope. 

This Subpart contains regulations relating to eligible assets. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 



§10.16051. Valuation. 

For purposes of Financial Code Section 1761(b)(2), the market value 
of an eligible asset shall be determined as follows: 

(a) In the case of an eligible asset which is being or is proposed to be 
deposited and received in or withdrawn and released from a pledge de- 
posit, as of the current date. 

(b) In the case of an eligible asset wliich is held in a pledge deposit and 
which is not being or proposed to be withdrawn and released from such 
pledge deposit, as of a reasonably current date. For purposes of this Sub- 
division (b), no determination of market value which is more than one 
month old shall be deemed to be as of a reasonably current date. 
NOTE: Authority cited: Secrion 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 



§10.16101. Amount. 

Unless the Commissioner provides otherwise: 

(a) In the case of a subject institution which maintains one or more Cal- 
ifornia state agencies, has one or more approved but unopened California 
state agencies, or has closed one or more California state agencies with 
respect to which it is still required to maintain eligible assets on deposit 
with an approved depository, the applicable minimum for any mainte- 
nance period shall be $1,000,000. 

(b) In the case of a subject institution which maintains one or more Cal- 
ifornia state branch offices, has one or more approved but unopened Cah- 
fomia state branch offices, or has closed one or more California state 
branch offices with respect to which it is still required to maintain eligible 
assets on deposit with an approved depository, the applicable minimum 
for any maintenance period shall be the greater of: (1) $2,000,000, or (2) 
five percent of the subject institution's adjusted liabiliUes computed in 
accordance with Section 10.16076 of this Chapter. However, if the first 
of such offices was estabhshed less than one year before the beginning 
of the maintenance period, the applicable minimum shall be not less than 
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the greater of $2,000,000 or five percent of the amount which the subject 
institution estimated in its application for approval to establish such of- 
fice would be the adjusted liabihties of the office at the end of the first 
year of operation of the office. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section J 761, Fi- 
nancial Code. 

History 

1. Certificate of Compliance including amendment transmitted to OAL 2-11-82 
and filed 3-12-82 (Register 82, No. 11). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



§ 10.16102. Increase oir Decrease in Applicable Minimum. 

If the applicable minimum for a subject institution changes from one 
maintenance period (hereafter in this Section referred to as the "old main- 
tenance period") to the next maintenance period (hereafter in this section 
referred to as the "new maintenance period"): 

(a) In case the applicable minimum increases and the applicable mini- 
mum for the new maintenance period exceeds the total value of the eligi- 
ble assets which the subject insfitution maintains in the pledge deposit, 
the subject institution shall deposit in the pledge deposit additional eligi- 
ble assets of sufficient value to raise the total value of the eligible assets 
in the pledge deposit to an amount which equals or exceeds the applicable 
minimum for the new maintenance period and the subject institution 
shall make such deposit before the close of business on the last day of the 
old maintenance period so that the subject institution will be in com- 
pliance with Financial Code Secfion 1761(c) when the new maintenance 
period begins. 

(b) In case the applicable minimum decreases and the applicable mini- 
mum for the new maintenance period is less than the total value of the 
eligible assets which the subject insUtufion maintains in the pledge de- 
posit, the subject institution may not withdraw eligible assets from the 
pledge deposit so as to reduce the total value of the eligible assets in the 
pledge deposit to an amount which is less than the applicable minimum 
for the old maintenance period until the old maintenance period has en- 
ded and the new maintenance period begins. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

Subpart 6a Depositing, Receiving, and 

Holding Eligible Assets 



§10.16125. Scope. 

This Subpart contains regulations relating to the depositing, receiving, 
and holding of eligible assets. 

NOTE: Authority cited: Secdon 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 



• 



§ 1 0.1 61 26. Multiple Pledge Deposits. 

No subject institufion shall maintain pledge deposits with more than 
one approved depository at the same time. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761 , Fi- 
nancial Code. 

§ 1 0.1 61 27. Mon-Eligible Assets. 

(a) No subject institution shall deposit, nor shall the approved deposi- 
tory of any subject institution receive, in a pledge deposit any asset other 
than an eligible asset. 

(b) No subject institution shall maintain in a pledge deposit any asset 
other than an eligible asset. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 
1. Certificate of Compliance including amendment of NOTE transmitted to OAL 
2-11-82 and filed 3-12-82 (Register 82, No. 1 1). 



§ 1 0.1 61 28. Documentation. 

Whenever a subject institution deposits, and the approved depository 
of such subject institution receives, an eligible asset in a pledge deposit, 
the subject institution shall provide to the approved depository, and the 
approved depository shall obtain from the subject institution, such docu- 
mentation as may be necessary to enable the approved depository to 
transfer title to the eligible asset to the Commissioner pursuant to Finan- 
cial Code Section 1761(h). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 761 , Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 61 29. Segregation. 

Whenever the approved depository of a subject institution holds eligi- 
ble assets in a pledge deposit, it shall keep such eligible assets separate 
and apart from other assets held by it and shall segregate the eligible as- 
sets on its books and account from other assets held by it. However, the 
approved depository may deposit and maintain the eligible assets in a 
book-entry account with the Federal Reserve System. 

NotE: Authority cited: Section 215, Financial Code. Reference: Section 1761 , Fi- 
nancial Code. 

§ 1 0.1 61 30. Examination. 

The approved depository of a subject institution shall permit the Com- 
missioner to examine during regular business hours any eligible assets 
which it holds in a pledge deposit and any records relating to such eligible 
assets and pledge deposit. 

NotE: Authority cited: Secdon 215, Financial Code. Reference: Sections 215 and 
1761, Financial Code. 

History 

1 . Certificate of Compliance including amendment of NOTE transmitted to OAL 
2-1 1-82 and filed 3-12-82 (Register 82, No. 11). 

2. Change without regulatory effect amending secdon filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 61 31 . Deficiencies — Subject Institution. 

(a) A subject institution shall monitor its pledge deposit at least once 
each month to ensure that it is in compliance with the requirements of Fi- 
nancial Code Section 1761 and this Part, including the requirements that 
all assets in such pledge deposit be eligible assets and that the total value 
of the eligible assets in the pledge deposit be no less than the applicable 
minimum. 

(b) Whenever a subject institution finds that the total value of the eligi- 
ble assets in its pledge deposit is less than the applicable minimum, it 
shall immediately report the matter to the Commissioner by telephone, 
immediately deposit in its pledge deposit eligible assets having a value 
sufficient to correct the deficiency, and promptly thereafter serve a writ- 
ten report regarding the matter on the Commissioner. 

(c) Whenever a subject institution finds that any asset in its pledge de- 
posit is not an eligible asset: 

(1) In case, after deducting the value of such non-eligible asset, the to- 
tal value of the eligible assets in the pledge deposit is less than the appli- 
cable minimum, the subject institution shall comply with the provisions 
of Subdivision (b) of this Section and, in addition, shall promptly with- 
draw the non-eligible asset from the pledge deposit. 

(2) In any other case, the subject institution shall promptly withdraw 
the non-eligible asset from the pledge deposit. 

NOTE: Authority cite: Secdon 215, Financial Code. Reference: Sections 1705 and 
1761, Financial Code. 

History 

1. Change without regulatory effect amending secdon filed 8-19-97 pursuant to 
section 100, tide 1, California Code of Reguladons (Register 97, No. 34). 

2. Amendment of subsecdon (a) filed 4-14-98; operative 5-14-98 (Register 98, 
No. 16). 

§10.16132. Deficiencies — Approved Depository. 

Whenever an officer or employee of the approved depository of a sub- 
ject institution, acting in the course and scope of his or her employment, 
obtains actual knowledge that the total value of the eligible assets in the 
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pledge deposit for such subject institution is less than the applicable mini- 
mum, such approved depository shall immediately report the matter to 
the Commissioner by telephone. In addition, promptly thereafter, the ap- 
proved depository shall serve a written report regarding the matter on the 
Commissioner and simultaneously serve a copy of such written report on 
the subject institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1705 
and 1761, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title I. California Code of Regulations (Register 97, No. 34). 



Subpart 7. Withdrawal and Release of 
Eligible Assets — Blanket Approval 

§10.16150. Scope. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 

1 . Repealer of subpart 7 (sections 10.16150-10.16157) and section filed 4-7-97; 
operative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 
97, No. 15). 

§10.16151. Alternative. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1761 , Fi- 
nancial Code. 

History 

1. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§10.16152. Substitution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 
I . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
1 1343.4(d) (Register 97, No. 15). 

§ 10.16153. Reliance on Report Determination of 

Applicable Minimum by Approved Depository. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1761 , Fi- 
nancial Code. 

History 

1. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 1 0.1 61 54. Blanket Approval. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfion 1761, Fi- 
nancial Code. 

History 

1. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
1 1343.4(d) (Register 97, No. 15). 

§10.16155. Election. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Sections 1705 
and 1761, Financial Code. 

History 

1. Renumbering of Section 10.16155 to Section 10.16156 and new Section 
10.16155 filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 1 1). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 10.16156. Certification Regarding Withdrawal and 
Release. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1706 
and 1761, Financial Code. 



History 

1. Renumbering of Section 10.16156 to Section 10.16157 and renumbering and 
amendment of former Section 10.16155 to Secfion 10.16156 filed 3-12-82; ef- 
fecfive thirtieth day thereafter (Register 82, No. 1 1). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 1 0.1 61 57. Monitoring Compliance and Quarterly 
Certification. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Secfion 1761, Fi- 
nancial Code. 

History 

1. Renumberingandamendment of former Secfion 10.16156 to Secfion 10.16157 
filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 11. 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 

Subpart 8. Withdrawal and Release of 
Eligible Assets — Blanket Approval 

§10.16175. Scope. 

This Subpart grants blanket approval for the withdrawal and release 
of eligible assets from a pledge deposit subject to compliance with speci- 
fied requirements. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

§10.16176. Alternative. 

NOTE: Authority cited: Section 215, Financial Code, Reference Section 1761, Fi- 
nancial Code. 

History 

1. Certificate of Compliance including amendment transmitted to OAL 2-1 1-82 
and filed 3-12-82 (Register 82, No. 11). 

2. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

3. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 1 0.1 61 77. Blanket Approval. 

Pursuant to Financial Code Section 1761(d), approval is granted for 
a subject institution to withdraw, and for the approved depository of such 
subject institution to release, eligible assets from a pledge deposit during 
a maintenance period, provided that the subject institution and such ap- 
proved depository comply with the provisions of Sections 10.16178 and 
10.16179 of this Chapter. 

NOTE; Authority cited: Secfion 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

§ 1 0.1 61 78. Deposit and Receipt of Eligible Assets of 
Equal or Greater Value. 

At the same time as a subject institution withdraws, and the approved 
depository of such subject institution releases, an eligible asset from a 
pledge deposit under the blanket approval granted in Section 10.16177 
of this Chapter, the subject institution shall deposit, and the approved de- 
pository shall receive, in the pledge deposit an ehgible asset having a val- 
ue at least equal to the value of the eligible asset withdrawn and released. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfion 1761, Fi- 
nancial Code. 

History 
1. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 
11). 

§ 10.16179. Certoficatlon. 

Before the approved depository of a subject institution releases an eli- 
gible asset from a pledge deposit, under the blanket approval granted in 
Section 1 0. 1 6 1 77 of thi s Chapter, two officers of the approved depository 
shall make a certification in duplicate that the eligible asset deposited and 
received in the pledge deposit has a value at least equal to the value of the 
eligible asset withdrawn and released. The approved depository shall re- 
tain one copy of such certification for a period of not less than two years 
after the release. Concurrently with or promptly after the release, the ap- 
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proved depository shall serve the other copy of the certification on the 
subject institution, and the subject institution shall retain such other copy 
for a period of not less than two years after the release. 
NOTE: Authority cited: Section 215. Financial Code. Reference: Sections 1706 
and 1761, Financial Code. 

History 
1. Amendment filed 3-12-82; effective thirtieth day thereafter (Resister 82, No. 
11). 



»ybpart 9. 



Withdrawal and Release of 

assets— Specific Approval 



§10.15200. 

This Subpart contains regulations relating to specific approval for the 
withdrawal and release of eligible assets from a pledge deposit. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 



§10.16201. 

An application by a subject institution for specific approval to with- 
draw an eligible asset from a pledge deposit shall be in the form of De- 
partment Form 93, shall contain the information called for in such Form 
and in the instructions for the Form, shall be signed as required in the 
Form and instructions, and shall be verified and certified if and as re- 
quired in the Form and instructions. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1703 
and 1761, Financial Code. 

History 
1. Amendment filed 3-12-82; effective thirtieth day thereafter (Register 82, No. 

11). 

§ 1 0.1 6202. CondDtions of Specific Approval. 

Any specific approval which the Commissioner grants pursuant to Fi- 
nancial Code Section 1761(d) for a subject institution to withdraw and 
for the approved depository of such subject institution to release, an eligi- 
ble asset from a pledge deposit shall, unless otherwise provided in such 
specific approval, be subject to the following conditions: 

(a) That no other eligible asset shall have been withdrawn or released 
from the pledge deposit during the period beginning on the date of the 
application called for in Section 10.16201 of this Chapter and ending at 
the time of the withdrawal and release authorized under the specific ap- 
proval. 

(b) That the specific approval shall expire at the end of the mainte- 
nance period during which it is issued. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 

1 . Repealer of Section 1 0. 1 6202 and renumbering and amendment of former Sec- 
tion 10.16203 to Secfion 10.16202 filed 3-12-82; effective thirtieth day there- 
after (Register 82, No. 11). For prior history, see Register 81 , No. 44. 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, CaUfornia Code of Regulauons (Register 97, No. 34). 

§ 10.16203. Conditions of Specific Approval. 
NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 1761, Fi- 
nancial Code. 

History 
1. Renumbering and amendment of Secfion 10.16203 to Section 10.16202 filed 
3-12-82; effecfive thirtieth day thereafter (Register 82, No. 1 1). 



§10.16226. Report Regarding Applicable Minimum. 

(a) This section does not apply to any subject institution for which the 
applicable minimum is fixed by Section 10.16101(a) of this Chapter. 

(b)(1) Not less than ten days before each maintenance period, a subject 
institution shall serve on the Commissioner a report which is in the form 
of Department Form 95, contains the information called for in such Form 
and in the instmctions for the Form, is signed as required in the Form and 
instructions, and is verified if and as required in the Form and instruc- 
tions. 

(2) In case a subject institution, in making the report called for in Para- 
graph (1) of this Subdivision (a), determines the applicable minimum on 
the basis of its adjusted liabilities, such subject institution shall retain the 
work papers for such report for a period of not less than two years. 

(c) Whenever a subject institution serves on the Commissioner the re- 
port called for in Subdivision (b) of this Section, such subject institution 
shall serve on its approved depository an executed copy of such report 
(including any required verification). The approved depository shall re- 
tain such executed copy for a period of not less than two years. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1705 
and 1761, Financial Code. 

History 

1. Amendment filed 3-12-82; effecfive thirtieth day thereafter (Register 82, No. 
11). 

2. Change without regulatory effect amending secfion filed 8-19-97 pursuant to 
secfion 100, fitle 1, California Code of Regulafions (Register 97, No. 34). 

§ 1 0.1 6227. Quarterly Report. 

(a) Not more than 30 days after the end of each maintenance period, 
the approved depository of a subject institution shall file with the Com- 
missioner a report which is verified by an officer of such approved depos- 
itory and which contains the following information: 

(1) Describe each eligible asset in the pledge deposit as of the end of 
the maintenance period. 

(2) State the total value of the eligible assets in the pledge deposit as 
of the close of business on the last day of the maintenance period. 

(b) Whenever the approved depository of a subject institution files the 
report called for in Subdivision (a) of this Secfion with the Commission- 
er, such approved depository shall serve a copy of such report on such 
subject institution. The subject institution shall promptly review the re- 
port; and, in case the subject institution finds any error in the report, the 
subject insfitution shall promptly file with the Commissioner a report 
which is verified by an officer of the subject institution and which cor- 
rects such error. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfions 1705 
and 1761, Financial Code. 

History 

1. Change without regulatory effect amending secfion filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulafions (Register 97, No. 34). 

2. Amendment of subsecfion (a), repealer of subsecfion (a)(2), subsection renum- 
bering, and amendment of newly designated subsection (a)(2) and subsection 
(b) filed 4-14-98; operafive 5-14-98 (Register 98, No. 16). 



Article 7. Acquiring and Holding Eq 
Securities of Corporations 

Subarticle 1 . (Reserved) 



>ubpart 10= Reports 



Subarticie 2. investing in Corporationi 
Under Financial Code Section 772 



• 



§10.15225. 

This Subpart contains regulafions relating to reports which a subject 
institufion and the approved depository of a subject institution are re- 
quired to make regarding a pledge deposit. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Secfions 1705 
and 1761, Financial Code. 



Part 1. General Provisions 

§ 10.19050. Definition of "Subject Institution" and Scope, 
(a) In this Subarticie, "subject institution" means: 
(1) Any California state bank; or 
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(2) Any foreign (other nation) banlc which is licensed under Article 3 
(commencing with Section 1750) of Chapter 13.5 of the Banking Law to 
maintain one or more California state depositary agencies or branch of- 
fices, with respect to such agencies or branch offices. 

(b) This Subarticle contains regulations relating to investments by 
subject institutions in corporations under Financial Code Section 772. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 

1. New Article 7 (Sections 10.19050-10.19143, not consecutive) filed 12-2-85; 
effective thirtieth day thereafter (Register 85, No. 49). 



§ 10.19051. Other Definitions. 

(a) In this Subarticle: 

(1) "Eligible," when used with respect to a subject institution, ineans 
that the Cominissioner has granted eligibility to the subject institution for 
purposes of this Subarticle and that the eligibility remains in full force 
and effect. 

(2) "Gross capital" means the sum of shareholders' equity, capital 
notes, and allowance for possible loan losses. 

(3) "Interim," when used with respect to an investment in a corporation 
which a subject institution owns, means that the investment was made by 
the subject institution under Financial Code Section 772 between Janu- 
ary 1, 1983 and the effective date of Part 4 (commencing with Section 
10.19120) of this Subarticle. 

(4) To "invest," when used with respect to a corporation, means: 

(A) To invest in equity securities of the corporation; 

(B) To become or be the owner of any other securities of the corpora- 
tion; 

(C) To make a loan or otherwise extend credit to or for the benefit of 
the corporation; or 

(D) To become or be an obligee of the corporation with respect to the 
payment of money. 

(5) To "invest in equity securities," when used with respect to a corpo- 
ration, means: 

(A) To become or be the owner of any equity securities of the corpora- 
tion; 

(B) To make a contribution to the capital of the corporation; or 

(C) To effect any transaction which constitutes in substance, though 
not in form, becoming the owner of equity securities of the corporation 
or making a contribution to the capital of the corporation. 

(6) "Pre-1983," when used with respect to an investment in a corpora- 
tion which a subject institution owns, means that the investment was 
made by the subject institution under Financial Code Section 772, as in 
effect before January 1, 1983. 

(7) "Regulated corporation" means any corporation in which a subject 
institution invests under Financial Code Section 772 and which the sub- 
ject institution controls, unless the Commissioner designates the corpo- 
ration as a non-regulated corporation. 

(8) "Transition date" means that date which is three months after the 
effective date of Part 4 (commencing with Section 10.19120) of this Sub- 
article or, if that date is not a business day, the next date which is a busi- 
ness day. 

(b) For purposes of this Subarticle, a subject institution shall be 
deemed to "control" a corporation in which it invests under Financial 
Code Section 772 in any of the following cases: 

(1 ) In case the subject institution owns, directly or indirectly, a major- 
ity of the voting power of the corporation. 

(2) In case the subject institution owns, directly or indirectly, 25 per- 
cent or more (but less than a majority) of the voting power of the corpora- 
tion, unless the Commissioner determines, upon application, that the 
subject institution does not control the corporation. 

(3) In case the Commissioner determines, with the consent of the sub- 
ject institution and the corporation, that it is appropriate or necessary that 
the subject institution be treated as controlling the corporation, and that 



the corporation be treated as controlled by the subject institution, for pur- 
poses of Part 3 (commencing with Section 10.19090) of this Subarticle. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title I , California Code of Regulations (Register 97, No. 34), 

§ 10.19052. Calculation of Total Amount Invested. 

In this Subarticle, for purposes of calculating the total amount invested 
in a corporation by a subject institution, there shall be included not only 
ainounts invested in the corporation by the subject institution under Fi- 
nancial Code Section 772 but also any amounts otherwise invested in the 
corporation by the subject institution. Thus, there shall be included all se- 
curities (both equity and non-equity securities) of the corporation owned 
by the subject institution, all contributions to the capital of the corpora- 
tion made by the subject institution, all loans made or credit otherwise 
extended by the subject institution to or for the benefit of the corporation, 
and any other obligations of the corporation to pay money to the subject 
institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§ 1 0.1 9053. Not Applicable to Specified Cases. 

(a) Neither Financial Code Section 772 nor this Subarticle applies to 
a case where a subject institution invests in the equity securities of a cor- 
poration under any other statute or regulation. 

(b) Neither Financial Code Section 772 nor this Subarticle applies to 
a case where a subject institution makes an investment in a corporation 
as trustee or agent for another and where the subject institution has no 
beneficial interest in the investinent. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§ 10.19054. Relationships to Other Provisions of Law. 

(a) Nothing in Financial Code Section 772 or in this Subarticle shall 
be deemed to prohibit a subject institution from, or to limit a subject insti- 
tution in, making a loan to, otherwise extending credit to, investing in the 
non-equity securities of, or otherwise transacting business with, any cor- 
poration other than a corporation in which the subject institution has in- 
vested under Financial Code Section 772. 

(b) Nothing in this Subarticle shall be deemed to exempt a subject in- 
stitution from any prohibition or restriction applicable under any other 
law. For example, no limitation imposed by this Subarticle on the amount 
of obligations of a corporation that a subject institution may own shall be 
deemed to exempt the subject institution from the restrictions of Finan- 
cial Code Section 1221. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§10.19055. Violations. 

If the Commissioner finds that any subject institution or any regulated 
corporation has violated any provision of this Subarticle, the Commis- 
sioner may issue such orders as may be appropriate or necessary in the 
circumstances, including an order ordering the subject institution or the 
regulated corporation to cease and desist from the violation, an order or- 
dering the subject institution or the regulated corporation to take affirma- 
tive action to correct the conditions resulting from the violation, or an or- 
der ordering the subject institution to divest itself of its investment in the 
regulated corporation. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 21 5 and 
772, Financial Code. 

History 

1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 9056. Permit Reform Act of 1 981 . 

The time periods for processing an application for eligibility or an 
application for specific authorization under this Subarticle are as follows: 

(a) The initial review period (i.e., the period dating from receipt of an 
application, within which the Commissioner must inform the applicant 
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in writing either that the application is complete and is accepted for filing 
or that the application is deficient and what specific information is re- 
quired to complete it) is two weeks. 

(b) The decision period (i.e., the period dating from the filing of a com- 
pleted application, within which the Commissioner must reach a deci- 
sion) is two months. 

NOTE: Authority cited: Section 15376, Government Code. Reference: Section 
15376, Government Code. 

History 

]. Change without reguiatoi^ effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Authorization to invest 



Subpart 1. General Provisions 

§10.19060. Scope. 

Tliis Part contains regulations relating to authorization for a subject in- 
stitution to invest in a corporation under Financial Code Section 772. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§ 1 0.1 9061 . Requirement of Authorization. 

(a) No subject institution shall invest in a corporation under Financial 
Code Section 772 except as authorized in this Subarticle. 

(b) In this Subarticle, there are two types of authorization for investing 
in a corporation under Financial Code Section 772; namely, general au- 
thorization and specific authorization. In order to invest in a corporation 
under Financial Code Section 772 pursuant to a general authorization, a 
subject institution must be eligible, and the investment must comply with 
the requirements of the general authorization. If a subject institution is 
not eligible, the subject institution must apply for and obtain specific au- 
thorization in order to invest in a corporation under Financial Code Sec- 
tion 772. Also, if a subject institution is eligible but an investment that 
it proposes to make in a corporation under Financial Code Section 772 
does not meet the requirements of any general authorization, the subject 
institution must apply for and obtain specific authorization in order to 
make the investment. An eligible subject institution need not and may not 
apply for specific authorization for an investment under Financial Code 
Section 772 if the investment complies with the requirements of a general 
authorization; in such a case, the subject institution may make the invest- 
ment pursuant to the general authorization. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 



General Authorization 



§10.19070. Scope. 

This Subpart contains regulations relating to general authorization for 
a subject institution to invest in a corporation under Financial Code Sec- 
tion 772. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§10.19071. Eligibility. 

(a) An application by a subject institution for eligibility shall contain 
the following information: 

(1) Briefly describe the lines of business of the corporations in which 
the subject institution proposes to invest pursuant to the general authori- 
zation set forth in Section 10.19072 of this Chapter. 

(2) State the approximate amount which the subject institution pro- 
poses to invest in corporations in each of the lines of business. 

(3) Confirm that the board of the subject institution has adopted a 
policy setting forth guidelines for investing in corporations under Finan- 
cial Code Section 772 and for managing such investments. 



(b)(1) An application by a subject institution for eligibility shall be 
deemed to be approved by the Commissioner, and eligibility granted to 
the subject institution, on the 16th day after the application is filed with 
the Commissioner unless the Commissioner earlier decides the applica- 
tion, requests the applicant to provide additional information, or extends 
the period for deciding the application. If, before the 1 6th day after the 
application is filed with the Commissioner, the Commissioner requests 
the applicant to provide additional information, the application shall be 
deemed to be approved by the Commissioner, and eligibility granted to 
the subject institution, on the 3 1 st day after the additional information is 
received unless the Commissioner earlier decides the application or ex- 
tends the period for deciding the application. 

(2) For purposes of paragraph (1 ) of this subdivision (b), an applica- 
tion shall be deemed to be filed with the Commissioner on the date when 
the application, substantially in compliance with the requirements of 
subdivision (a) of this section and other applicable provisions of this 
Chapter, is received by the Commissioner. 

(c) As an administrative standard, the Commissioner will approve an 
application by a subject institution for eligibility if the Commissioner 
finds both of the following: 

(1) That the capital, assets, management, earnings, and liquidity of the 
subject institution are, on a composite basis, satisfactory. 

(2) That the subject institution has sufficient managerial resources to 
make investments pursuant to the general authorization set forth in Sec- 
tion 10.19072 of this Chapter and to manage such investments. 

(d)(l ) The Commissioner may by order suspend or revoke the eligibil- 
ity of a subject institution if the Commissioner finds any of the following: 

(A) That the capital, assets, management, earnings, and liquidity of the 
subject institution are on a composite basis, or that any of such factors is 
on an individual basis, not satisfactory. 

(B) That it would be unsafe or unsound for the subject institution to 
make additional investments in equity securities of corporations pur- 
suant to the general authorization set forth in Section 10.19072 of this 
Chapter. 

(2) The eligibility of a subject institution shall be automatically re- 
voked upon the happening of any of the following events: 

(A) If the Commissioner issues an order against the subject institution 
under Financial Code Section 662, 1912, or 1913. 

(B) If the Commissioner finds on the basis of an examination of the 
subject institution, and informs the subject institution in writing, that the 
subject institution is in unsatisfactory condition. 

(C) If the subject insfitution agrees or consents in writing to the termi- 
nation of its eligibility. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.19072. General Authorization. 

An eligible subject institution may invest in the equity securities of a 
corporation under Financial Code Section 772 if all of the following re- 
quirements are met: 

(a)(1) At the time of the investment in the equity securities of the cor- 
poration and, unless the Commissioner provides otherwise in any partic- 
ular case, at all times thereafter so long as the subject institution owns the 
equity securities, no affiliate of the subject institution nor any individual 
who is a director execufi ve officer of the subject institution or of any affil- 
iate of the subject institution shall be a ten-percent (including associates) 
equity security owner of the corporation. 

(2) None of the consideration paid by the subject institution for the eq- 
uity securities of the corporation shall be paid, directly or indirectly, to 
any affiliate of the subject institution, any individual who is a director or 
executive officer of the subject institution or of any affiliate of the subject 
institution, or to any associate of any of the foregoing persons. 
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(b) Unless the Commissioner provides otherwise in any particular 
case, at the time of the investment in the equity securities of the corpora- 
tion and taking the investment into account: 

(1) The total amount invested by the subject institution in the equity 
securities of the corporation shall not exceed ten percent of the gross cap- 
ital of the subject institution. 

(2) The total amount invested by the subject institution in the corpora- 
tion shall not exceed 25 percent of the gross capital of the subject institu- 
tion. 

(3) The total amount invested by the subject institution in the equity 
securities of all corporations under Financial Code Section 772 shall not 
exceed 25 percent of the gross capital of the subject institution. 

(c) Unless the Commissioner provides otherwise in any particular 
case, the subject institution shall not make any investment in the corpora- 
tion other than the investment in the equity securities of the corporation 
which is made pursuant to the general authorization set forth in this Sec- 
tion if, at the time of the other investment and taking the other investment 
into account, the total amount invested by the subject institution in the 
corporation would exceed 25 percent of the gross capital of he subject in- 
stitution. 

(d) In case the corporation is a bank, bank holding company, savings 
and loan association, or savings and loan holding company, unless the 
Commissioner provides otherwise in any particular case, at the time of 
the investment in the equity securities of the corporation, taking the in- 
vestment into account, and at all times thereafter so long as the subject 
institution owns the securities, the subject institution shall not be a five 
percent (including associates) equity security owner of the corporation. 

(e) Within 30 days after investing in the equity securities of the corpo- 
ration, if the corporation is a regulated corporation or if the total amount 
invested by the subject institution in the equity securities of the corpora- 
tion is three percent or more of the gross capital of the subject institution, 
the subject institution shall make a Report of Investment in Corporation. 
The Report of Investment in Corporation shall be in the form of Depart- 
ment Form 702, shall contain the information called for in the Form and 
in the instructions for the Form, shall be signed as required in the Form 
and instructions, and shall be verified if and as required in the Form and 
instructions. If the corporation is a regulated corporation, the subject in- 
stitution shall file the Report of Investment in Corporation with the Com- 
missioner within 30 days after investing in the equity securities of the 
corporation. If the corporation is not a regulated corporation, the subject 
institution shall retain the Report of Investment in Corporation in its re- 
cords for a period of not less than two years. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 772, 
1705, 1934, and 1938, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.19073. General Authorization Not Applicable to 
Specified Transactions. 

(a) The general authorization set forth in Section 10.19072 of this 
Chapter shall not be deemed to authorize a subject institution to accept 
any equity securities of a corporation as payment, directly or indirectly, 
on account of the principal of any loan or other extension of credit. 

(b) The general authorization set forth in Section 10.19072 of this 
Chapter shall not be deemed to authorize a subject institution to acquire 
for consideration any rights, warrants, or options to subscribe for or pur- 
chase equity securities of a corporation, except in the following cases: 

(1) In case the rights, warrants, or options are attached to, or purchased 
in units with, shares or debt securities. 

(2) In case the subject institution already owns or is entitled to receive 
rights, warrants, or options to subscribe for or purchase either a fractional 
unit of an equity security or one or more whole units and a fractional unit, 
and the rights, warrants, or options which are acquired for consideration 
are necessary to enable the subject institution to subscribe for or purchase 
either one whole unit or one additional whole unit, as the case may be, 
of the equity security. 



(3) In case the subject institution acquires the rights, warrants, or op- 
tions as consideration for lending money or otherwise extending credit 
to or for the benefit of the corporation or an affiliate of the corporation. 
However, this paragraph (3) does not apply to any case described in sub- 
division (a) of this section. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

Subpart 3. Specific Authorization 

§10.19080. Scope. 

This Subpart contains regulations relating to specific authorization for 
a subject institution to invest in a corporation under Financial Code Sec- 
tion 772. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§ 1 0.1 9081 . Specific Authorization. 

A subject institution may invest in a corporation under Financial Code 
Section 772 if it first obtains specific authorization for the investment 
from the Commissioner. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title I, California Code of Regulations (Register 97, No. 34). 

§10.19082. Application. 

An application for specific authorization for a subject institution to in- 
vest in a corporation under Financial Code Section 772 shall be in the 
form of Department Form 700, shall contain the information called for 
in the Form and in the instructions for the Form, shall be signed as re- 
quired in the Form and instructions, and shall be verified if and as re- 
quired in the Form and instructions. 

NOTE: Authority Cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§ 1 0.1 9083. Automatic Approval. 

(a) An apphcation for specific authorization for a subject institution to 
invest in a corporation under Financial Code Section 772 shall be deemed 
approved, and the specific authorization granted, on the 31 st day after the 
application is filed with the Commissioner unless the Commissioner ear- 
lier decides the application or extends the period for deciding the applica- 
tion. 

(b) For purposes of subdivision (a) of this section, an application shall 
be deemed to be filed with the Commissioner on the date when the appli- 
cation, substantially in compliance with the requirements of Section 
10.19082 of this Chapter and other applicable provisions of this Chapter, 
is received by the Commissioner. However, if, before the application is 
deemed approved under subdivision (a) of this section, the Commission- 
er requests the applicant to provide additional material, the application 
shall not be deemed to be filed until the additional material is received 
by the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 9084. Administrative Standard. 

As an administrative standard, the Commissioner will approve an 
application for specific authorization for a subject institution to invest in 
a corporation under Financial Code Section 772 unless the Commission- 
er finds any of the following: 

(a) That the capital, assets, management, earnings, and liquidity of the 
subject institution are, on a composite basis, unsatisfactory. 

(b) That the subject institution does not have sufficient financial or 
managerial resources to make and manage the investment. 
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(c) That it would be unsafe or unsound for the subject institution to 
make the investment. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§10.19085. Expiration. 

Any specific authorization granted for a subject institution to invest in 
a corporation under Financial Code Section 772 shall expire six inonths 
after the date of grant, unless the subject institution makes the investment 
within such time period or unless the Commissioner extends the time pe- 
riod. However, a specific authorization for a subject institution to invest 
in a corporation by means of exercising a right, warrant, or option to sub- 
scribe for or purchase securities of the corporation shall not expire until 
the right, warrant, or option expires. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Requirements and Restrictnons 



Subpart 1o General Provisions 

§10.19090. Scope. 

This Part contains regulations relating to requirements and restrictions 
applicable to a corporation in which a subject institution invests under Fi- 
nancial Code Section 772 and to the subject institution. 
NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§10.19091. Exemptions. 

The Commissioner may exempt any corporation or subject institution 
from any provision of this Part if the Commissioner finds that the applica- 
bility of the provision is either not necessary or not appropriate in the cir- 
cumstances. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§10.19092. 

(a) A subject institution which has invested in the equity securities of 
a corporation under Financial Code Section 772 shall keep and maintain 
such records as may be necessary to show the current value of the equity 
securities. 

(b) Subdivision (a) of this section does not apply to any equity security 
for which bid, asked, or sale prices are published regularly in The Wall 
Street Journal. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 772, 
1706 and 1936, Financial Code. 

Subpart 2. Regulated Corporations 

§10.19100. Scope. 

This Subpart contains regulations relating to requirements and restric- 
tions applicable to a regulated corporation and its controlling subject in- 
stitution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§ 10.19101. Responsibility of Controlling Subject 
Snstitutson. 
A subject institution shall use its best efforts to ensure that each of its 
regulated corporations complies with all applicable provisions of this 



Subpart (including all provisions of law made applicable to the regulated 
corporations by this Subpart). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§ 1 0.1 91 02. Agreement. 

Except as otherwise provided in Sections 10.19133, 10.19141, and 
10.19142 of this Chapter, before a subject institution invests in a regu- 
lated corporation under Financial Code Section 772, the regulated corpo- 
ration shall file with the Commissioner an Agreement in tlie form of De- 
partment Form 704, completed and signed in accordance with the 
instructions for the Form. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 91 03. Appointment of Commissioner as Agent for 
Service of Process. 

Except as otherwise provided in Sections 10.19133, 10.19141, and 
10.19142 of this Chapter, before a subject institution invests in a regu- 
lated corporation under Financial Code Section 772. the regulated corpo- 
ration shall file with the Commissioner an Appointment of Commission- 
er of Financial histitutions as Agent for Service of Process in the form of 
Department Form 706, completed and signed in accordance with the in- 
structions for the Form. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

HtSTORY 
1. Change without regulatory effect amending section heading and section filed 
8-19-97 pursuant to section 100, title l,CalifomiaCodeof Regulations (Regis- 
ter 97, No. 34). 

§ 1 0.1 91 04. Examination. 

A regulated corporation shall be subject to examination by the Com- 
missioner in the same manner as its controlling subject institution under 
Financial Code Sections 1901 and 1907 to 1909, inclusive, and the con- 
trolling subject institution shall pay for any such examination in accor- 
dance with Financial Code Sections 1901 and 1907. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§10.19105. Reports. 

A regulated corporation shall file reports with the Commissioner as 
and when the Commissioner may require. The reports shall contain such 
information, shall be signed in such manner, and shall (if the Commis- 
sioner so requires) be verified in such manner, as the Commissioner may 
require. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, Cahfomia Code of Regulations (Register 97, No. 34). 

§10.19106. Audit. 

A regulated corporation shall, at its own expense and as and when the 
Commissioner may require, have its affairs audited by an independent 
certified public accountant who is satisfactory to the Commissioner; and 
the regulated corporation shall file with the Commissioner such report of 
the accountant as the Commissioner may require. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.19107. Applicable Provisions of Banking Law. 

(a) Except as otherwise provided in subdivision (c) of this section, a 
regulated corporadon shall be subject to, and both a regulated corporation 
and its controlling subject institution shall comply with, (i) the following 
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provisions of the Banking Law wiiicli are applicable to the controlling 
subject institution, (ii) any provisions of the Banking Law which autho- 
rize exceptions to, impose sanctions for violations of, or are otherwise re- 
lated to, the provisions referred to in clause (i), and (iii) any regulations 
issued under the provisions referred to in clause (i) or (ii), as if the regu- 
lated corporation were an operating division of the controlling subject in- 
stitution and not a separate entity: 

(1) Financial Code Section 761. 

(2) Financial Code Sections 1221, 1225. 1229, 1230, and 1232. 

(3) Financial Code Section 1336. 

(4) Financial Code Sections 1951 and 1952. 

(5) Articles 1 (commencing with Section 3350) and 2 (commencing 
with Section 3370) of Chapter 18. 

(b) For purposes of the statutes and regulations referred to in subdivi- 
sion (a) of this section, the pertinent loans and securities of, collateral 
held b), acceptances made by, and obligations to, a regulated corporation 
and its controlling subject institution shall be combined. For example, in 
case the controlling subject institution is a commercial bank, for purposes 
of Financial Code Section 1 221 , the obligations of any person to the regu- 
lated corporation shall be combined with any obligations of the same per- 
son to the controlling subject institution. 

(c) The statutes and regulations referred to in subdivision (a) of this 
section which prohibit or restrict certain types of transactions between a 
subject institution and a person who has a specified relationship, directly 
or indirectly, with the subject institution (for example, a person who is 
a director or executive officer of the subject institution or of a bank hold- 
ing company of the subject institution) shall apply to such types of trans- 
actions between a regulated corporation and a person who has such a rela- 
tionship with the controlling subject institution of the regulated 
corporation. However, the statutes and regulations shall not apply to such 
types of transactions between the regulated corporation or the controlling 
subject institution and a person who has such a relationship with the regu- 
lated corporation but not with the controlling subject institution. For ex- 
ample, an extension of credit by a regulated corporation to an executive 
officer of the controlling subject institution of the regulated corporation 
would be subject to Article 2 (commencing with Section 3370) of Chap- 
ter 18 of the Banking Law, but an extension of credit by a regulated cor- 
poration or by its controlling subject institution to an executive officer of 
the regulated corporation would not be subject to Article 2 of Chapter 18 
of the Banking Law unless the extension of credit was otherwise subject 
to Article 2 of Chapter 1 8 of the Banking Law (e.g., unless the person was 
also an executive officer of the controlling subject institution). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

Part 4. Transition Provisions 



Subpart 1. General Provisions 



§10.19120. Scope. 

This Part contains regulations relating to investments made by a sub- 
ject institution in a corporation under Financial Code Section 772 before 
the effective date of this Part. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

Subpart 2. Pre-1983 Investments 



§10.19130. Scope. 

This Subpart contains regulations relating to pre-1983 investments. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 



§ 1 0.1 91 31 . General Authorization to Retain. 

A subject institution may retain under Financial Code Section 772 any 
pre-1983 equity securities of a corporation which the subject institution 
owns on the effective date of this Part, subject to compliance with the pro- 
visions of this Subpart. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§10.19132. Options. 

If a subject institution owns pre-1983 equity securities of a corpora- 
tion on the effective date of this Part, the subject institution and the corpo- 
ration may elect, on or before the transition date, either of the following 
options: 

(a) Update Option: The conditions that the Commissioner imposed in 
granting approval for the subject institution to acquire the pre-1 983 equi- 
ty securities of the corporation and the agreement that the subject institu- 
tion and the corporation made with the Commissioner, agreeing to com- 
ply with the conditions, shall be rescinded; the subject institution and the 
corporation shall be subject to the provisions of Part 3 (commencing with 
Section 1 0. 1 9090) of this Subarticle; and all of the requirements set forth 
in subdivisions (a), (b), (c), and (d) of Section 10.19072 of this Chapter 
shall apply as if the subject institution had acquired the pre-1983 equity 
securities pursuant to the general authorization set forth in Section 
10.19072. 

(b) Grandfather Option: The conditions imposed by the Commissioner 
and the agreement that the subject institution and the corporation made 
with the Commissioner shall remain in full force and effect, but the provi- 
sions of Part 3 of this Subarticle shall not apply. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, dtle 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 91 33. Election of Update Option. 

If a subject institution owns pre-1983 equity securities of a corpora- 
tion on the effective date of this Part: 

(a) In case the subject institution and the corporation wish to elect the 
Update Option, as described in subdivision (a) of Section 10.19132 of 
this Chapter, the subject institution and the corporation shall, on or before 
the transition date, file with the Commissioner a Report of Election of 
Update Option. The Report of Election of Update Option shall be in the 
form of Department Form 708, shall contain the information called for 
in the Form and in the instructions for the Form, shall be signed as re- 
quired in the Form and instructions, and shall be verified if and as re- 
quired in the Form and instaictions. 

(b) In case the subject institution and the corporation file a Report of 
Election of Update Option in accordance with subdivision (a) of this sec- 
tion: 

(1) Concurrently with the filing of the Report of Election of Update 
Option, the corporation, if it is a regulated corporation, shall comply with 
Sections 10.19102 and 10.19103 of this Chapter. 

(2) As of the date of the filing of the Report of Election of Update Op- 
tion, the conditions that the Commissioner imposed in granting approval 
for the subject institution to acquire the pre-1983 equity securities of the 
corporation and the agreement that the subject institution and the corpo- 
ration made with the Coinmissioner, agreeing to comply with the condi- 
tions, shall be rescinded, and the subject institution and the corporation 
shall become subject to the provisions of Part 3 (commencing with Sec- 
tion 10.19090) of this Subarticle. 

(3) All of the requirements set forth in subdivisions (a), (b), (c), and 
(d) of Section 10.19072 of this Chapter shall apply as if the subject insti- 
tution had acquired the pre-1983 equity securities pursuant to the general 
authorization set forth in Section 1 0. 1 9072 on the date of the filing of the 
Report of Election of Update Option. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 772, Fi- 
nancial Code. 
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History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 91 34, Election of Grandfather Option. 

If a subject institution owns pre-1983 equity securities of a corpora- 
tion on the effective date of this Part and if the subject institution and the 
corporation do not file a Report of Election of Update Option in accor- 
dance with Section 10.19133 of this Chapter, the subject institution and 
the corporation shall be deemed to have elected the Grandfather Option, 
as described in subdivision (b) of Section 10.19132 of this Chapter, as of 
the transition date. In such a case: 

(a) The conditions that the Commissioner imposed in granting approv- 
al for the subject institution to acquire the pre-1983 equity securities of 
the corporation and the agreement that the subject institution and the cor- 
poration made with the Commissioner, agreeing to comply with the con- 
ditions, shall remain in full force and effect, and the subject institution 
and the coiporation shall comply with the conditions and the agreement. 

(b) Part 3 (commencing with Section 10.19090) of this Subarticle shall 
not apply. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100. title 1, California Code of Regulations (Register 97, No. 34). 

§ 10.19135. Status Pending Election. 

If a subject institution owns pre-1983 equity securities of a corpora- 
tion on the effective date of this Part, the Grandfather Option, as de- 
scribed in subdivision (b) of Section 10.19132 of this Chapter, shall apply 
during the period from the effective date of this Part to whichever of the 
following dates is apphcable. 

(a) In case the subject institution and the corporation file a Report of 
Election of Update Option in accordance with Section 10.19133 of this 
Chapter, the date of the filing. 

(b) In case the subject institution and the corporation do not file a Re- 
port of Election of Update Option in accordance with Section 10.19133 
of this Chapter, the transition date. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 



lerlm Investments 



§10.19140, Scope. 

This Subpart contains regulations relating to interim investments. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

§ 1 0.1 91 41 . GeneraS Authorization to Retain, 

(a) A subject institution which owns interim equity securities of a cor- 
poration on the effective date of this Part may retain the interim equity 
securities under Financial Code Section 772 if all of the following re- 
quirements are met: 

(1) The subject institution shall, on or before the transition date, file 
with the Commissioner an application for eligibility; and the application 
shall be approved and eligibility granted to the subject institution. 

(2) On the date when the subject institution becomes eligible, all of the 
requirements set forth in subdivisions (a), (b), and (d) of Section 
10.19072 of this Chapter shall be met. 

(b) In case a subject institution which owns interim equity securities 
of a corporation on the effective date of this Part retains the interim equity 
securities under Financial Code Section 772 pursuant to the general au- 
thorization set forth in subdivision (a) of this section: 

(1) All of the requirements set forth in Section 10.19072 of this Chap- 
ter shall apply as if the subject institution had acquired the interim equity 
securities pursuant to the general authorization set forth in Section 
10.19072 on the date when it became eligible. If the subject institution 



is required to make a Report of Investment in Corporation under subdivi- 
sion (e) of Section 10.19072, the subject institution shall state in the Re- 
port that the equity securities are interim equity securities which it is re- 
taining pursuant to the general authorization set forth in subdivision (a) 
of this section. 

(2) If the corporation is a regulated corporation, the corporation shall 
comply with Sections 10.19102 and 10.19103 of this Chapter within one 
month after the subject institution becomes eligible. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 1 0.1 91 42. Specific Authorization to Retain. 

(a) A subject institution which owns an interim investment in a corpo- 
ration on the effective date of this Part may retain the interim investment 
under Financial Code Section 772 if the subject institution obtains specif- 
ic authorization for the investment from the Commissioner. However, 
the subject institution shall file its application for specific authorization 
for the interim investment on or before the transition date or, in case the 
subject institution files an application for eligibility on or before the tran- 
sition date, within thirty days after the application for eligibility is de- 
cided or otherwise disposed of. The application for specific authorization 
for the interim investment and the processing of the application shall be 
subject to the provisions of Subpart 3 (commencing with Section 
10.19080) of Part 2 of this Subarticle, with such changes in points of de- 
tail as may be appropriate or necessary. 

(b) If a subject institution which owns an interim investment in a cor- 
poration retains the interim investinent under Financial Code Section 772 
pursuant to specific authorizafion in accordance with subdivision (a) of 
this Section and if the corporation is a regulated corporation, the corpora- 
tion shall comply with Sections 10.19102 and 10.19103 of this Chapter 
within one month after the granting of the specific authorization. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§10.19143. Divestiture. 

A subject institution which owns an interim investment in a corpora- 
tion on the effective date of this Part may, unless the Commissioner or- 
ders otherwise for good cause, retain the interim investment under Finan- 
cial Code Section 772 so long as the subject institution is attempting in 
good faith to obtain authorization to retain the interim investment pur- 
suant to Section 10.19141 or 10.19142 of this Chapter. However, after 
the subject institution has exhausted its opportunities to obtain authoriza- 
tion for the interim investment under Sections 10.19141 and 10.19142, 
the subject institution shall divest itself of the interim investment as soon 
as it can do so without loss. Also, in any event, if the subject institution 
does not obtain authorization for the interim investment under Section 
10.19141 or 10.19142, the subject instimtion shall divest itself of the in- 
terim investment within two years after the transition date unless the 
Commissioner shortens or extends the period for good cause. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 772, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

Article 8. Loans to Insiders 

§10.19300. Scope. 

This Article contains regulations that adopt changes to certain sections 

of Regulation O for purposes of Article 2 (commencing with Section 

3370), Chapter 18, Division 1 of the Financial Code. 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Section 3373, Fi- 
nancial Code. 
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History 

1. New article 31 (sections 10.19300-10.19302) and section filed 11-10-97; op- 
erative 1 1-10-97. Submitted to OAL lor printing only pursuant to Financial 
Code section 3373(a) (Register 97, No. 46). 

2. Editorial correction renumbering article 31 (sections 19300-19302) to new ar- 
ticle 8, and relocating it to precede article 9 (Register 98, No. 49). 

§10.19301. Division. 

In this Article, "Regulation O" means Regulation O of Board of Gov- 
ernors of the Federal Reserve System (12 CFR Part 215)). 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 3373, Fi- 
nancial Code. 

History 
1. New section filed 1 1-10-97; operative 1 1-10-97. Submiued to OAL for print- 
ing only pursuant to Financial Code section 3373(a) (Register 97, No. 46). 

§ 10.19302. Adoption of Changes to Regulation O. 

(a) Pursuant to Financial Code Section 3373, the following changes 
made to Regulation O since July 1 , 1995, are adopted for purposes of Ar- 
ticle 2 (commencing with Section 3370), Chapter 18, Division 1 of the 
Financial Code: 

(1) The amendments to Sections 215.2 and 215.4 of Regulation O set 
forth in the final rule of the Board of Governors of the Federal Reserve 
System dated November 8, 1996 (61 Fed. Reg. 57769). 

(2) The amendments to Sections 215.2 and 215.4 of Regulation O set 
forth in the final mle of the Board of Governors of the Federal Reserve 
System dated March 20, 1997 (62 Fed. Reg. 13294). 

(b) The provisions of Financial Code Section 3372 which refer to spe- 
cified sections of Regulation O and incorporate the sections by reference 
into Article 2 (commencing with Section 3370), Chapter 18, Division 1 
of the Financial Code, shall, in the case of those sections of Regulation 
O identified in Subdivision (a) of this Section, be deemed to refer to, and 
to incorporate by reference, those sections with the changes identified in 
Subdivision (a) of this Section. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 3373, Fi- 
nancial Code. 

History 

1. New section filed 1 1-10-97; operative 1 1-10-97. Submitted to OAL for print- 
ing only pursuant to Financial Code section 3373(a) (Register 97, No. 46). 

Article 9. Audit Reports 

§10.19400. Scope. 

This Article contains regulations relating to the filing by a California 
state bank of an audit report with the Commissioner pursuant to Section 
1902 of the Financial Code. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1902. Fi- 
nancial Code. 

History 

1. New article 9 (sections 10.19400-10.19402) and section filed 3-18-98 as an 
emergency; operative 3-18-98 (Register 98, No. 12). A Certificate of Com- 
pliance must be transmitted to OAL by 7-16-98 or emergency language will be 
repealed by operation of law on the following day. 

2. Certificate of Compliance as to 3-1 8-98 order transmitted to OAL 7-16-98 and 
filed 8-20-98 (Register 98, No. 34). 

§ 1 0.1 9401 . Exemptions. 

The Commissioner finds that the requirements of Section 1 902 of the 
Financial Code are not necessary in the cases described in the subdivi- 
sions of this Section. Accordingly, the Commissioner grants exemptions 
from Section 1902 of the Financial Code, as follows: 

(a) A California state bank is exempted from the requirement of filing 
an audit report for a fiscal year with the Commissioner pursuant to Sec- 
tion 1902 of the Financial Code if the bank complies with the following 
provisions: 

(1) Within 90 days after the end of the fiscal year or within such ex- 
tended period as the Commissioner may prescribe, the bank shall obtain 
an audit report complying with the provisions of Subdivision (c) of Sec- 
tion 1902 ofthe Financial Code and of Section 10.19402 of this Chapter; 
and 



(2) The bank shall keep the audit report in its files for a period of not 
less than two years after the end of the fiscal year or such longer period 
as the Commissioner may prescribe. 

(b) A California state bank which is a .subsidiary of a parent is ex- 
empted from the requirement of filing an audit report for a fiscal year with 
the Commissioner pursuant to Section 1 902 of the Financial Code if the 
parent and the bank comply with the following provisions: 

(1) TTie parent and the bank shall have the same fiscal year; 

(2) Within 90 days after the end of the fiscal year or within such ex- 
tended period as the Commissioner may prescribe, the parent shall obtain 
an audit report that complies with the following provisions: 

(A) The audit report shall contain (1.) audited, consolidated financial 
statements (including balance sheet, statement of income or loss, state- 
ment of shareholders' equity, and statement of cash flows) ofthe parent 
for or as ofthe end ofthe fiscal year prepared in accordance with general- 
ly accepted accounting principles and (2.) any other information that the 
Commissioner may require. 

(B) The audit report shall be based upon an audit ofthe parent on a con- 
solidated basis conducted in accordance with generally accepted audit- 
ing standards and any other requirements that the Commissioner may 
prescribe; 

(C) The audit report shall be prepared by an independent certified pub- 
lic accountant or independent public accountant who is not unsatisfacto- 
ry to the Commissioner; and 

(D) The audit report shall include or be accompanied by a ceruficate 
or opinion ofthe independent certified public accountant or independent 
public accountant that is satisfactory in form and content to the Commis- 
sioner; and 

(3) Immediately after obtaining the audit report, the parent shall pro- 
vide a copy of the audit report to the bank, and the bank shall keep the 
copy in its files for a period of not less than two years after the end of the 
fiscal year or such longer period as the Commissioner may prescribe. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1902, Fi- 
nancial Code. 

History 

1 . New section filed 3-18-98 as an emergency; operafive 3-1 8-98 (Register 98, 
No. 12). A Certificate of Compliance must be transmitted to OAL by 7-16-98 
or emergency language will be repealed by operation of law on the following 
day. 

2. Certificate of Compliance as to 3-1 8-98 order transmitted to OAL 7-16-98 and 
filed 8-20-98 (Register 98, No. 34). 

§10.19402. Contents. 

(a) The audit report of a California state bank called for in Section 1902 
of the Financial Code or in Subdivision (a) of Section 10.19401 of this 
Chapter shall contain the following audited financial statements of the 
bank for or as of the end of the relevant fiscal year: 

(1) Balance sheet. 

(2) Statement of income or loss. 

(3) Statement of changes in shareholders' equity. 

(4) Statement of cash flows. 

(b) The audited financial statements of a California state bank con- 
tained in the audit report called for in Section 1902 ofthe Financial Code 
or in Subdivision (a) of Section 10.19401 ofthis Chapter shall, if permis- 
sible under generally accepted accounting principles, be prepared on a 
consolidated basis. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfion 1902, Fi- 
nancial Code. 

History 

1. New section filed 3-18-98 as an emergency; operative 3-18-98 (Register 98, 
No. 12). A Certificate of Compliance must be transmitted to OAL by 7-16-98 
or emergency language will be repealed by operation of law on the following 
day. 

2. Certificate of Compliance as to 3-18-98 order transmitted to OAL 7-16-98 and 
filed 8-20-98 (Register 98, No. 34). 
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§10.19600. Scope. 

This Article contains regulations adopted under Financial Code Sec- 
lion 753. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 753, Fi- 
nancial Code. 

History 

1. New article 10(sections 10.19600-10.19604)and section filed ]2-4-98;opera- 
tive 12-4-98 pursuant to Financial Code section 753. Submitted to OAL for 
printing only pursuant to Financial Code section 753 (Register 98, No. 49). 

§10.19601, Definition. 

In this Article, "federal law" has the meaning set forth in Financial 
Code Section 753(a)(1). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 753, Fi- 
nancial Code. 

History 

1. New section filed 12-4-98; operative 12-4—98 pursuant to Financial Code sec- 
tion 753. Submitted to OAL for printing only pursuant to Financial Code section 
753 (Register 98, No. 49). 

§ 10.19602. Automated Teller EViachines and Remote 
Service Units. 

(a) In this Section, to "discontinue" means to discontinue the opera- 
tions of or to close. 

(b) The provisions of federal law that national banks may establish, re- 
locate, and discontinue automated teller machines and remote service 
units without giving notice to, or obtaining approval or other authoriza- 
tion from, a regulatory agency or complying with other regulatory re- 
quirements, are applicable to California state banks. 

(c) On the basis of Subdivision (b) of this Section, notwithstanding any 
provision of the Financial Code (including Article 2 (commencing with 
Section 500), Article 3 (commencing with Section 540), and Article 4 
(commencing with Section 550) of Chapter 4 of Division 1) or of this 
Chapter to the contrary and except as the Commissioner may order other- 
wise, a California state bank is not required to file any notice with, or to 
obtain any approval or certificate of authority from, the Commissioner 
or comply with any other regulatory requirement in order to establish, re- 
locate, or discontinue an automated teller machine or remote service unit. 

(d) This Section shall expire at 12 p.m. on December 31, 1999. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 753, Fi- 
nancial Code. 

History 
1. New section filed 12-4-98; operative 12-4-98 pursuant to Financial Code sec- 
tion 753. Submitted to OAL for printing only pursuant to Financial Code section 
753(Register98, No. 49). 

§10.19603. Banker's Banks. 

(a) In this Section: 

(1) "Depository institution" has the meaning set forth in Section 3(c) 
of the Federal Deposit Insurance Act (12 U.S.C. Section 1813(c)). 

(2) "Depository institution holding company" has the meaning set 
forth in Section 3(w) of the Federal Deposit Insurance Act (12 U.S.C. 
Section 1813(w)). 

(b) The provisions of federal law that a national bank may purchase for 
its own account shares of the stock of an insured bank or of a holding 
company which owns or controls an insured bank if the stock of the bank 
or company is owned exclusively (except to the extent directors' qualify- 
ing shares are required by law) by depository institutions or depository 
institution holding companies and if the bank or company and all subsid- 
iaries thereof are engaged exclusively in providing services to or for other 
depository institutions, their holding companies, and the officers, direc- 
tors, and employees of such institutions and companies and in providing 
correspondent banking services at the request of other depository institu- 
tions or their holding companies, are applicable to California state banks. 

(c) On the basis of Subdivision (b) of this Section, notwithstanding any 
provision of the Financial Code (including Financial Code Section 



1335(b)) or of this Chapter to the contrary and except as the Commission- 
er may order otherwise, a California state bank may purchase for its own 
account shares of the stock of an insured bank or of a holding company 
which owns or controls an insured bank of the stoclc of the bank or com- 
pany is owned exclusively (except to the extent directors' qualifying 
shares are required by law) by depository institutions or depository insti- 
tution holding companies and if the bank or company and all subsidiaries 
thereof are engaged exclusively in providing services to or for other de- 
pository institutions, their holding companies, and the officers, directors, 
and employees of such institutions and companies and in providing cor- 
respondent banking services at the request of other depository institu- 
tions or their holding companies. 

(d) This Section shall expire at 12 p.m. on December 31, 1999. 
NotE: Authority cited: Section 215, Financial Code. Reference: Section 753, Fi- 
nancial Code. 

History 

1 . New section filed 12-4-98; operative 12-4-98 pursuant to Financial Code sec- 
tion 753. Submitted to OAL for printing only pursuant to Financial Code section 
753 (Register 98, No. 49). 

§ 1 0.1 9604. Fiduciary Business. 

(a) The provisions of federal law that, in the case of a nafional bank, 
engaging in fiduciary business is not geographically limited to the main 
office and branch offices of the bank, are applicable to California state 
banks. 

(b) On the basis of Subdivision (a) of this Secfion, notwithstanding any 
provision of the Financial Code (including Article 2 (commencing with 
Section 500) of Chapter 4 of Division 1) or this Chapter to the contrary, 
no place where a California state bank engages in fiduciary business 
shall, solely on that account, be deemed to be a branch office. However, 
no California state bank may engage in fiduciary business at a place un- 
less the place is its head office, an authorized branch office, or an autho- 
rized place of business. 

(c) This Secfion shall expire at 12 p.m. on December 31, 1999. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Section 753, Fi- 
nancial Code. 

History 

1. New section filed 12-4-98; operative 12-4-98 pursuant to Financial Code sec- 
tion 753. Submitted to OAL for printing only pursuant to Financial Code section 
753 (Register 98, No. 49). 

§ 10.19605. Loans Secured by Segregated Deposit 
Accounts. 

(a)(1) "Lending Limits" means: 

(A) With respect to federal law, the hmitations regarding total loans 
and extensions of credit to a person as set forth in Section 84 of the Na- 
tional Bank Act (12 U.S.C. Section 84). 

(B) With respect to state law, the limitafions regarding obligations of 
any one person to a California state bank as set forth in Section 1221 of 
the Financial Code. 

(2) "Loans" means: 

(A) With respect to federal law, loans and extensions of credit as those 
terms are defined in Section 84(b) of the National Bank Act (12 U.S.C. 
Section 84(b)). 

(B) With respect to state law, the total sums for the payment of which 
a person is obligated, primarily or secondarily, to a bank. 

(b) The provisions of federal law that exempt loans secured by segre- 
gated deposit accounts from the lending limits applicable to nafional 
banks are applicable to Califomia state banks. 

(c) On the basis of Subdivision (b) of this Secfion, notwithstanding any 
provision of the Financial Code (including Article 2 (commencing with 
Section 1 220) of Chapter 10 of Division 1 ) or of this Chapter to the con- 
trary and except as the Commissioner may order otherwise, loans made 
by a Califomia state bank which are secured by segregated deposit ac- 
counts in the bank are exempt from the lending limits otherwise applica- 
ble to that bank. 

(d) A California state bank which uses a segregated deposit account 
as security for a loan shall comply with the requirements set forth in Sec- 
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tion 32.3(c)(6) of Title 1 2 of the Code of Federal Regulations (12 C.F.R. 
Section 32.3(c)(6). 

(e) This Section shall expire at 12:00 p.m. on December 31, 2002. 
Note. Authority ciled: Section 21 5, Financial Code. Reference: Section 753, Fi- 
nancial Code. 

History 

1 . New section filed 4-2-2001 as an emergency; operative 4-2-2001 . Submitted 
to OAL tor printing only pursuant to Financial Code section 753(c) (Register 
2001, No. 14). 



Article 11. Securities 



Subarticle 2. 



Acquisition of Bank's Own 
Securities 



§ 10.19900. Application for Acquisition of Own Securities 
by Bank or Trust Company. 

(a) California law permits a California state-chartered bank or trust 
company to acquire its own shares if the acquisition is approved in ad- 
vance by the Commissioner. 

(b) An apphcation for acquisition by a bank or trust company of its 
own shares shall include the following information: 

(1) The class and series, as appropriate, of the shares to be acquired. 

(2) The number of such shares outstanding and the number of shares 
to be acquired. 

(3) The date or period when the bank or trust company will make the 
acquisition. 

(4) The identity of the seller of the stock. 

(5) The price which the bank or trust company will pay for the shares, 
an explanation of the basis for setting the price, and a description of any 
other material terms of the acquisition. 

(6) In case the bank is an insured nonmember bank, a confirmation that 
the bank will obtain the consent of the Federal Deposit Insurance Corpo- 
ration pursuant to Federal Deposit Insurance Act Section 18(i), (12 
U.S.C. 1 828(i)), if applicable. In case the bank is a member bank, a con- 
firmation that the bank will obtain the consent of the Board of Governors 
of the Federal Reserve System pursuant to Federal Reserve Act Section 
9, Paragraph 11, (12 U.S.C. 329), if applicable. 

(7) A copy of all written materials used to effect the acquisition, in- 
cluding the repurchase plan, if any, resolutions of the board of directors, 
materials to be distributed to shareholders, and any advertisements relat- 
ing to the acquisition. 

(8) An opinion of an attorney at law that the acquisition will comply 
with applicable securities laws and applicable provisions of the Financial 
Code. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 3359, Fi- 
nancial Code. 

History 
1. New article 11, subarticle 2 (sections 10.19900-10.19901) and section filed 
4-29-2008; operative 5-29-2008 (Register 2008, No. 18). 

§ 10.19901. Approval of Application for Acquisition of Own 
Securities by Bank or Trust Company. 

As an administrative standard, the Commissioner shall consider all of 
the following factors in processing an application for acquisition by a 
bank or trust company of its own shares: 

(a) The acquisition by the bank or trust company of its own shares 
would not materially impair the financial condition of the applicant, par- 
ticulariy its capital adequacy, and the safety and soundness of the institu- 
tion. 

(b) The proposed acquisition complies with the provisions of Finan- 
cial Code Sections 642, 643, and 644. 

(c) The applicant has confirmed that all material information has been 
disclosed in the application. 



(d) An opinion of an attorney at law that the acquisition will comply 
with applicable securities laws and applicable provisions of the Financial 
Code. 

Note. Authority cited: Section 215, Financial Code. Reference: Sections 642, 
643, 644 and 3359, Financial Code. 

History 
1. New secrion filed 4-29-2008; operative 5-29-2008 (Register 2008. No. 18). 



Article 30. Commercial Banking Business 



Subarticle 1. General Provisions 

§ 10.190000. Definition of "Subject Institution." 

History 

1. Redesignationof Subchapter 10 (Sections 10. 1-1 0.1 01. not consecutive) to Ar- 
ticle 30 of Subchapter 10 (Sections 10.190000-10.190201, not consecutive) 
filed 12-29-78; designated effective 3-1-79 (Register 79, No. 2). 

2. Renumbering from Section 10.1 to Section 10.190000 and amendment filed 
12-29-78; designated effecfive 3-1-79 (Resister 79, No. 2). 

3. Repealer of subarticle 1 (sections 190000-190001) and section filed 4-14-98; 
operative 5-14-98 (Register 98, No. 16). 

§ 1 0.1 90001 . Authorized Activities of Subject Institution. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Banking Law, 
Division 1, Financial Code. 

History 

1. New Article 1 (Sections 10.1 and 10.2) filed 1-10-75; effective thirtieth day 
thereafter (Register 75, No. 2). 

2. Renumbering from Section 10.2 to Section 10.190001 filed 12-29-78; desig- 
nated effective 3-1-79 (Register 79, No. 2). Group 2. Reserves 

3. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

Subarticle 2. Reserves 

§ 10.190100. Definition of "Subject Institution" and Scope. 

History 

1. Renumbering from section 10.50 to section 10.190100 and amendment filed 
12-29-78; designated effective 3-1-79 (Register 79, No. 2). 

2. Change without regulatory effect repealing secrion filed 7-2-91 pursuant to 
section 100, title I, California Code of Regulafions (Register 91, No. 40). 

§ 1 0.1 901 01 . other Definitions. 

History 

1. Renumbering from section 10.51 to section 10.190101 and amendment filed 
12-29-78; designated effecfive 3-1-79 (Register 79, No. 2). 

2. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 

§ 10.190102. Reserves Against Demand Deposits. 

History 

1. Amendment filed 12-30-76 as an emergency; designated effective 1-6-77 
(Register 77, No. 1). For prior history, see Register 75, No. 22. 

2. Certificate of Compliance filed 3-3-77 (Register 77, No. 10). 

3. Renumbering from section 10.52 to secfion 10.190102 filed 12-29-78; desig- 
nated effective 3-1-79 (Register 79, No. 2). 

4. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
secfion 100, Utle 1, California Code of Regulafions (Register 91, No. 40). 

§ 1 0.1 901 03. Computation of Reserves. 

History 

1. Renumbering from secfion 10.53 to secfion 10.190103 filed 12-29-78; desig- 
nated effective 3-1-79 (Register 79, No. 2). 

2. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
secfion 100, fitle 1, Cahfomia Code of Regulafions (Register 91, No. 40). 

§ 10.190104. Report of Reserve Condition: Filing. 

History 

1. Renumbering from Secfion 10.54 to Secfion 10.190104 filed 12-29-78; desig- 
nated effective 3-1-79 (Register 79, No. 2). 

2. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
secfion 100, title 1, California Code of Regulafions (Register 91, No. 40). 
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§ 1 0.1 901 05. Report of Reserve Condition: Illustration of 
Form. 

History 

1. Amendment filed 6-5-75; effective thirtieth day thereafter (Register 75, No. 

23). 

2. Amendment filed 6-12-75 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 75, No. 23). 

3. Amendment filed 6-1 2-75 as an emergency; designated effective 8-7-75. Cer- 
tificate of Compliance included (Register 75, No. 23). 

4. Editorial redesignafion from Section 10.55 to Section 10.190105 (Register 79, 
No. 2). 

5. Repealer filed 12-29-78; designated effecfive 3-1-79 (Register 79. No. 2). 
Group 3. Loans 



Subarticie 3= Loans 

§ 10.190200. Definition of "Subject Dnstitution." 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1227, 
1228, 1253, 1254 and 1934, Financial Code. 

History 

1. New Article 3 (Section 10.100 and 10.101) filed 6-5-75; effective thirtieth day 
thereafter (Register 75, No. 23). 

2. Renumbering from Section 10.100 to Section 10. 190200 and amendment filed 
12-29-78; designated effective 3-1-79 (Register 79, No. 2). 

3. Repealer of subaiticle 3 (sections 190200-190201) and section filed 4-14-98; 
operative 5-14-98 (Register 98, No. 16). 

§ 1 0.1 90201 . Wrap-Around Lien. 

History 

1. Renumbering from Section 10.101 to Section 10.190201 filed 12-29-78; desig- 
nated effective 3-1-79 (Register 79, No. 2). Group 4. Adjustable-Rate Mort- 
gage Loans 

2. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§10.190202. 

The following items are ineligible as security under Financial Code 
Section 1223: 

(1) Assigned accounts receivable. 

(2) Assigned contracts covering services which are to be, or have been 
performed; or covering property which is to be, or has been, manufac- 
tured. 

(3) Trust receipts covering all flooring, including automobiles, boats, 
appliances, machinery, and equipment of any and all types. 

(4) Goods used in trade or inventories including goods covered by an 
inventory lien. 

(5) Tools and small implements. 

(6) Household furniture and appliances. 

(7) Furniture and fixtures in stores, offices, etc. 



(8) Growing crops. 

(9) Perishable commodities, unless warehoused and covered by a 
warehouse receipt. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1223, Fi- 
nancial Code. 

History 

1. New section filed 6-2-2008; operative 7-2-2008 (Register 2008, No. 23). 



Subarticie 4, Adjustable-Rate 
Mortgage Loans 

§ 10.190300. Definition of "Subject Institution" and Scope. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1227.1, 
Financial Code. 

History 

1. New subarticie 4 (sections 10. 190300-1 0.1 903 10) filed 9-16-81; effecfive 
upon filing (Register 81, No. 38). 

2. Repealer of subarticie 4 (sections 1 0. 1 90300-1 0. 1 903 1 0) and new subarticie 4 
(secfions 10.190300-10.190307) filed 4-14-83; effecfive upon filing (Register 
83, No. 16). 

3. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
secdon 100, fitle 1, California Code of Regulafions (Register 91, No. 40). 

§ 1 0.1 90301 . Other Definition. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: SecUon 1227.1, 
Financial Code. 

History 

1 . Repealer of subarticie 4 (sections 1 0. 1 90300- 1 0. 1 903 1 0) and new subarticie 4 
(sections 10.190300-10.190307) filed 4-14-83; effecfive upon filing (Register 
83, No. 16). 

2. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
secfion 100, title 1, California Code of Regulations (Register 91, No. 40). 

§ 10.190302. General Rule. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Section 1227.1, 
Financial Code. 

History 

1 . Repealer of subarticie 4 (sections 1 0. 1 90300-1 0. 1903 10) and new subarticie 4 
(sections 10. 190300-1 0.1 90307) filed 4-1 4-83; effecfive upon filing (Register 
83, No. 16). 

2. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, CaUfomia Code of Regulafions (Register 91, No. 40). 

§10.190303. Index. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1227.1, 
Financial Code. 

History 
1 . Repealer of subarticie 4 (sections 1 0. 1 90300-1 0. 1 903 1 0) and new subarticie 4 

(secfions 10.190300-10.190307) filed 4-14-83; effecfive upon filing (Register 

83, No. 16). 
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2. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title irCalifomia Code of Regulations (Register 91, No. 40). 

§10.190304. Rate Changes. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1227.1, 
Financial Code. 

History 

1 . Repealer of subarticle 4 (sections 1 0. 1 90300-1 0. 1 903 1 0) and new subailicle 4 
(sections 10.190300-10.190307) filed 4-14-83; effective upon filing (Register 
83, No. 16). 

2. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 

§ 10.190305. Amortization Requirements. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1227.1, 
Financial Code. 

History 

1 . Repealer filed 10-1 3-83; effective upon filing (Register 83, No. 42). 2. Editorial 
correction of HISTORY NOTE No. 1 (Register 84, No. 3). 

§10.190306. DiscBosure. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1227.1, 
Financial Code. 

History 

1. Amendment of subsection (a)(2) filed 8-1-83; designated effective upon filing 
pursuant to Government Code section 1 1346.2(d) (Register 83, No. 33). 

2. Repealer of subarticle 4 (sections 1 0. 190300-1 0. 1 903 10) and new subarticle 4 
(sections 1 0. 190300-1 0. 1 90307) filed 4-1 4-83; effective upon filing (Register 
83, No. 16). 

3. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 

§10.190307. Transition Rule. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1227.1, 
Financial Code. 

History 

1. Amendment filed 8-1-83; effective upon filing pursuant to Government Code 
section 1 1346.2(d) (Register 83, No. 33). 

2. Amendment filed 11-14-83; effective upon filing pursuant to Government 
Code section 1 1346.2(d) (Register 83, No. 47). 

3. Repealer of subarticle 4 (sections 10.190300-10.190310) and new subarticle 4 
(sections 10.190300-10.190307) filed 4-14-83; effective upon filing (Register 
83, No. 16). 

4. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulafions (Register 91, No. 40). 



Subartieie 5o Delayed Funds Availability 

§10.190400. Scope. 

This subarticle contains regulations pertaining to delayed funds avail- 
ability. 

NOTE: Authority cited: Sections 215, 866.5 and 866.6, Financial Code; and Sec- 
tion 4213, California Uniform Commercial Code. Reference: Sections 866.5 and 
866.6, Financial Code; and Section 4213, California Uniform Commercial Code. 

History 
1. New Subarticle 5 (Sections 10.190400-10.190407) filed 9-21-84; designated 

effective 10-1-84 pursuant to Government Code Section 1 1346.2(d) (Register 

84, No. 38). 

§ 1 0.1 90401 . Definitions. 
In this subarticle: 

(a) "Banking day" shall have the same meaning as provided in 1 2 CFR 
229.2(0- 

(b) "Business day" shall have the same meaning as provided in 12 CFR 
229.2(g). 

(c) "Deposit account" shall mean an "account" as defined in 12 CFR 
229.2(a) and any savings deposit account other than a time deposit ac- 
count. 

(d) "Depositary bank" means any of the following to which an item is 
first transfeired even though it is also the payor bank: 

(1) Any California state commercial bank; or 

(2) Any Califoinia national bank; or 

(3) Any California branch office of a foreign (other nation) bank. 

(e) "Item" shall mean "check" as defined in 12 CFR 229. 2(k). 



(f) "1210 bank" means a bank with a federal reserve routing symbol 
of 1210. 

(g) "1220 bank" means a bank with a federal reserve routing symbol 
of 1220. 

(h) "Regulation CC" means Regulation CC of the Board of Governors 
of the Federal Reserve System, Part 229 of Title 1 2 of the Code of Federal 
Regulations, 12 CFR 229.1 et seq., and all commentary and footnotes 
thereto, effective September 1, 1988. 

(i) "Savings deposit" shall have the same meaning as provided in 12 
CFR 204.2(d) as amended March 20, 1986 (51 Fed. Reg. 9634). 

(j) "Thrift institution" means a savings and loan association, savings 
bank or credit union. 

NOTE: Authority cited: Sections 215, 866.5 and 866.6, Financial Code; and Sec- 
tion 421 3, California Uniform Comtiiercial Code. Reference: Sections 886. 866.5 
and 866.6, Financial Code; and Section 4213, California Uniform Commercial 
Code. 

History 

1 . Amendment filed 8-1 -86; designated effective 1 0-30-86 (Register 86, No. 3 1 ). 

2. Repealer and new section filed 1 0- 1 7-88 as an emergency; operative 1 0-1 7-88 
(Register 88, No. 45). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-14-89. 

3. Certificate of Compliance including amendment transmitted to OAL 2-10-89 
and filed 3-13-89 (Register 89, No. 11). 

§ 1 0.1 90402. Funds Availability. 

(a) A depositary bank shall make funds deposited into a deposit ac- 
count by an item available for withdrawal as provided in Regulation CC, 
12 CFR Part 229, except as set forth in subdivision (b). The hold sched- 
ules provided in Regulation CC, 12 CFR Part 229, and in subdivision (b), 
shall be the reasonable time for the collection and return of an item and 
the reasonable time by which a depositary bank inust perinit a depositor 
to draw on an item deposited into a deposit account. 

(b)( 1 ) A depositary bank which is a 1 2 1 bank shall make funds depos- 
ited into a deposit account by an item drawn on a 1220 bank or a paying 
bank located in the portion of California served by the Los Angeles 
Branch of the Federal Reserve Bank of San Francisco available for with- 
drawal not later than the fourth business day following the banking day 
on which the funds are deposited. 

(2) A depositary bank which is a 1 220 bank shall make funds deposited 
into a deposit account by an item drawn on a 1210 bank or a paying bank 
located in the portion of California served by the Head Office of the Fed- 
eral Reserve Bank of San Francisco available for withdrawal not later 
than the fourth business day following the banking day on which the 
funds are deposited. 

NOTE; Authority cited: Sections 215, 866.5 and 866.6, Financial Code; and Sec- 
tion 4213, California Uniform Commercial Code. Reference: Sections 866.5 and 
866.6, Financial Code; and Section 4213, California Uniform Comtnercial Code. 

History 
l.Repealerand new section filed 10-1 7-88 as an emergency; operative 10-17-88 
(Register 88, No. 45). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-14-89. 

2. Certificate of Compliance including amendment transmitted to OAL 2-10-89 
and filed 3-13-89 (Register 89, No. 1 1). 

3. Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§ 1 0.1 90403. Separate Offices. 

NOTE; Authority cited: Sections 215, 866.5 and 866.6, Financial Code; and Sec- 
tion 4213, California Uniform Commercial Code. Reference: Sections 866.5 and 
866.6, Financial Code; and Sections 4105 and 421 3, California Uniform Commer- 
cial Code. 

History 

1. Repealer filed 10-17-88 as an emergency; operative 10-17-88 (Register 88, 
No. 45). A Certificate of Compliance must be transmitted to OAL within 120 
days or repealed text will be reinstated on 2-14-89. 

2. Certificate of Compliance transmitted to OAL 2-10-89 and filed 3-13-89 
(Register 89, No. 11). 

§ 1 0.1 90404. Limitations on Applicability. 

NOTE; Authority cited: Sections 215, 866.5 and 866.6, Financial Code; and Sec- 
tion 4213, California Uniform Commercial Code. Reference: Sections 866.5 and 
866.6, Financial Code; Sections 4105 and 4213, Cahfomia Uniform Commercial 
Code; and Section 3, Chapter 1011 of the Statutes of 1983. 
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History 

1. Repealer filed 10-17-88 as an emergency; operative 10-17-88 (Register 88, 
No. 45). A Certificate of Compliance must be transmitted to OAL within 120 
days or repealed text will be reinstated on 2-14-89. 

2. Certificate of Compliance transmitted to OAL 2-10-89 and filed 3-13-89 
(Register 89, No. 11). 

§10.190405. Maximum Hold Periods. 

NOTE: Authority cited: Secfions 215, 866.5 and 866.6, Financial Code; and Sec- 
tion 4213, California Uniform Commercial Code. Reference: Sections 866.5 and 
866.6, Financial Code; and Section 4213, California Uniform Commercial Code. 

History 

1 . Amendment filed 8-1-86; designated effective 10-30-86 (Register 86, No. 3). 

2. Repealer filed 10-17-88 as an emergency; operative 10-17-88 (Register 88, 
No. 45). A Certificate of Compliance must be transmitted to OAL within 120 
days or repealed text will be reinstated on 2-14-89. 

3. Certificate of Compliance transmitted to OAL 2-10-89 and filed 3-13-89 
(Register 89, No. 11). 

§ 1 0.1 90406. Other Hold Periods. 

NOTE: Authority cited: Sections 215, 866.5 and 866.6, Financial Code; and Sec- 
tion 4213, California Uniform Commercial Code. Reference: Sections 866.5 and 
866.6, Financial Code; and Section 4213, California Uniform Commercial Code. 

History 

1. Amendment of subsection (a)(3) filed 8-1-86; designated effective 10-30-86 
(Register86, No. 31). 

2. Repealer filed 10-17-88 as an emergency; operative 10-17-88 (Register 88, 
No. 45). A Certificate of Compliance must be transmitted to OAL within 120 
days or repealed text will be reinstated on 2-14-89. 

3. Certificate of Compliance transmitted to OAL 2-10-89 and filed 3-13-89 
(Register 89, No. 11). 

§10.190407. Exemptions. 

NOTE; Authority cited: Sections 215, 866.5 and 866.6, Financial Code; and Sec- 
tions 4108 and 421 3, California Uniform Commercial Code. Reference: Sections 
866.5, 866.6 and 866.9, Financial Code; and Sections 4105 and 4213, California 
Uniform Commercial Code. 

History 

1. Amendment of subsection (a)(6) filed 8-1-86; designated effective 10-30-86 
(Register86, No. 31). 

2. Repealer filed 10-17-88 as an emergency; operative 10-17-88 (Register 88, 
No. 45). A Certificate of Compliance must be transmitted to OAL within 120 
days or repealed text will be reinstated on 2-14-89. 

3. Certificate of Compliance transmitted to OAL 2-10-89 and filed 3-13-89 
(Register 89, No. 11). 



Subchapter 30. Credit Unions 
Article 1. General Provisions 

§30.1. Scope. 

This Subchapter contains regulations relating to credit unions. 
NOTE: Authority cited: Section 14201, Financial Code. Reference: Division 5, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect adding new subchapter 30, article 1 (sections 
30. 1 -30. 109) and section filed 8-1 9-97 pursuant to section 1 00, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). For prior history, see Register 
80, No. 29. 

§ 30.2. Citation. 

(a) This Subchapter shall be known and may be cited as the "Credit 
Union Regulations." 

(b) The first unit of the number of each section in this Subchapter is 
"30." However, in citing a section of this Subchapter, a person may omit 
the first unit of the number of the section if it is clear that the person is 
referring to a section of this Subchapter. 

NOTE: Authority cited: Section 14201 , Financial Code. Reference: Division 5, Fi- 
nancial Code. 

HtSTORY 
1 . Change without regulatory effect adding new section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 30.3. Inconsistent Provisions. 

In case any provision of this Subchapter is inconsistent with any provi- 
sion of Subchapter 1 (coinmencing with Section 1.1) or Subchapter 5 
(commencing with Section 5. 1 ) (except the provisions of Article 7 (com- 
mencing with Section 5.6000) of Subchapter 5) of this Chapter, the provi- 
sion of this Subchapter shall apply and the provision of Subchapter 1 or 
Subchapter 5 shall not apply. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Division 5, Fi- 
nancial Code. 

History 

1 . Change without regulatory effect adding new section filed 8-19-97 pursuant to 
section 100, title 1. California Code of Regulations (Register 97, No. 34). 

§ 30.30. Economic Feasibility — Existing Credit Union. 

Whenever the Commissioner, this Subchapter or any law adininis- 
tered by the Commissioner requires that the Commissioner determine the 
economic feasibility of any proposal of an existing credit union, the 
CoiTimissioner may consider: 

(a) The adequacy of the equity capital of the credit union. 

(b) The quahty of assets of the credit union. 

(c) The level of earnings of the credit union. 

(d) The level of hquidity of the credit union. 

(e) The quality of management of the credit union. 

(f) The business plan of the credit union. 

(g) The marketing plan of the credit union, 
(h) The business practices of the credit union. 

(i) Such other factors that bear upon a determination of the economic 
feasibility of the proposal. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 14201, Financial Code. 

History 

1 . New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.31 . Equity Capital Adequacy. 

Whenever the Commissioner, this Subchapter or any law adminis- 
tered by the Commissioner requires that the Commissioner determine the 
adequacy of the equity capital of a credit union, the Commissioner may 
consider: 

(a) The nature and volume of the business of the credit union. 

(b) The amount, nature, quality, and liquidity of the assets of the credit 
union. 

(c) The amount and nature of the habilities (including, but not limited 
to, any notes or debentures and any contingent liabihties) of the credit 
union. 

(d) The history of, and prospects for, the credit union to earn and retain 
income. 

(e) The quality of the operations of the credit union. 

(f) The quality of the management of the credit union. 

(g) Such other factors that bear upon a determination that the equity 
capital of a credit union is adequate. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14201 and 14211, Financial Code. 

History 
1. New section filed 2-27-2003; operafive 3-29-2003 (Register 2003, No. 9). 

§ 30.40. Certification of Corporate Resolution. 

Whenever the Commissioner or this Subchapter requires that a copy 
of a resolution of the board or of a committee of the board of a credit union 
filed with the Commissioner be certified, the certification shall: 

(a) State the title of the office, which the person making the certifica- 
tion holds with the credit union. 

(b) State that the copy is a true copy of the resolution. 

(c)(1) In a case where the resolution was adopted by the board, so state 
that such adoption occurred and specify the date of adoption. 

(2) In a case where the resolution was adopted by a committee of the 
board, so state that such adopfion occurred, specify the date of adoption, 
state the title of the committee, and state that the committee is authorized 
to exercise the powers of the board with respect to the subject matter of 
the resolution. 
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(d) State that the resolution has not been modified or rescinded and is 
in full force and effect. 

(e) Specify the date of the certification. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14201, 
Financial Code. 

History 

1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.41 . Gertificationi by Secretary or Assistant Secretary. 

(a) Whenever the Commissioner or this Subchapter requires that a 
document filed with the Commissioner be certified by the secretary of a 
corporation and does not provide that such document may, in the alterna- 
tive, be certified by an assistant secretary of such corporation, the certifi- 
cation shall be made by the secretary of the corporation. However, if the 
corporation has no secretary or if the secretary of the corporation is un- 
available, the certification may be made by an assistant secretary of the 
corporation who is authorized to perform the functions of the secretary, 
in which case the certification shall (1) state that the corporation has no 
secretary or that the secretary is unavailable, and (2) that the assistant sec- 
retary is authorized to perform the functions of the secretary. Also, if the 
corporation has no secretary or assistant secretary, the certification may 
be made by the officer of the corporation who performs for the corpora- 
tion the functions usually performed by the secretary of a corporation, in 
which case the certification shall state that the corporation has no secre- 
tary and that the officer making the certification performs for the corpora- 
tion the functions usually performed by the secretary of a corporation. 

(b) Whenever the Commissioner or this Subchapter requires that a 
document filed with the Commissioner be certified by the secretary or by 
an assistant secretary of a corporation, if such corporation has no secre- 
tary or assistant secretary, the certification may be made by an officer of 
the corporation who performs for the corporation the functions usually 
performed by the secretary or by an assistant secretary of a corporation, 
in which case the certification shall state that the corporation has no sec- 
retary or assistant secretary and that the officer making the certification 
performs for the corporation the functions usually performed by the sec- 
retary or by an assistant secretary of a corporation. 

NOTE: Authority cited: Section 1420 1, Financial Code. Reference: Section 14201, 
Financial Code. 

History 

1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.50. Foeid of Membership: Family of Member. 

A credit union's field of membership may include persons within the 
immediate family of a member. The classes of persons who are deemed 
to be within the immediate family of a member and eligible for member- 
ship shall be determined by the board of directors. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 15451, Financial Code. 

History 
1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.51. Field of Membership: Common Bond. 

The field of membership of a credit union shall consist of groups of 
persons with a common bond beyond obtaining financial services from 
the credit union. There are three basic forms of groups eligible for mem- 
bership in a credit union: groups based upon a common bond of occupa- 
tion; groups based upon a common bond of association; and, groups 
within a well-defined neighborhood, community, or rural district. A 
credit union may serve multiple groups from one or more of the three 
types of groups discussed above. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 15451, Financial Code. 

History 

1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 



§ 30.60. Existing Credit Union: Application for Expansion 
of Field of Membership. 

(a) In this Section, the term "community" means a well-defined neigh- 
borhood, community or rural district. 

(b) Except as authorized by Section 30.73, a credit union may not ex- 
pand its field of membership without the prior approval of the Commis- 
sioner. 

(c) A credit union may not expand its field of membership except 
through an amendment to its bylaws. 

(d) An application for an expansion of the field of membership of an 
existing credit union shall include the following information: 

(1) If the applicant proposes to serve an occupational group or associa- 
tion, the application shall include the name and description of the pro- 
posed group or association. If the proposed field of membership includes 
more than one group or association, the application shall contain the 
name and description of each group or association. Other than groups of 
employees of a common employer, the application shall include the by- 
laws of each group or association, if the group or association has adopted 
bylaws. 

(2) The bylaw amendment adding the proposed group or association 
approved by the board of directors of the credit union in accordance with 
Section 30.105. 

(3) A complete list of the organizations, associations, and communi- 
ties in the credit union's current field of membership. 

(4) If the applicant proposes to serve one or more communities, the ap- 
plication shall include information sufficient to demonstrate a common 
bond with regard to each community. 

(5) The number of potential members in each group or community to 
be included in the field of membership. 

(6) The geographic location of each group or community to be in- 
cluded in the field of membership. 

(7) If the proposed field of membership is a group the membership of 
which is equal to or greater than 20 percent of the current membership 
of the credit union or the proposed field of membership is a community, 
a copy of the business plan, and a copy of the markeUng plan which shall 
include the methods by which the credit union intends to serve its ex- 
panded field of membership. 

(8) Such other information that bears upon a finding that the proposed 
field of membership is not contrary to the principles of organizing credit 
unions, including principles of organizing credit unions based upon com- 
mon bond of occupation, association, or groups within a well-defined 
neighborhood, community or rural district. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 15451, Financial Code. 

History 

1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.61. Field of Membership: Approval of Expansion of 
Field of Membership Application. 

(a) As an administrative standard, the Commissioner shall consider all 
of the following factors in processing an application to expand the field 
of membership of a credit union, and the Commissioner may deny the ap- 
plication for any of the following reasons: 

(1) The field of membership of the applicant is contrary to the prin- 
ciples of organizing credit unions, including principles of organizing 
credit unions based on common bond of occupafion, associafion, or 
groups within a well-defined neighborhood, community or rural district. 

(2) A false statement of material fact has been made with regard to the 
application. 

(3) The applicant's showing as to the economic feasibility of serving 
the expanded field of membership of the exisfing credit union is inade- 
quate. 

(b) If, after notice and an opportunity to be heard, the Commissioner 
makes a negative finding on any of the factors in Subdivision (a), the 
Commissioner may deny the application. 
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NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 15451, Financial Code. 

History 
1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.70. Field of Membership: Authorization To Add Select 
Groups. 

Sections 30.7 J through 30.73 contain regulations relating to the eligi- 
bility of an existing credit union to add a select group to its field of mem- 
bership without obtaining the prior approval of the Commissioner. 
NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 15451, Financial Code. 

History 

1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.71. Field of Membership: Definitions. 

In Sections 30.72 and 30.73: 

(a) "Eligible" when used with respect to a California credit union, 
means that the Commissioner has granted eligibility to add select groups 
to the credit union, and that the eligibility remains in full force and effect. 

(b) "Acceptable Rating" when used with respect to a California credit 
union, means that the composite rating of the credit union in the most de- 
cent report of examination issued by the Department or the National 
Credit Union Administration was "1" or "2" under The CAMEL Rating 
System; provided that the credit union has not been notified by the Com- 
missioner that it is ineligible. 

(c) "Select Group" means either of the following: 

(1 ) An association formed by a group of individuals based upon a com- 
mon bond of occupation. At the time the application is made, the total 
number of members of that association may not exceed 1,000. 

(2) Employees of a common employer. At the time the application is 
made, the total number of employees of the common employer may not 
exceed 1,000. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Secfions 
14155 and 15451, Financial Code. 

History 
1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.72. Field of Membership: Application for Eligibility To 
Add Select Groups. 

(a) An application by a California credit union for eligibility to add 
select groups shall contain the following information: 

(1 ) A statement that the credit union has an acceptable rating. The 
statement shall include the name of regulator or insurer which gave the 
acceptable rating, and the date the acceptable rating was given. 

(2) A statement that there has been no material change in the condition 
of the credit union since it received the acceptable rating. 

(3) Confirmation that the board of directors of the credit union has 
adopted a policy setting forth guidelines for adding select groups to its 
field of membership which incorporates, among other necessary items, 
the appropriate requirements set forth in Section 30.73. A copy of the 
policy shall be included as an exhibit to the application. 

(b)(1) An application by a California credit union for eligibility shall 
be deemed to be approved on the 60^*^ calendar day after the complete ap- 
plication is filed with the Commissioner, unless the Commissioner (A) 
earlier decides the application, (B) requests the applicant to provide addi- 
tional information, or (C) extends the period for deciding the application. 
In no event shall the Commissioner extend the period for deciding the ap- 
plication beyond the 90* day after the complete application is filed with 
the Commissioner. 

(2) For purposes of Paragraph (1) of this Subdivision (b), an applica- 
tion shall be deemed to be filed with the Commissioner on the date when 
the application, substantially in compliance with the requirements of 
Subdivision (a) of this Section, is received by the Commissioner. 

(3) For purposes of Paragraphs (1) and (2) of this Subdivision (b), an 
application shall be considered complete when the Commissioner has re- 
ceived all of the supplemental information he or she requests from an ap- 
plicant regarding the application. The Commissioner shall notify the ap- 



plicant in writing of the date on which the Commissioner determined that 
the application was deemed complete. 

(c) As an administrative standard, the Commissioner will approve an 
application by a California credit union for eligibility if the Commission- 
er finds both of the following: 

(1) That the credit union has an acceptable rating and that there has 
been no material change in the credit union since the acceptable rating 
was issued. 

(2) That the credit union has adopted the necessary policy to imple- 
ment the addition of select groups to the field of membership of the credit 
union. 

(d)(1) The Commissioner may, at his or her discretion, revoke the eli- 
gibility of a credit union under this Section and Section 30.73 if he or she 
finds any of the following conditions: 

(A) Subsequent to the credit union being granted eligibility, the credit 
union receives a less than acceptable rating as a result of an examination 
of the credit union. 

(B) Subsequent to the credit union being granted eligibility, there is a 
material change in the condition of the credit union. 

(C) The credit union fails to adhere to the policy adopted in accordance 
with this Section. 

(2) The eligibility of a credit union shall automatically be revoked if 
a credit union is subject to any enforcement action undertaken by any reg- 
ulator or insurer of deposits of the credit union. 

(3) There shall be no right to a hearing with regard to a determination 
to revoke a credit union' s eligibility pursuant to Subdivision (d)( 1 ) of this 
Section. 

(e) In the event the eligibility of a credit union is revoked pursuant to 
Subdivision (d) of this Section, the credit union is required to file an ap- 
plication for eligibility under this Section if the credit union desires to re- 
gain its status as an ehgible credit union. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 15451, Financial Code. 

History 

1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9), 

§ 30.73. Field of Membership: Procedure for Eligible Credit 
Unions To Add Select Groups. 

(a) An application by an eligible California credit union to add a select 
group to its field of membership shall be deemed approved by the Com- 
missioner, if the following requirements are met: 

(1) Not less than 10 business days before adding the proposed select 
group to the credit union' s field of membership, the credit union shall file 
with the Commissioner a report which shall include the following in- 
formation: 

(A) A document signed by an authorized representative of the pro- 
posed select group or a letter signed by the common employer requesting 
that the credit union add the select group to the credit union's field of 
membership. Whenever possible, the document shall be submitted on the 
select group's letterhead stationery or the letterhead of the employer. 

(B) A statement explaining how the select group shares a common 
bond of occupation or a common employer. 

(C) A statement that the number of persons currently within the select 
group to be added to the credit union's field of membership is 1,000 or 
less. 

(D) A statement as to the general locations of the select group to be 
added to the credit union's field of membership. 

(E) Two copies of the bylaw amendment adding the select group of the 
field of membership of the credit union. The bylaw amendment shall be 
in the form of certificate of secretary or assistant secretary. 

(2) The Commissioner does not reject the report called for in Subdivi- 
sion (a)(1) within 10 business days after filing. The Commissioner may 
reject a report filed under Subdivision (a)(1) of this Secfion if the Com- 
missioner finds that it is necessary or appropriate to regulate the addition 
of the proposed occupational or employee group to the credit union's 
field of membership, or for other good cause. If the Commissioner does 
not reject the report called for in Subdivision (a)(1), the bylaw amend- 
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merit submitted with the report shall be deemed to be approved. The 
Commissioner may approve an application prior to the date an applica- 
tion is deemed approved. 

(b) Within 30 days after an application is approved or is deemed to be 
approved, the Commissioner shall notify the credit union of the approval 
and shall provide the credit union with a copy of the bylaw amendment 
submitted with the report with the approval of the Commissioner en- 
dorsed thereon. 

NOTE; Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 15451, Financial Code. 

History 
I. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.1 01 . Delayed Funds AvailabHity. 

(a) In this Section: 

(1) "'Credit union" means any of the following: 

(A) A credit union organized under the laws of California. 

(B) A federal credit union with its home office or a branch office in 
California. 

(C) A credit union organized under the laws of a state other than 
California that maintains a branch office in California. 

(2) "Deposit account" means a deposit account as defined in Section 
866(b) of the Financial Code, and includes a share account and a share 
draft account, but does not include a share account with a stated maturity. 

(3) "Item" means "check" as defined in 12 C.F.R. 229. 2(k). 

(b) A credit union shall make an item received for deposit into a depos- 
it account that is maintained in a California office of the credit union 
available for withdrawal in accordance with Regulation CC (12 C.F.R. 
Part 229) of the Board of Governors of the Federal Reserve System. 

(c) The time period within which an item is required to be made avail- 
able for withdrawal pursuant to Regulation CC shall be deemed to be the 
reasonable time by which a credit union must permit a depositor to draw 
on an item deposited into a deposit account for the purposes of Sections 
866.5 and 866.6 of the Financial Code. 

NOTE: Authority cited: Sections 2 15, 866.5 and 866.6, Financial Code. Reference: 
Sections 866.5 and 866.6, Financial Code; and Chapter41 (commencing with Sec- 
tion 4001) of Title 12 of the United States Code; Part 229 (commencing with Sec- 
tion 229.1) of Titlel2 of the Code of Federal Regulations. 

History 

1. Change without regulatory effect renumbering and amending former section 
901 to new section 30.101 filed 8-1 9-97 pursuant to section 100, title 1, Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Repealer and new section and amendment of Note filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 

§ 30.1 01 .5. Prohibited Advertising. 

(a) A credit union shall not advertise that it or any of its officers or 
agents are "bonded to," "supervised by," "regulated by," "licensed by," 
"audited by," or "examined by" the State of California or any agency 
thereof. 

(b) An out-of-state credit union organized and operating pursuant to 
Section 14157 shall identify the state where chartered by appropriate lan- 
guage in connection with the use of its name in California. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14157 and 14202, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 905 to new sec- 
tion 30.101 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Change without regulatory effect renumbering duplicative section 30.101 to 
new section 30.101.5 (Register 97, No. 42). 

§30.102. Definitions. 

(a) The terms defined in the California Credit Union Law when used 
in this Subchapter shall have the meanings set forth in that law. In addi- 
tion, the following definitions shall apply in this Subchapter: 

(1) "Management personnel" includes the Chief Executive Officer, 
the Assistant Chief Executive Officer, the Chief Financial Officer, the 
Operations Manager, and the Credit Manager, and any individual occu- 
pying a similar status or performing similar functions. 



(2) "Gross income" does not include non-operating gains or losses, re- 
coveries or donated funds. 

(3) "Unimpaired capital and surplus" means the total of shares, undi- 
vided earnings, and appropriated undivided earnings, net of any income 
or loss for the accounting period, and does not include the regular reserve 
or unrealized gains or losses for changes in market values of available- 
for-sale investments. 

(4) "Risk assets" means all assets except the following: 

(A) Cash on hand. 

(B) Deposits and/or shares in federally or state-insured banks or sav- 
ings and loan associations, or federally or privately insured credit unions 
that have a remaining maturity of 5 years or less. 

(C) Assets that have a remaining maturity of 5 years or less and are in- 
sured by, fully guaranteed as to principal and interest by, or due from the 
U.S. Government, its agencies, the Federal National Mortgage Associa- 
tion, Federal Home Loan Mortgage Corporation, or the Government Na- 
tional Mortgage Association. Collateralized mortgage obligations that 
are comprised of government guaranteed mortgage loans shall be in- 
cluded in this asset category. 

(D) Loans to other credit unions that have a remaining maturity of 5 
years or less. 

(E) Student loans insured under the provisions of title IV, Part B of the 
Higher Education Act of 1965 (20 U.S.C. 1071, et seq.) or similar state 
insurance programs that have a reinaining maturity of 5 years or less. 

(F) Loans that have a remaining maturity of 5 years or less and are fully 
or partially insured or guaranteed by the Federal or a state government 
or any agency of either. A loan which is partially insured or guaranteed 
by the Federal or a state government, or agency of either, shall be ex- 
cepted pursuant to this Subdivision only to the extent that the loan is so 
insured or guaranteed. 

(G) Shares or deposits in a corporate credit union that have a remaining 
maturity of 5 years or less, other than shares or deposits representing con- 
tributions to the membership capital as defined in 12 C.F.R. Part 704. A 
corporate credit union is a credit union that: 

1 . Is operated primarily for the purpose of serving other credit unions; 

2. Is designated by the National Credit Union Administration as a cor- 
porate credit union; and, 

3. Limits natural person members to the minimum required by state or 
federal law to charter and operate the credit union. 

(H) Mutual funds or trusts which are authorized by Section 
30.300(b)(6) and are either carried at the lower of cost or market, or are 
marked to market value monthly. 

(I) Prepaid expenses. 

(J) Accrued interest on non-risk investments. 

(K) Loans fully secured by a pledge of shares in the lending credit 
union, equal to and maintained to at least the amount of the loan outstand- 
ing. 

(L) Loans which are purchased from liquidating credit unions and 
guaranteed by the National Credit Union Administration. 

(M) National Credit Union Share Insurance Fund Guaranty Accounts 
established with the authorization of the National Credit Union Adminis- 
tration under the authority of Section 208(a)(1) of the Federal Credit 
Union Act (12 U.S.C. § 1788(a)(1)). 

(N) Investments in shares of the National Credit Union Administration 
Central Liquidity Facility. 

(O) Assets included in Subparagraphs (B), (C), (D), (E), (F), and (G) 
with maturities greater than 5 years are exempt from risk assets if the as- 
set is being carried on the credit union's records at the lower of cost or 
market, or are being marked to market value monthly. 

(P) Assets included in Subparagraphs (B). (C), (D), (E), (F), and (G), 
with remaining mamrities greater than 5 years are exempt from risk as- 
sets provided they meet the following criteria, irrespective of whether or 
not the asset is being carried on the credit union's records at the lower of 
cost or market, or are being marked to market value monthly: 

1 . The interest rate is reset at least annually. 
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2. The interest rale of the instrument is less than the maximum allow- 
able interest rate for the instrument on the date of the required reserve 
transfer. 

3. The interest rate of the instrument varies directly (not inversely) 
with the index upon which it is based and is not reset as a multiple of the 
change in the related index. 

(Q) Fixed assets as authorized by Financial Code Sections 14402 and 
14403. 

(R) Deposit in the National Credit Union Share Insurance Fund repre- 
senting a federally insured credit union's capitalization account balance 
of one percent of insured shares. 

(S) Accounts deposited by a credit union with the insurer or guarantor 
that insures or guarantees the credit union's share accounts in accordance 
with Section 14858 of the Financial Code. 

(b)(1) All references in this Subchapter and the California Credit 
Union Law to statements of financial condition, statements of income, 
statements of retained earnings, statements of cash flow, and other finan- 
cial statements of a credit union and all references to assets, liabilities, 
earnings, retained earnings, and other accounting items of a credit union 
mean the financial statements or accounting items prepared or deter- 
mined in conformity with generally accepted accounting principles then 
applicable, fairly presenting in conformity with generally accepted ac- 
counting principles the matters which they purport to present, subject to 
any specific accounting treatment required by any provision of the 
California Credit Union Law, of this Subchapter, of any other applicable 
law, or of any regulation or order issued under the California Credit 
Union Law. 

(2) The Commissioner may, by regulation or order, require that a fi- 
nancial statement or accounting item of a credit union be prepared or de- 
termined in a manner other than in conformity with generally accepted 
accounting principles if the Commissioner finds that such other manner 
is necessary or appropriate to carry out the purposes or provisions of the 
California Credit Union Law. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Division 5, Fi- 
nancial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 

907 to new section 30. 1 02 filed 8-1 9-97 pursuant to section 1 00, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section and Note filed 2-27-2003; operative 3-29-2003 (Reg- 
ister 2003, No. 9). 

§ 30.103. Articles of Incorporation: Submission to 
Commissioner. 

Before the articles of incorporation of a credit union, any restated ar- 
ticles, any proposed amendments to the articles of incorporation, or any 
certificate of correction are filed with the Secretary of State, the articles, 
the restated articles, the certificate of amendment, or the certificate of 
correction shall be submitted to the Commissioner for written approval. 
Upon receiving the Commissioner's written approval, the articles, the re- 
stated articles or the certificate with the approval of the Commissioner 
endorsed thereon, shall be filed with the Secretary of State, at which time 
the articles, the restated articles or the certificate shall be effective. 
Promptly after the articles, the restated articles, or the certificate is filed 
with the Secretary of State, the credit union shall file with the Commis- 
sioner a copy certified by the Secretary of State of the articles, the restated 
articles, or the certificate. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14100, 14101.8, 14102.2 and 14102.4, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 

908 to new section 30. 1 03 filed 8-19-97 pursuant to section 100, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section heading, section and Note filed 2-27-2003: operative 
3-29-2003 (Register 2003, No. 9). 

§ 30.104. Bond and Insurance Coverage. 

A credit union shall be deemed to have obtained bond or insurance 
coverage for each officer, credit manager and employee (collectively and 



$10,001 to $1,000,000 



$1,000,001 to $50,000,000 



$50,000,001 to $295,000,000 



separately, the "individual") having control of or access to funds or secu- 
rities owned by or pledged with the credit union "commensurate with 
risks involved," within the meaning of Section 14409 of the Financial 
Code, if all of the following conditions are met: 

(a) NCUA Approval. The bond form or insurance policy has been ap- 
proved in writing by the National Credit Union Administration. 

(b) Additional Requirements. The bond form or insurance policy also: 

(1) Provides coverage for loss of, or damage to, any property caused 
by the fraud or dishonesty of the individual or through the individual's 
failure to faithfully perform his or her trust. 

(2) Contains a requirement that the issuer of the bond or insurance 
policy give the Commissioner at least thirty (30) days written notice prior 
to the termination of the bond or insurance in its entirety. 

(c) Minimum Coverage Amount. The minimum amount of bond or in- 
surance coverage required is computed based on the gross assets of the 
credit union in accordance with the following formula: 

Assets Minimum Bond or Insurance 

$0 to $ 1 0,000 Coverage equal to the credit 

union's assets. 

$10,000 for each $100,000 or 
fraction thereof 

$100,000 plus $50,000 for each 
million or fraction thereof over 
$1,000,000. 

$2,550,000 plus $10,000 for each 
million or fraction thereof over 
$50,000,000. 

Over $295,000,000 $5,000,000. 

And 

(d)(1) Maximum Deductible Amounts. The maximum amounts of de- 
ductibles are computed based on the gross assets of the credit union in 
accordance with the following formula: 

Assets Maximum Deductibles 

$0 - $100,000 No deductibles allowed 

$100,001 -$250,000 $1,000 

$250.001 -$1,000,000 $2,000 

Over $1 ,000,000 $2,000 plus 1/1000 of total 

assets up to a maximum 
deductible of $200,000 

(2) A deductible may be applied separately to one or more insuring 
clauses in a blanket bond or insurance policy. 

(3) No deductible shall exceed ten percent of a credit union's regular 
reserve unless the credit union creates a segregated contingency reserve 
for the amount of the excess. Valuation allowance accounts (e.g., allow- 
ance for loan losses) may not be considered part of the regular reserve 
when determining the maximum deductible. 

NOTE: Authority cited: Sections 14201 and 14409, Financial Code. Reference: 
Sections 14204 and 14409, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 909 to new sec- 
tion 30.104 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 30.105. Bylaws: Submission to Commissioner. 

(a) The bylaws of a credit union and any amendment thereto shall be- 
come effective when a copy thereof certified by the secretary or assistant 
secretary of the credit union has been approved by and filed with the 
Commissioner. 

(b) An application for approval of amendments to the bylaws of a cred- 
it union shall include: 

(1) A certificate of secretary or assistant secretary, which shall include 
a statement that the bylaws, or the amendments thereto, were approved 
by the board of directors and, if applicable, by the required vote of the 
members of the credit union. 

(2) A copy of the bylaw provision proposed to be amended which is 
marked to show changes between the existing provision and the provi- 
sion as it is proposed to be amended. 
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(c) As a condition of approval of one or more amendments to the by- 
laws of a credit union, the Commissioner may require the credit union to 
submit for filing two copies of the restated bylaws of the credit union that 
incorporate the amendment or amendments approved in the application 
as well as all previously approved amendments. One copy of the restated 
bylaws shall be returned to the credit union with the approval of the Com- 
missioner endorsed thereon. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14103, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 910 to new sec- 
tion 30.105 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Repealer and new section filed 2-27-2003; operative 3-29-2003 (Register 
2003, No. 9). 

§30.106. Unclaimed Funds. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14204, 14453 and 14700, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 91 1 to new sec- 
tion 30.106 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Repealer filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.107. CriminaD Actions: Report to Commissioner. 

A credit union shall immediately report in writing to the Commission- 
er any criminal action filed against such credit union or its directors, offi- 
cers, committeemen, management personnel or employees. 
NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 14205, Financial Code. 

History 
1. Change without regulatory effect renumbering and amending former section 

91 2 to new section 30. 107 filed 8-1 9-97 pursuaTit to section 100, title I.Califor- 
nia Code of Regulations (Register 97, No. 34). 

§ 30.108. Report of DefaScation Required. 

It shall be the duty of a credit union to report promptly to the Commis- 
sioner any actual or alleged defalcation, embezzlement or theft by any 
director, officer, committeeman, management personnel or employee of 
such credit union. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14155 and 14205, Financial Code. 

History 
1. Change without regulatory effect renumbering and amending former section 

9 1 3 to new section 30. 108 filed 8-1 9-97 pursuant to section 100, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

§ 30.109. Central Credit Unions: Groups of Employees of a 

Common Employer. 

NOTE: Authority cited: Sections 14201 and 15451, Financial Code. Reference: 
Section 15451, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 914 to new sec- 
tion 30.109 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Repealer filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 



c8e 2o Applicatioiis 



§ 30.200. Out-of-state Credit Unions. 

(a) Application of Foreign Credit Union. An application for a credit 
union organized and duly qualified as a credit union in another state to 
become a credit union organized and operating pursuant to Section 
14157 of the Financial Code shall be submitted on the form furnished by 
the Commissioner. The application shall be filed in the office of the De- 
partment in Los Angeles. 

(b) Exhibits. Attached to the application submitted pursuant to Subdi- 
vision (a) of this section shall be the following exhibits: 

(]) A certificate issued by the Secretary of State pursuant to Section 
2105 of the California Corporations Code showing that the credit union 



is authorized to do business in this state, including the name of the agent 
upon whom process directed at the credit union may be served. 

(2) A schedule of interest rates to be charged on loans to be made to 
residents of this state, a stateinent that the applicant understands the pro- 
visions of Section 14157(a)(3) of the Credit Union Law and a copy of that 
portion of the apphcable law under which the credit union operates estab- 
lishing maximum interest rates. 

(3) Evidence that the credit union members' share accounts are insured 
by Title II of the Federal Credit Union Act (12 U.S.C. Sec. 1781 ei seq.) 
or other comparable insurance acceptable to the Commissioner. 

(4) Evidence that the credit union has obtained surety bond coverage 
and fidelity bond coverage as prescribed in Section 14409 of the Finan- 
cial Code. 

(5) A letter from the supervisory agency indicating that the credit 
union is in good standing in the state where the principal office is located. 

(6) If the credit union operates on a fiscal year different from the calen- 
dar year, a statement indicating the period covered by the credit union's 
last fiscal year. 

(7) A copy of the audited balance sheet and income statement, pre- 
pared by an independent accountant or certified public accountant, for 
the most recently completed calendar or fiscal year. 

(8) Statistics indicating the present number of members in the credit 
union, the total number of persons eligible for membership, the number 
of persons eligible for membership in California, and the number of 
members residing in California. 

(9) A statement of exact, present field of membership and the locations 
of any branch offices in California as well as any proposed field of mem- 
bership if a change is to be made concurrently, with the establishment of 
an additional branch office. 

(10) Articles of Incorporation. 

(11) Bylaws. 

(1 2) A report of the names of the person(s) managing each branch of- 
fice in this state and Statement(s) of Identity and Questionnaire com- 
pleted by all such persons. 

(13) Completed Customer Authorization of Disclosure of Financial 
Records giving the Commissioner access to financial records in the cus- 
tody of persons other than the credit union. 

(14) The language to be used in connection with the credit union's 
name in California as required by Section 30.101(b) of this Chapter. 

(15) A copy of a resolution of the board of directors agreeing to keep 
the Commissioner or the Commissioner's duly designated representative 
advised at all times of the address at which the books, accounts, papers, 
records, files, safes and vaults are located in California and the office 
hours of the credit union or, if not located in California, to furnish copies 
of the credit union's books, accounts, papers, records and files specified 
in a request therefor to the Commissioner or the Commissioner's duly 
designated representative at the place designated at such request. 

(16) A copy of a resolution of the board of directors committing the 
credit union to furnish to the Commissioner the following: 

(A) Annual reports to the Commissioner as prescribed in Article 2 of 
Chapter 3 of the Credit Union Law. 

(B) Payment for the cost of examination or services performed in ac- 
cordance with Section 14353 of the Credit Union Law. 

(C) An annual fee in accordance with Section 14351 of the Credit 
Union Law. 

(D) The names of the officers, within fifteen (15) days after the board 
of directors elects the officers of the credit union. At this time, the credit 
union shall also notify the Commissioner of the names of the board of di- 
rectors. 

(E) An annual report of the names of the person(s) managing each 
branch office in this state and a Statement of Identity and Questionnaire 
within ten (10) business days after a change in managers is effected. 

(F) Reports of annual audits or examinations, on a continuing basis, 
performed by the applicable regulatory or supervisory agency and/or the 
credit union's independent public accountants or certified public accoun- 
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tants within ten (10) business days of receipt by the credit union and co- 
pies of any responses to those reports at the time they are sent to the 
agency and/or accountants. 

(G) All amendments to the Articles of Incorporation, Bylaws and the 
field of membership within thirty (30) days of adoption. 

(H) Any changes, additions, or deletions of branch office locations in 
this state within ten (10) business days of such changes, additions, or 
deletions. 

(c) Fees. Each credit union organized and operating pursuant to this 
section shall pay an annual fee of $250.00 to the Commissioner on or be- 
fore December 3 1st of each year. If payment is not made to the Commis- 
sioner by that time, the certificate then in effect stating that the credit 
union is organized and operating pursuant to Section 14157 of the Finan- 
cial Code may by order be summarily suspended or revoked by the Com- 
missioner ten (10) days after giving of notice by the Commissioner that 
such amount is due and unpaid. If, after such an order is made, a request 
for hearing is filed in writing and a hearing is not held within sixty (60) 
days thereafter, the order is rescinded as of its effective date. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14157, 14200, 14203, 14205, 14250, 14351, 14353 and 14409, Financial Code. 

History 
1 . Change without regulatory effect adding new article 2 (section 30.200) and re- 
numbering and amending former section 918 to new section 30.200 filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



Article 3. Management 

§ 30.300. Investments. 

(a) Investments made by a credit union pursuant to Sections 14652, 
14653 and 1 4653.5 of the Financial Code shall be subject to the following 
provisions: 

(1) The board of directors of a credit union shall adopt and review at 
least annually, and the credit union shall comply with, a written invest- 
ment policy which sets out the goals of the credit union's investment 
portfolio with respect to the yield, maturity, liquidity and diversification 
of its investments. 

(2) A credit union shall maintain documentary evidence that its invest- 
ments are authorized pursuant to Sections 14652, 14653 and 14653.5 of 
the Financial Code and meet the requirements of this Section. 

(b) Pursuant to Section 14653.5 of the Financial Code, a credit union 
is authorized to make the following investments: 

(1) Federal Funds: A credit union may sell funds to authorized finan- 
cial institutions, provided that the interest or other consideration received 
from the authorized financial institution is the market value of federal 
funds transactions and that the transaction has a maturity of one or more 
business days or the credit union is able to require repayment at any time. 

(2) Yankee Dollars: A credit union may invest in Yankee Dollar de- 
posits in a United States branch of a foreign bank licensed to do business 
in the state in which it is located or in a state-chartered, foreign-con- 
trolled bank, if the branch of the foreign bank or the foreign-controlled 
bank are insured by the Federal Deposit Insurance Corporation. 

(3) Eurodollar Deposits: A credit union may invest in Eurodollar de- 
posits in a branch of an authorized financial institution. 

(4) Bankers' Acceptances: A credit union may invest in bankers' ac- 
ceptances issued by a bank insured by the Federal Deposit Insurance Cor- 
poration. 

(5) Deposits: A credit union may invest in deposits of authorized fi- 
nancial insututions. 

(6) Mutual funds or trusts: A credit union may invest in an "investment 
company" (commonly known as a "mutual fund") as defined in the In- 
vestment Company Act of 1940 (15 U.S.C. Sec. 80a-l et seq.) or trusts 
provided all investments and investment practices of the investment 
company or trust would be permissible if made directly by the credit 
union or federal credit unions. 

(c) Credit unions may not engage in the following investment activi- 
ties with respect to investments authorized by Subdivision (b): 



(1) A credit union may not buy or sell a standby commitment. 

(2) A credit union may not buy or sell a futures contract. 

(3) A credit union may not engage in adjusted trading. 

(4) A credit union may not engage in a short sale. 

(5) A credit union's directors, officials, committee members and em- 
ployees, and their immediate family members, may not receive pecuni- 
ary consideration in connection with the making of an investment or de- 
posit by the credit union. 

(d) For purpo.ses of Subdivisions (b) and (c) of this Section, the follow- 
ing definitions shall apply: 

(1) "Adjusted trading" means any method or transaction used to defer 
a loss whereby a credit union sells a security to a vendor at a price above 
its current market price and simultaneously purchases or commits to pur- 
chase from the vendor another security at a price above its current market 
price. 

(2) "Authorized financial institution" means a national bank, state 
bank, trust company, savings association, credit union, or other financial 
institution which is organized under the laws of the State of California, 
or which is insured by the Federal Deposit Insurance Corporafion or the 
National Credit Union Share Insurance Fund. 

(3) "Bankers' acceptance" means a rime draft that is drawn on and ac- 
cepted by a bank, and that represents an irrevocable obligation of the 
bank. 

(4) "Eurodollar deposit" means a deposit in a foreign branch of a 
United States depository institution. 

(5) "Federal funds transaction" means a short-term or open-ended 
transfer of funds to an authorized financial institution. 

(6) "Futures contract" means a contract for the future delivery of com- 
modities, including certain government securities, sold on commodities 
exchanges. 

(7) "Immediate family member" means a spouse, or a child, parent, 
grandchild, grandparent, brother or sister, or the spouse of any such indi- 
vidual. 

(8) "Market price" means the last established price at which a security 
is sold. 

(9) "Maturity date" means the date on which a security matures, and 
shall not mean the call date or the average life of the security. 

(10) "Security" means any security, obligation, account, deposit, or 
other item authorized for investment by a credit union. 

(11) "Short sale" means the sale of a security not owned by the seller. 

(12) "Standby commitment" means a commitment to either buy or sell 
a security, on or before a future date, at a predetermined price. The seller 
of the commitment is the party receiving payment for assuming the risk 
associated with committing either to purchase a security in the future at 
a predetermined price, or to sell a security in the future at a predetermined 
price. The seller of the commitment is required to either accept delivery 
of a security (in the case of a commitment to buy) or make delivery of a 
security (in the case of a commitment to sell), in either case at the opfion 
of the buyer of the commitment. 

(13) "Yankee Dollar deposit" means a deposit in a United States 
branch of a foreign bank licensed to do business in the stale in which it 
is located, or a deposit in a state chartered, foreign controlled bank. 
NOTE; Authority cited: Section 14201, Financial Code. Reference: Sections 
14652, 14653 and 14653.5, Financial Code. 

History 

1 . Change without regulatory effect adding new article 3 (sections 30.300-30.307) 
and renumbering and amending former section 922 to new section 30.300 filed 
8-1 9-97 pursuant to section 1 00, fitle 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Amendment of section and Note filed 2-27-2003; operative 3-29-2003 (Reg- 
ister 2003, No. 9). 

§ 30.301 . Board of Directors: Minutes. 

(a) The secretary of a credit union shall maintain complete minutes of 
the board of directors' meetings. The minutes shall include authorization 
of investments and withdrawals, authorization of borrowing, authoriza- 
tion of charge-off of accounts, authorization of payments of interest re- 
funds, declaradon of dividends, authorization of purchase or lease of 
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fixed assets, and approval of expenses of the credit union and either the 
approval of new members by the board of directors or a report of approval 
of new members by a committee appointed by the directors for that pur- 
pose. The names and account numbers of members shall be maintained 
by either the board of directors or the membership committee chairper- 
son, or other person designated by the board of directors or by the mem- 
bership committee chairperson. 

(b) With respect to the authorization of charge-off of accounts, the 
board of directors may authorize the charge-off of the aggregate balance 
of two or more obligations, if no one obligation has a balance which ex- 
ceeds $20,000 and if a list of the obligations, by borrower and amount 
charged-off, is attached to and made a part of the minutes of the board 
meeting at which the charge-off is authorized. 

NOTE; Authority cited: Section 14201, Financial Code. Reference: Sections 
14250, 14453, 14456, 14650 and 14800, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 923 to new sec- 
tion 30.301 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Amendment of section and NOTE filed 2-27-2003; operative 3-29-2003 (Reg- 
ister 2003, No. 9). 

§ 30.302. Confirmationi of Accounts. 

A credit union shall confirm its accounts at least annually, in accor- 
dance with Subdivision (a) or (b) of this Section: 

(a) If the credit union does not comply with Subdivision (b) of this Sec- 
tion, the supervisory committee shall cause all the accounts of members 
to be confirmed with the members and the records of the credit union. The 
confirmation of members' accounts may be made by using either a nega- 
tive method applied to 100 percent of the credit union's accounts or by 
using a positive method applied to a sample of the credit union's accounts 
derived by applying statistical sampling procedures. Within sixty (60) 
days after the date the accounts are confirmed, the supervisory committee 
shall report to the board of directors that the confirmation of accounts has 
been completed. The report shall contain complete details of any unrec- 
onciled exceptions and shall be signed by a majority of the members of 
the supervisory committee. The confirmation of accounts report and re- 
turned requests for confirmation shall be made available to the Commis- 
sioner upon request and retained by the committee until the next regulato- 
ry examination of the credit union's records is made by the 
Commissioner. 

(b) If a credit union does not comply with Subdivision (a) of this Sec- 
tion, the credit union shall have its accounts confirmed as part of an audit 
made pursuant to Section 14252 of the Financial Code. In such a case, a 
report of the confirmation of accounts shall be included in the report of 
the audit. A form of statistical sampling of member's accounts in accor- 
dance with generally accepted auditing standards may be employed in 
lieu of a 100 percent confirmation. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14250, 14252, 14255 and 14553, Financial Code. 

History 

1 . Change without regulatory effect renumbering and amending former section 
925 to new section 30.302 filed 8-1 9-97 pursuant to section 100, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section heading, section and Note filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 

§ 30.303. Dflvodeods. 

NOTE: Authority cited: Secfions 14201 and 14862, Financial Code. Reference: 
Sections 14002, 14204, 14456, 14862 and 14900-14907, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
927 to new section 30.303 filed 8-1 9-97 pursuant to section 100, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Repealer filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 
§ 30.304. Purchase of Notes from Liquidating Credit 



A credit union may purchase members' notes of a liquidating credit 
union, provided all of the following conditions are met: 



(a) The purchase shall not result in increases in expenses and losses to 
the credit union to the extent that it would impair the credit union's ability 
to pay normal dividends on shares. 

(b) After the purchase of notes pursuant to this Section, the credit 
union shall establish a special reserve in accordance with generally ac- 
cepted accounting principles. 

(c) The amounts paid for the notes shall not exceed the limitations on 
obligations contained in the California Credit Union Law as they apply 
to the purchasing credit union. 

(d) A purchase agreement shall be signed by the board of directors or 
authorized officer of the purchasing credit union and the board of direc- 
tors or authorized hquidating agent of the selling credit union. 

(e) The written consent of the Commissioner shall have been obtained 

authorizing the credit union to purchase the members' notes. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14656 and 14702, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
928 to new section 30.304 filed 8-1 9-97 pursuant to section 1 00, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section and NOTE filed 2-27-2003; operative 3-29-2003 (Reg- 
ister 2003, No. 9). 

§ 30.305. Classification of Shares. 

Pursuant to the authority granted by Section 14862 of the Financial 
Code, the Commissioner will permit classification of share accounts into 
two or more classes, provided the following conditions are met: 

(a) The Articles of Incorporation are not in conflict with issuing more 
than one class of shares. 

(b) The corporate records of the credit union will include a schedule 
of the classes and series of shares authorized by the board of directors, 
showing all rights, preferences, privileges and restrictions of such class 
or series. All shares within each series must have the same rights, prefer- 
ences, privileges, restrictions, and dividend rates. 

(c) The board of directors shall be responsible for the establishment 
and review of a plan of business to determine on a continuous basis the 
ability of the credit union to pay dividends on share accounts at the rates 
estabhshed. 

(d) A credit union which has failed to make timely and full payments 
of any dividend for which a rate was established in advance shall within 
five days after the dividend date, report the fact to the Commissioner. If 
it appears to the Commissioner that the credit union cannot meet its divi- 
dend obligations thereafter on its share accounts, the Commissioner may 
direct the credit union to restrict or discontinue the offering of any or all 
classes of share accounts. 

NOTE; Authority cited: Sections 14201, 14862 and 14866, Financial Code. Refer- 
ence: Sections 14100, 14862 and 14865, Financial Code. 

History 
1. Change without regulatory effect renumbering former section 925 to new sec- 
tion 30.305 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 30.306. Investments in Fixed Assets and Service 
Corporations. 

(a) In this Section: 

(1) "Section 14402 investment" means an investment in real property 
which is made pursuant to Secfion 14402 of the Financial Code. 

(2) "Section 14403 investment" means an investment in personal 
property which is made pursuant to Section 14403 of the Financial Code. 

(3) "Section 14650 investment" means an investment in shares of a 
corporafion which is made pursuant to Section 14650 of the Financial 
Code. 

(4) "Section 14651 investment" means either of the following: 

(A) An investment in the shares of a corporation, or in the membership 
or economic interests of a limited liability company, which is made pur- 
suant to Section 14651(a) of the Financial Code. 

(B) An investment in the securities of a corporation or in the member- 
ship or economic interests of a limited liability company, which is made 
pursuant to Section 14651(b) of the Financial Code. 
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(b) A credit union shall not make a Section J 4402 investment, a Sec- 
tion 14403 investment, a Section J 4650 investment, or a Section 14651 
investment, if the aggregate of all proposed and current Section 14402 
investments, Section 14403 investments. Section 14650 investments and 
Section 14651 investments exceeds ten percent of unimpaired capital and 
surplus, unless a greater amount is authorized in writing by the Commis- 
sioner. 

(c) In requesting the written approval of the Commissioner to exceed 
the limitation in Subdivision (b), a credit union shall set forth in writing 
the following information: 

(1) The total amount of Section 14402 investments, the total amount 
of Section 14403 investments, the total amount of Section 14650 invest- 
ments, and the total amount of Section 14651 investments held by the 
credit union. 

(2) The aggregate of such investments. 

(3) The amount, if any, by which the aggregate exceeds the limitation 
in Subdivision (b). 

(4) In the case of Section 14650 investments, the name of each corpo- 
ration in which the credit union owns shares and the percentage of out- 
standing shares owned by the credit union. 

(5) In the case of Section 14651 investments: 

(A) The name of each corporation in which the credit union owns 
shares and the percentage of outstanding shares owned by the credit 
union. 

(B) The name of each corporation in which the credit union owns secu- 
rities, other than shares, and the percentage of such securities currently 
outstanding which are owned by the credit union. 

(C) The name of each limited liability company in which the credit 
union owns a membership or economic interest and the percentage of 
outstanding membership or economic interests of such limited liability 
company which is owned by the credit union. 

(6) The amount the credit union proposes to invest in Section 14402 
investments, in Section 14403 investments, in Section 14650 invest- 
ments, and in Section 14651 investments. 

(7) The amount by which the sum of the proposed Section 14402 in- 
vestments. Section 14403 investments. Section 14650 investments and 
Section 14651 investments, plus amounts currently invested in Section 
14402 investments, Section 14403 investments, Section 14650 invest- 
ments, and Section 14651 investments, will exceed the limitation in Sub- 
division (b). 

(8) In the case of Section 14650 investments, the name of each corpo- 
ration in which the credit union proposes to purchase shares and the per- 
centage of outstanding shares the credit union will own after the proposed 
transaction. 

(9) In the case of Section 14651 investments, the name of each corpo- 
ration or limited liability company in which the credit union proposes to 
purchase securities, or membership or economic interests, and the per- 
centage of outstanding securities or membership or economic interests 
the credit union will own after the proposed transaction. 

(10) A statement of the necessity for exceeding the limitation in Subdi- 
vision (b). In setting forth the necessity for the excess investments, a 
credit union shall do all the following: 

(A) In case of a Section 14402 investment or a Section 14403 invest- 
ment, describe the real or personal property to be acquired. 

(B) In case of a Section 14650 investment or a Section 144651 invest- 
ment, describe the corporation or limited liability company in which the 
credit union is purchasing securities or membership or economic inter- 
ests. 

(C) Analyze the cost and benefits of the proposed investment. 

(D) Describe alternatives to making the investment, such as leasing, 
renting, otherwise periodically paying for or not acquiring the use of the 
property. 

(11)(A) In case of a Section 14402 investment or Section 14403 in- 
vestment, the percentage of the property to be initially occupied or used 
by the credit union, and, if applicable, the name of the person or persons. 



if known, who the credit union anticipates will occupy or use any portion 
of the real or personal property. 

(B) The name of the person or persons from whom the credit union 
proposes to acquire the real or personal property or shares. 

(12) Confirmation that the investment will not impair the credit 
union's ability to pay normal dividends on shares or to enter into obliga- 
tions. 

(d) Within forty-five (45) days of receipt of a complete request for ap- 
proval to exceed the limitation in Subdivision (b) of this Section, the 
Commissioner shall approve or disapprove the request. Within forty- 
five (45) days of a receipt of an incomplete request, the Commissioner 
shall notify the credit union that the request is incomplete and shall speci- 
fy the information needed to complete the request. 

(e) In case a credit union has investments, as of the effective date of 
the amendment to this Section, which exceed the limitations provided for 
in this Section but which were made in conformity with the law in effect 
at the time the investment was made, the credit union shall not be deemed 
to be in violation of this Section. However, the credit union shall not 
make any additional investment subject to this Section without first com- 
plying with Subdivision (b) of this Section. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14402, 14403, 14650 and 14651, Financial Code, 

History 

1. Change without regulatory effect renumbering and amending former section 
932 to new section 30.306 filed 8-19-97 pursuant to section 1 00, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section and NOTE filed 2-27-2003; operative 3-29-2003 (Reg- 
ister 2003, No. 9). 

§ 30.307. Reimbursement for Expenses. 

For purposes of Section 14410(b) of the Financial Code, the term "ex- 
penses'* includes payment (by reimbursement to a director or a commit- 
tee member or direct credit union payment to a third party) for reasonable 
and proper costs incurred by a director or committee member in carrying 
out the responsibilities of the position to which the person has been 
elected or appointed, if the payment is determined by the board of direc- 
tors to be necessary or appropriate in order to carry out the official busi- 
ness of the credit union, and is in accordance with written policies and 
procedures established by the board of directors which shall include doc- 
umentation requirements and definitions of any expense items (including 
travel costs) that may be reimbursed by the credit union. Reimbursement 
under this section may include the payment of travel costs for directors 
and committee members and one immediate family member (as defined 
in the written policies and procedures) per director or committee mem- 
ber. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14410, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former section 933 to new sec- 
tion 30.307 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



• 



Article 4. Reserves 

§ 30.400. Regular Reserve: Additional Reserves. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14007, 14203, 14204 and 14702, Financial Code. 

History 

1 . Change without regulatory effect adding new article 4 (sections 30.400-30.405) 
and renumbering former section 935 to new section 30.400 filed 8-19-97 pur- 
suant to section 100, title 1, California Code of Regulations (Register 97, No. 
34). 

2. Repealer filed 2-27-2003; operafive 3-29-2003 (Register 2003, No. 9). 

§ 30.401. Extensions, Refinances, Renegotiations or 
Revisions. 

(a) Obligations shall not be extended, refinanced, renegotiated, or re- 
vised unless there is evidence that the borrower will be able to adhere to 
the terms of the extended, refinanced, renegotiated, or revised obligation. 
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• 



(b) For the purposes of subdivision (a), an obligation shall not be 
deemed to be "extended" if the term of the obligation is lengthened by 
any of the following: 

(1) The terms and conditions of the obligation provide for a "skip pay- 
ment" option. 

(2) A genera! offer is made by a credit union to all its members in good 
standing to skip a payment, provided no more than two payments per cal- 
endar year are skipped in reliance on this paragraph. 

NOTE: Authority ciied: Section 14201, Financial Code. Reference: Sections 
14007 and 14950, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
9.^6 tonew section 30.401 filed 8-1 9-97 pursuant to section 100, title 1, Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section headina and section filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9"). 

§ 30.402. Charge-Offs of Obligations. 

(a)( 1 ) A credit union shall charge off each of the following types of ob- 
ligations: 

(A) An obligation repayable monthly on which no full monthly con- 
tractual payments have been made within the past 180 days, unless the 
obligor has filed a petition under either Chapter 1 1 or Chapter 13 of the 
Bankruptcy Code (Title 1 1 of the United States Code) and the obligor's 
confirined reorganization or debt adjustment plan provides for payment 
of the account. 

(B) An obligation repayable by other than monthly payments or repay- 
able in a single payment on which no full contractual payment has been 
made within 1 80 days from the due date of the first past due and unpaid 
installment. 

(C) An obligation which the board of directors or the Commissioner 
has determined as uncoUectable. 

(D) An obligation on which payments received during the past 180 
days have not been sufficient to reduce the principal balance of the ob- 
ligation, unless the contract creating the obligation does not require a re- 
duction in the principal balance of the obligation but provides for the 
principal balance to be paid off at the time the obligation matures. 

(2) Paragraph ( 1) of this Subdivision is not an exclusive list of the types 
of obligations that a credit union is required to charge off. 

(b) A credit union shall review its obligations at least once each month 
and shall, within 30 days after the review, charge off any obligation that 
is found on the basis of the review to be required to be charged off under 
Subdivision (a) of this Section. 

(c) If, instead of charging off an obligation in full as required by this 
Section, a credit union writes off less than the full amount of the obliga- 
tion, the credit union shall not be deemed to be in violation of this Section 
if the Commissioner finds that use of the lesser amount fairly states the 
credit union's financial condition. 

NOTE: Authority cited: Section 1 4201, Financial Code. Reference: Section 14703, 
Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
937 to new section 30.402 filed 8-19-97 pursuant to section 100, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Repealer and new section filed 2-27-2003; operative 3-29-2003 (Register 
2003, No. 9). 

§ 30.403. Losses ChargeabSe to Regular Reserve. 

Written consent of the Commissioner shall be obtained before any op- 
erating losses may be charged to the regular reserve under Section 14701 
of the Financial Code. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14701, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former section 938 to new sec- 
tion 30.403 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Amendment of section heading, section and Note filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 



§ 30.404. Regular Reserve: Shares Insured. 

(a) As used in this Section, "credit union" means any credit union the 
share accounts of which are insured other than by the National Credit 
Union Share Insurance Fund. 

(b) A credit union that has been in operation for more than four years 
and maintains continuing insurance of its accounts pursuant to Section 
14858 of the Financial Code shall maintain a regular reserve determined 
in accordance with this Subdivision, or as otherwise specified by the 
Commissioner pursuant to Financial Code Section 14700. At the close 
of each accounting period, 10% of the gross income of the credit union 
shall be transferred to the reserve until the reserve equals four percent of 
total risk assets, then five percent of the gross income of the credit union 
until the reserve equals six percent of total risk assets. Whenever the re- 
serve falls below the above levels, it shall be replenished by contributions 
as may be needed to meet the required levels of four percent or six per- 
cent, as the case inay be. 

(c) A credit union that has been in operation for less than four years 
shall maintain a regular reserve of at least the level specified by the Com- 
missioner in his or her approval of the credit union' s application for a cer- 
tificate to act as a credit union, or as otherwise specified by the Commis- 
sioner pursuant to Financial Code Section 14700. 

NOTE: Authority cited: Section 14201 , Financial Code. Reference: Section 14700, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former section 939 to new sec- 
tion 30.404 filed 8-19-97 pursuant to section 100, fitle 1, California Code of 
Regulations (Register 97, No. 34). 

2. Amendment filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.405. Transfers Between Undivided Earnings and 
Regular Reserve. 

(a) As used in this Section, "credit union" means any credit union the 
share accounts of which are insured other than by the National Credit 
Union Share Insurance Fund. 

(b) A credit union which has a regular reserve in excess of six percent 
of risk assets, may, with the approval of the board of directors and subject 
to generally accepted accounting principles, transfer any or all of the ex- 
cess to the undivided earnings account. 

(c) A credit union may, with the approval of the board of directors and 

subject to generally accepted accounting principles, make transfers from 

the undivided earnings account to the regular reserve account in excess 

of the amount required to be transferred. 

NOTE: Authority cited: Section 14201 , Financial Code. Reference: Section 14700, 
Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
940 to new section 30.405 filed 8-1 9-97 pursuant to section 1 00, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section heading and section and Note filed 2-27-2003; opera- 
tive 3-29-2003 (Register 2003, No. 9). 

§ 30.406. Reserve and Capital Requirements: 
NCUA-insured Institutions. 

(a) As used in this Section, "credit union" means a credit union the 
share accounts of which are insured by the National Credit Union Share 
Insurance Fund. 

(b) A credit union is not subject to Sections 30.404 and 30.405, but re- 
mains subject to Financial Code Section 14700. 

(c) A credit union shall maintain its equity capital at a level at least 
equal to the minimum net worth ratio specified for the net worth category 
of an adequately capitalized credit union, as defined in the Prompt Cor- 
rective Action regulations of the National Credit Union Administration 
(12 C.F.R. Section 702.1 et seq.) 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14400 and 14700, Financial Code, Part 702 (commencing with Section 702.1) of 
Title 12 of the Code of Federal Regulations. 

History 
1. New section filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 
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§ 30.500. Insurance Protection for Obligations Secured by 
Personal Property. 

The board of directors of a credit union shall adopt and review at least 
annually, and the credit union shall comply with, a policy on insuring per- 
sonal property that secures an obligation. The policy shall (a) provide 
that, subject to reasonable and specified exceptions, personal property 
securing an obligation shall be insured in an amount at least equal to the 
lesser of ( 1) the principal balance of the obhgation or (2) the fair market 
value of the personal property security, and (b) protect against such risks 
as the board of directors deems necessary or advisable to protect the cred- 
it union's interests. 

NOTE; Authority cited: Section 14201, Financial Code. Reference: Sections 
14950, 14952, 14955 and 15100, Financial Code. 

History 

1 . Change without regulatory effect adding new article 5 (sections 30.500-30.502) 
and renumbering and amending former section 942 to new section 30.500 filed 
8-1 9-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Repealer and new section filed 2-27-2003; operative 3-29-2003 (Register 
2003, No. 9). 



§ 30.501 . Vendor's Single Interest (V.S.I.) Insurance. 

If a credit union ascertains that insurance required by Section 30.500 
with respect to motor vehicles is not obtainable for a borrower, a V.S.I, 
insurance policy may be purchased and the cost may be added to the bor- 
rower's obligation account. In taking such action, the credit union must 
comply with the following: 

(a) Obtain at the time the obligation is made (or at any time prior to the 
purchase of V.S.I, insurance) a written authorization from the borrower, 
which will enable the credit union to purchase V.S.I, insurance and add 
the cost of the premium to the borrower's obligation account in the event 
that such should become necessary. Such authorization shall include a 
statement (in 8-point bold type) in which the borrower acknowledges 
that such V.S.I, insurance is without benefit to him individually but is pri- 
marily for the protection of the credit union. 

(b) Fifteen days (1 5) prior to the purchase of V.S.I, insurance, the cred- 
it union must give written notice to the borrower that it is its intention to 
procure such insurance (if a dual coverage policy is not obtained and 
presented) and that the cost of the V.S.I, premium will be added to the 
borrower's obligation account. Evidence of such a notification must be 
retained by the credit union in the member's file. 

(c) Upon purchasing a V.S.I, policy, the credit union must immediate- 
ly inform the borrower of such action, including the amount of the pre- 
mium, the period of the coverage, and the fact that the premium has been 
added to his obligation account. 

(d) A credit union may obtain a blanket V.S.I, insurance policy pro- 
vided the premium is paid for by the credit union and not by borrowers 
individually. Where a credit union does have such a blanket policy in 
force, signed statements of the borrower ("Borrower's Agreement to 
Provide Insurance" or an equivalent statement), indicating his intention 
to obtain an individual policy of insurance from a carrier of his choice 
will be considered to be evidence of compliance with Section 30.500 of 
this Chapter. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14007, 14201, 14204, 14953, 14955 and 15100, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
943 to new section 30.501 filed 8-19-97 pursuant to section 100, title 1, Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of first paragraph and subsection (d) filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 



§ 30.502. Group Life Insurance; Accident and Health 
Insurance; Group Automobile Insurance. 

A credit union may make group life insurance, accident and health in- 
surance, or group automobile insurance, or any combination thereof, 
available to members provided the following conditions are met: 

(a) Participation by the member must be voluntary. Under no circum- 
stances may such coverage be directly or indirectly a condition to the ap- 
proval of a loan, nor may such coverage be conditioned on the purchase 
of additional shares. 

(b) The member who desires any such insurance shall indicate in writ- 
ing that he or she understands that participation in the program is volun- 
tary and the member shall sign such statement. The credit union shall re- 
tain such signed statement so long as the insurance coverage is in effect. 

(c) Any member who desires any such insurance must execute a writ- 
ten authorization identifying any disbursements which the credit union 
is authorized to make on the member's behalf in payment of premiums 
on such insurance. 

(d) No fee, compensation, commission, gift or reimbursement inci- 
dental or in any way related to the insurance transaction may be paid or 
given, directly or indirectly, to any officer, director, committee member, 
or employee of the credit union or to any person related to, or company 
affiliated with, such officer, director, committee member, or employee. 

(e) Compensation for each insurance transaction may be paid by the 
insurance carrier or the insurance carrier' s agent to the credit union to the 
extent permitted by the Insurance Code and the regulations of the Insur- 
ance Commissioner. 

(f) Before making any plan or program of insurance available to mem- 
bers, the management of the credit union should satisfy itself that the plan 
or program is in the best interest of the members, and should make every 
effort to safeguard members against misrepresentation or deception by 
the insurer or plan sponsor. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 

14201, 14204, 14953, 14955 and 15100, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 944 to new sec- 
tion 30.502 filed 8-19-97 pursuant to secdon 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

Article 6. Books and Records 

§ 30.600. Standard for Keeping Books and Records. 

(a) A credit union shall maintain its books and records in accordance 
with generally accepted accounting principles and good business prac- 
tice, except as otherwise provided in the California Credit Union Law, 
in this Subchapter, in any other applicable law, or by order of the Com- 
missioner. 

(b) A credit union shall keep its books on an accrual basis of account- 
ing or other basis of accounting as permitted by the Commissioner. 
NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14250 and 14252, Financial Code. 

History 

1 . Change without regulatory effect adding new article 6 (sections 30.600-30.606) 
and renumbering former section 951 to new section 30.600 filed 8-19-97 pur- 
suant to section 100, title 1, California Code of Regulations (Register 97, No. 
34). 

2. Amendment of section heading, section and Note filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 

§ 30.601. Books and Records: Location and Office Hours. 

A credit union shall keep the Commissioner advised at all times of the 

address at which said books and records are maintained and the office 

hours of the credit union. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 

14203, 14250 and 14251, Financial Code. 

History 

1 . Change without regulatory effect renumbering and amending former section 
952 to new section 30.601 filed 8-1 9-97 pursuant to secdon 100, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 
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§ 30.602. Retention of Books and Records. 

(a) The following books and records are to be retained permanently at 
the office of the credit union. 

(1) Articles of incorporation, bylaws and amendments to the articles 
and bylaws. 

(2) Certificate to act as a credit union, amendments thereto, and admin- 
istrative orders of the Commissioner. 

(3) Letters and other official instmctions of a permanent character re- 
ceived from the Commissioner. 

(4) Minutes of meetings of the members and board of directors. 

(5) Members' subsidiary ledger accounts which have a balance re- 
maining. 

(b) Other books and records, except daily data processing print outs, 
shall be retained at the office of the credit union for a minimum of five 
(5) years after the close of the fiscal year for which the records were tran- 
scribed, including all of the following: 

(1) General ledger and expense ledger. 

(2) Journals, including the general journal and cash journal or other re- 
cord of cash receipts and disbursements. 

(3) Monthly financial reports required by Section 30.701 of this Chap- 
ter. 

(4) Copies of the supervisory committee's audit reports. 

(5) Members' subsidiary ledger accounts which were reduced to a zero 
balance during such fiscal year. 

(6) Minutes of the supervisory committee and the credit committee. 

(7) Paid checks or records of checks paid, and bank statements for the 
credit union's accounts. 

(c) The records of a credit union shall be maintained in a form which 
is accessible to the inspection of the Commissioner. 

(d) When necessary for the purposes of the California Credit Union 
Law, the Commissioner may direct a credit union to maintain its records 
for periods in addition to those prescribed in Subdivision (b) of this Sec- 
tion. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14250, 
Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
953 to new section 30.602 filed 8-1 9-97 pursuant to section 100, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section heading, section and Note filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 

§ 30.603. Accounting: Change of System. 
NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14203, 14204, 14250 and 14300, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 954 to new sec- 
tion 30.603 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Repealer filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.604. Disbursements. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14203, 14204, 14250 and 14300, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 956 to new sec- 
tion 30.604 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Repealer filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.605. Deposit of Funds. 

Unless specific authority has been granted by the Commissioner, all 
funds received (except cash needed to replenish vault cash at levels au- 
thorized by the board of directors) shall be deposited in accordance with 
Section 14406 of the Financial Code by the credit union within 48 hours 
of their receipt (exclusive of Saturdays, Sundays and holidays), pro- 
vided, however, that receipts in the aggregate amount of $1,000 or less 
need not be deposited more often than once each week. The deposit slips 
shall be prepared in duplicate, the duplicate copy to be retained by the 
credit union as a part of its accounting records. 



NOTE: Authority cited: Section 14201 , Financial Code. Reference: Section 14406, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former section 957 to new sec- 
lion 3'b.605 filed 8-19-97 pursuant to section 100, title I, California Code of 
Regulations (Register 97, No. 34). 

2. Amendment of section ajid Note filed 2-27-2003; operative 3-29-2003 (Reg- 
ister 2003, No. 9). 

§ 30.606. Statements of Accounts or Passbooks Required. 
A credit union shall supply its members with statements of accounts 
or passbooks which show the transactions and current position of the 
member involving shares, certificates for funds and obligations, if state- 
ments of accounts are supplied they may show only the transactions for 
the period covered and the current positions and must be sent to members 
at least quarterly. Members whose accounts show no activity other than 
dividends may be sent an annual statement. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14007, 14204, 15151, 15152 and 15153, Financial Code. 

History 
i . Change without regulatory effect renumbering former section 959 to new sec- 
tion 30.606 filed 8-19-97 pursuant to section 100, fitle 1, California Code of 
Regulations (Register 97, No. 34). 

Article 7= Reports 

§ 30.700. Report Regarding Officers and Directors. 

(a) Within 30 days after the board of directors' meeting required by 
Section 14454 of the Financial Code, the credit union shall file a report 
with the Commissioner which lists the names of the credit union's offi- 
cers, including the chief executive officer or individual occupying a simi- 
lar status or performing similar functions, the members of the board of 
directors, the members and alternate members of the credit committee or 
the credit manager, whichever is applicable, and the members of the su- 
pervisory committee. 

(b) Notwithstanding Subdivision (a), a credit union shall notify the 
Commissioner of any change in the manager or chief executive officer 
of the credit union no later than 30 days after making the change, unless 
the change is made within 30 days before the filing of the report required 
by Subdivision (a) and the change is included in such report. 

NOTE: Authority cited: Section 14201 , Financial Code. Reference: Section 14255, 
Financial Code. 

History 

1 . Change without regulatory effect adding new article 7 (sections 30.700-30.701) 
and renumbering former section 965 to new section 30.700 filed 8-1 9-97 pur- 
suant to secfion 100, title I, California Code of Regulations (Register 97, No. 
34). 

2. Amendment of section heading, section and Note filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 

§ 30.701 . Financial Statement and Report of Obligations. 

(a) In this Section, "deUnquent," when used to describe an obligation, 
means: 

(1) In the case of an obligation repayable in monthly installments, an 
obligation for which payment in full of a monthly contractual installment 
is not received within one month after the installment is due and such pay- 
ment has not yet been received. 

(2) In the case of an obligation repayable in other than monthly install- 
ments or repayable in a single payment, an obligation for which payment 
in full of a contractual payment has not been received within one month 
after the payment is due and such payment has not yet been received. 

(b) Within twenty-one (21) days after the close of each calendar 
month a credit union shall prepare and submit to its board of directors and 
to the supervisory committee the following: 

(1) A statement of financial condition as of the last day of the calendar 
month. 

(2) A statement of income for the current period. 

(3) A report of the total number and total unpaid balance of obliga- 
tions, aggregated in each of the following categories, as of the end of the 
calendar month: 
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(A) Obligations which are at least two but less than six months delin- 
quent. 

(B) Obligations which are at least six but less than twelve months de- 
linquent. 

(C) Obligations which are twelve or more months delinquent. 

(D) Obligations, which may or may not be delinquent, but where any 
one of the following applies: 

1 . The obligor has tiled for relief under the Bankruptcy Code (other 
than under Chapter 1 1 or Chapter 1 3 of the Bankaiptcy Code) (Title 1 1 
of the United States Code). 

2. The board of directors or an officer has determined that the location 
of the obligor is unknown. 

3. The obligation has been assigned to an agent or attorney for collec- 
tion. 

(c) The credit union shall post copies of its statement of financial 
condition and statement of income in a conspicuous place in each office 
of the credit union or at a place convenient to the members as designated 
by the board of directors, where they shall remain posted until replaced 
by the financial statements of the next succeeding month. In lieu of post- 
ing copies of such financial statements, a credit union may post a notice 
in a conspicuous place in each office of the credit union stating that co- 
pies of the financial statements are available upon request, and the credit 
union shall make copies of the financial statements available to members 
upon request. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14453, 14551 and 14553, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
967 to new section 30.701 filed 8-19-97 pursuant to section 100, title 1, Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Amendment of section heading, section and Note filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 



Article 8. Loans 

§ 30.800. Loan Officers: Prohibited from Signing Checks. 

A loan officer appointed under Section 14602 of the Financial Code 
shall not be authorized to sign disbursement checks for loans approved 
only by such loan officer. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14602 and 14603, Financial Code. 

History 

1 . Change without regulatory effect adding new article 8 (sections 30.800-30.804) 
and renumbering former section 971 to new section 30.800 filed 8-19-97 pur- 
suant to section 100, title 1, California Code of Regulations (Register 97, No. 

34). 

§ 30.801 . Loan Officers: Authority to Vary Obligation 
Payment Schedule 

(a) A loan officer appointed pursuant to Section 14602 of the Financial 
Code may: 

(1) Extend a close-ended obligation, provided, however, a close-en- 
ded obligation shall not be extended more than twice during the term of 
the obligation, and any one extension may not be for more than two con- 
secutive contractual payments. 

(2) Defer contractual payments due with respect to open-ended ob- 
ligations, provided that contractual payments with respect to any open- 
ended obligation shall not be deferred more than once during any twelve- 
month period. 

(b) Any extension or deferral in excess of the limitations specified in 
this Section shall be approved by the board of directors, the credit com- 
mittee or the credit manager. 

Note; Authority cited: Section 14201, Financial Code. Reference: Secfion 14602, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 972 to new sec- 
tion 30.801 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



2. Amendment of section heading and section filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 

§ 30.802. Obligations Secured by Real Property. 

(a) An obligation secured by real property shall comply with all the fol- 
lowing: 

(1) The obligation shall be secured by either: 

(A) A first lien on a parcel of unimproved real property, provided the 
principal balance of the obligation is not more than 60 percent of the ap- 
praised value of the parcel and the term is not more than 30 years. 

(B) A first or junior lien on a piece of improved real property, including 
the land and improvements thereon, provided the total amount of obliga- 
tions secured by liens on the real property at the time the lien is perfected 
is not more than 80 percent of the appraised value of the improved real 
property and the term is not more than 40 years in the case of a first lien, 
or 30 years in the case of a junior lien. In calculating the total amount of 
obligations secured by liens on the improved real property for the pur- 
poses of this Subparagraph, amounts in excess of 80 percent of the ap- 
praised value of the improved real property shall be excluded to the ex- 
tent the excess is insured by an agency or instrumentality of the federal 
government or by a private mortgage insurance company admitted in 
California. 

(2) In case the obligation is secured by a first hen, a title insurance 
policy shall be obtained which designates the credit union as the insured, 
warrants the priority and validity of the credit union's security interest, 
and does not contain any exception which would preclude the credit 
union from obtaining marketable title to the real property security in the 
event of default. 

(3) In case the obligation is secured by one or more junior liens on a 
piece of real property and the aggregate of all junior liens held by the 
credit union on the piece of real property does not exceed $100,000, an 
abbreviated loan guarantee or fidelity lenders abbreviated guarantee is- 
sued by a title insurance company shall be obtained, unless the credit 
union obtains a title insurance policy of the type described in (2) of this 
subparagraph. As used in the previous sentence, an abbreviated loan 
guarantee or a fidelity lenders abbreviated guarantee refers to a limited 
guarantee issued by a title insurance company with respect to the priority 
and validity of the credit union's security interest which includes, at a 
minimum, a title search for all record owners and lienholders and a liabil- 
ity amount at least equal to the principal balance of the obligation. 

(4) In case the obligation is secured by one or more junior liens on a 
piece of real property and the aggregate of all junior liens held by the 
credit union on the piece of real property exceeds $100,000, a title insur- 
ance policy of the type described in (2) of this subparagraph shall be ob- 
tained. 

(5) Unless waived in writing by the credit committee or credit manag- 
er, adequate hazard insurance on the real property shall be maintained 
during the term of the obligation. The requirement for adequate hazard 
insurance may not be waived if the principal balance of the obligation ex- 
ceeds the unsecured lending limits prescribed by the California Credit 
Union Law or the credit union's written lending pohcies. 

(6) The promissory note and deed of trust shall include a due-on-sale 
clause. 

(7) TTie board of directors of the credit union shall have established a 
limit on the amount of total obligations which may be secured by real 
property, and the obligation does not cause the credit union to exceed the 
limit. 

(b) For the purpose of determining whether an obligation is secured by 
a first hen on real property as specified in Subdivision (a) of this Section, 
none of the following shall be deemed to be a prior encumbrance unless 
any installment or payment thereunder other than a rental or royalty un- 
der a lease, is due and delinquent: 

(1) The lien of any tax, assessment, or bond levied or issued by any 
state or territory of the United States or by any district, political subdivi- 
sion, or municipal corporation thereof, except the lien of an assessment 
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levied against a particular parcel of real property and of any bond given 
or issued pursuant to law in lieu of the payment of such assessment. 

(2) A lien created by a contract and given to secure the payment for 
water to be furnished under such contract for the irrigation of the real 
property or any part thereof. 

(3) The lien of a bond given or issued pursuant to law in lieu of the pay- 
ment of an assessment levied against a particular parcel of real property 
and the lien of any assessment levied to pay the bond, if the unpaid bal- 
ance of the bond and the amount of the obligation combined do not ex- 
ceed the percentage of the appraised value of the real property specified 
in the applicable provision of Paragraph (1) of Subdivision (a) of this 
Section. 

(4) A lien given to secure the payment of any assessment or subscrip- 
tion to meet the requirements of any law of the United States in respect 
to any irrigation project of the United States in any state or territory of the 
United States which may be levied, made, or received by any corporation 
or association formed to carry out the provisions of any such law, if the 
unpaid balance of the assessment or subscription and the amount of the 
obligation combined do not exceed the percentage of the appraised value 
of the real property specified in the applicable provision of Paragraph (1) 
of Subdivision (a) of this Section. 

(c) Unless a lesser percentage is ordered by the Commissioner, the to- 
tal of loans and line of credit loan advances outstanding which are se- 
cured by liens on real property shall not exceed 40% of the total of all of 
the credit union's outstanding loans and advances. However, a credit 
union that has gross assets of $20,000,000 or more, a written asset liabil- 
ity plan or policy in effect, and has made real property loans for more than 
four years, may exclude from this 40% limitation the following loans: 

(1) Any loans meeting the standards of the Federal National Mortgage 
Association or Federal Home Loan Mortgage Corporation. 

(2) Any loans saleable in the secondary market as evidenced by com- 
mitments to buy by a buyer in the secondary market. 

(3) Any line of credit loans. 

(4) Any loans which contain provisions to adjust the amount of each 
payment, the number of monthly payments, or both, as is necessary be- 
cause of changes in the interest rate charged and which are secured by a 
mortgage or deed of trust on real property which has or will have not more 
than four residential units. 

(5) Any loans for which the promissory note contains an option or se- 
ries of options by the credit union to call the loan during a sixty day period 
commencing not sooner than two years, nor later than seven years, from 
the date of each option period, there are no penalties for prepayment by 
the borrower, and the following written disclosure, or its substantial 
equivalent, is given to the borrower: 

"'Notice of Year Call Option 

"Your lender has the right to call this loan due on [the or each] 

anniversary of the loan. The lender may exercise this right any time 

during the thirty-day period immediately following [the or each] 

anniversary date of the loan. 

"If the lender exercises its right to call the loan, upon receipt of notice, 
YOU WILL BE REQUIRED TO PAY THE LOAN IN FULL (OR 
ARRANGE NEW FINANCING) WITHIN NINETY (90) DAYS. 
You should be aware that interest rates in effect at the time of the call 
may be substantially higher than the interest rate on the original loan. 
"It cannot be predicted at this time whether or not the lender will exer- 
cise the option; however, it will generally be to the lender's advantage 
to exercise the option if an increase in interest rates has occurred or is 
anticipated, if the term of the loan extends significantly beyond the op- 
tion date, or if other reasons exist making the call of the loan advanta- 
geous to the lender." 

(d) Except for Paragraph (7) of Subdivision (a) and as otherwise pro- 
vided in this Subdivision, Subdivision (a) of this Section does not apply 
to any of the following obligations secured by real property: 

(1 ) An obligation with a principal balance of $50,000 or less, provided, 
however, that all junior liens on a piece of real property will be counted 



for the purpose of applying the $100,000 threshold described in Para- 
graphs (3) and (4) of Subdivision (a). 

(2) An obligation which conforms to the eligibility requirements es- 
tablished by the Federal National Mortgage Association or Federal 
Home Loan Mortgage Corporation for sale in the secondary mortgage 
market. The credit union shall maintain documents for each obligation 
made pursuant to this Paragraph which demonstrate that the obligation 
meets the eligibility requirements. 

(3) An obligation which is an alternative mortgage transaction, as de- 
fined pursuant to Title VIII of the Gam-St. Germain Depository Institu- 
tions Act of 1982 (12 U.S.C. §3801, et seq.) and any applicable regula- 
tions, guidelines and policies adopted thereunder. The credit union shall 
maintain documents for each obligation made pursuant to this Paragraph 
which demonstrate that the obligation meets the applicable federal re- 
quirements relating to the alternative mortgage transaction. 

(4) An obligation which is secured by real property and which is a 
member business loan, as defined in Part 723 of the regulations of the Na- 
tional Credit Union Administration (12 C.F.R. Part 723). 

(e) Any obligation for which adequate documentation is not main- 
tained pursuant to the requirements of Paragraphs (2) and (3) of Subdivi- 
sion (d) of this Section shall be subject to the requirements of Subdivision 
(a) of this Section. 

(f) This Section shall apply to any obligation secured by real property 
which is created, renewed, extended, renegotiated, or otherwise modi- 
fied, on or after the effective date of this Section; provided, however, that 
this Section does not affect any authorization contained in a written vari- 
ance or waiver of this Section which was issued by the Commissioner 
prior to the effective date of this Section and which is still in effect. 
NOTE; Authority cited: Section 14201, Financial Code. Reference: Sections 
14950, 14953 and 15100, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
976 to^new section 30.802 filed 8-19-97 pursuant to section 100, title 1 , Califor- 
nia Code of Regulations (Register 97, No. 34). 

2. Repealer and new section filed 2-27-2003; operative 3-29-2003 (Register 
2003, No. 9). 

§ 30.803. Member Business Loans. 

The provisions of this Section shall apply to every credit union orga- 
nized and operating pursuant to the California Credit Union Law 
("Law"), the accounts of which are insured by the National Credit Union 
Share Insurance Fund. 

(a) Notwithstanding any other provisions of the Law or of these rules, 
a credit union must adhere to the requirements stated in the following reg- 
ulations of the National Credit Union Administration ("NCUA"), other 
than the requirements that the credit union notify or request approval 
from the NCUA Board or NCUA Regional Director: NCUA Regulation 
701.21 (h) (12 C.F.R. 701.21 (h)) concerning member business loans, 
NCUA Regulation 701.21 (c) (8) (12 C.F.R. 701.21 (c) (8)) concerning 
prohibited fees, and NCUA Regulation 701.21 (d) (5) (12 C.F.R. 701.21 
(d) (5)) concerning non-preferential loans. 

(b) Whenever the federal regulations referred to in Subdivision (a) re- 
quire that a federal credit union request approval from or notify the 
NCUA Board or the NCUA Regional Director, a credit union subject to 
this rule shall request approval from or notify the Commissioner. 

(c) Within forty-five (45) days of receipt of a complete request for ap- 
proval required by Subdivision (b) of this rule, the Commissioner shall 
approve or disapprove the request. Within forty-five (45) days of receipt 
of an incomplete request, the Commissioner shall notify the credit union 
that the request is incomplete and shall specify the information needed 
to complete the request. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14950, 14951, 14952, 14953, 14954, 14955, 14957, 14958 and 15100, Financial 
Code. 

History 

]. Change without regulatory effect renumbering and amending former section 
976.1 to new section 30.803 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 
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§ 30.804. Late Charge. 

NOTE; Authority cited: Section 1420 1, Financial Code. Reference: Section 15001, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 980 to new sec- 
tion 30.804 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

2. Repealer filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 



Article 9. Appraisals 

§ 30.900. Appraisal of Real Property. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14933, 
Financial Code. 

History 

1 . Change without regulatory effect adding new article 9 (sections 30.900-30.90 1 ) 
and renumbering former section 985 to new section 30.900 filed 8-19-97 pur- 
suant to section 100, title 1, California Code of Regulations (Register 97, No. 
34). 

2. Repealer filed 2-27-2003; operative 3-29-2003 (Register 2003, No. 9). 

§ 30.901 . Valuation or Appraisal of Personal and Real 
Property Security. 

(a) A credit union shall itself value or obtain an appraisal of personal 
property offered as security for an obligation in accordance with a written 
appraisal policy approved by the board of directors. 

(b) A credit union shall obtain a valuation or an appraisal of real prop- 
erty offered as security for an obligation in accordance with Part 722 of 
the regulations of the National Credit Union Administration (12 C.F.R. 
Part 722). 

NOTE; Authority cited: Section 14201, Financial Code. Reference: Sections 
14950 and 14953, Financial Code; and Part 722 (commencine with Section 
722.1), Title 12, Code of Federal Regulations. 

History 

1 . Change without regulatory effect renumbering former section 986 to new sec- 
tion 30.901 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

2. Amendment of section heading, section and Note filed 2-27-2003; operative 
3-29-2003 (Register 2003, No. 9). 

Article 10. Independent Audit 

§ 30.1000. Audit Reports. 

(a) For the purposes of Section 14252 of the Financial Code, a credit 
union shall submit an audit report for a fiscal or calendar year by filing 
with the Commissioner within 1 05 days after the end of the fiscal or cal- 
endar year an audit report that complies with all of the following: 

(1) The audit report shall contain the following audited financial state- 
ments of the credit union for or as of the end of the year prepared in accor- 
dance with generally accepted accounting principles: 

(A) Statement of financial condition. 

(B) Statement of income. 

(C) Statement of retained earnings. 

(D) Statement of cash flows. 



(E) Any other financial statement required by the Commissioner. 

(2) The audited financial statements of a credit union contained in the 
audit report called for in Paragraph (1 ) of this Subdivision shall, if per- 
missible under generally accepted accounting principles, be prepared on 
a consolidated basis. 

(3) The audit report shall be based upon an audit of the credit union 
conducted in accordance with generally accepted auditing standards and 
any other requirements that the Commissioner may prescribe. 

(4) The audit report shall be prepared by an independent certified pub- 
lic accountant or independent public accountant who is not unsatisfacto- 
ry to the Commissioner. 

(5) The audit report shall include an opinion of an independent certi- 
fied public accountant or independent public accountant on the credit 
union's financial statements which is satisfactory in form and scope to 
the Commissioner. 

(6) The audit report shall include a management letter of the indepen- 
dent certified public accountant or independent pubhc accountant that is 
satisfactory in form and scope to the Commissioner. If the management 
letter is not satisfactory to the Commissioner, the Commissioner may or- 
der the credit union to take any action the Commissioner finds is neces- 
sary or advisable. 

(b) The credit union may request confidential treatment of all or part 
of the independent accountant's opinion or the financial statements by 
filing a written request for confidenfial treatment at the same fime that the 
audit report is filed. The information to which the request relates shall be 
submitted separated from the other parts of the filing and marked "Confi- 
dential Treatment Requested." The written request shall state the basis 
for any claim of confidenfiality and describe the adverse consequences 
which are expected to result if the information is disclosed. 
NOTE; Authority cited: Section 14201 , Financial Code. Reference: Section 14252, 
Financial Code; and Chapter 3.5 (commencing with Section 6250), Division 7, 
Title 1, Government Code. 

History 

1. Change without regulatory effect adding new article 10 (sections 
30.1000-30.1001) and renumbering and amending former section 990 to new 
section 30.1000 filed 8-19-97 pursuant to sectionlOO, title 1, Califomia Code 
of Regulations (Register 97. No. 34). 

2. Repealer and new section filed 2-27-2003; operative 3-29-2003 (Register 
2003, No. 9). 

§ 30.1 001 . Independent Accountant. 

For purposes of Section 30. 1000, no accountant shall be considered in- 
dependent unless the accountant compHes with Rule 101 of the Rules of 
Professional Conduct of the American Insfitute of Cerdfied Public Ac- 
countants, including the interpretations issued thereunder, as of Novem- 
ber 30, 2002, which is incorporated herein by reference. 
NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14252, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 991 to new sec- 
tion 30.1001 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

2. Amendment of section and NOTE filed 2-27-2003; operafive 3-29-2003 (Reg- 
ister 2003, No. 9). 
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§40.1. Scope. 

This Subchapter contains regulations relating to industrial loan com- 
panies. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Division 7, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect adding new subchapter 40, article 1 (seclions 
40. 1 -40.1 06) and section filed 8-1 9-97'pursuant to section 100, title 1 . Califor- 
nia Code of Regulations (Register 97, No. 34). For prior history, see Register 
83, No. 8. 

§ 40.2. Gotatoon. 

(a) This Subchapter shall be known and may be cited as the "Industrial 
Loan Regulations" or the 'Thrift and Loan Regulations." 

(b) The first unit of the number of each section in this Subchapter is 
"40." However, in citing a section of this Subchapter, a person may omit 
the first unit of the number of the section if it is clear that the person is 
referring to a section of this Subchapter. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Division 7, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect adding new section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 40.1 01 . Delayed Funds Avaiiability. 

(a) This section applies to all industrial loan companies which main- 
tain offices in this state for the acceptance of deposits insured by the Fed- 
eral Deposit Insurance Corporation. 

(b) For the purpose of this section, the following definitions apply: 

(1 ) "Account" means investment certification (thrift obligation) (other 
than a full paid investment certificate) on which the account holder is per- 
mitted to make withdrawals by negotiable or transferable instruments, 
payment orders of withdrawal, telephone transfers, or other similar 
means for the purpose of making payments to third person or others. "Ac- 
count" includes a negotiable order of withdrawal draft account. 

(2) "Business day" means a period of twenty four hours following the 
close of business, as the close of business is determined by the industrial 
loan company. Such twenty-four hour period shall not include Satur- 
days, Sundays or legal holidays. 

(3) "Day of deposit" means the day on which a holder transfers posses- 
sion of an item to the depository industrial loan company for deposit into 
his or her account. However, after the close of business of the depository 
industrial loan company, the "day of deposit" shall mean the next busi- 
ness day of the depository industrial loan company. For purposes of de- 
termining the day of deposit of an automated teller machine branch of- 
fice, the depository industrial loan company shall establish and post a 
cut-off time for the automated teller machine branch office and the cut- 
off time shall be deemed the close of business for purpose of this rule. 

(4) "Deposit" means sale of an investment certificate (thrift obliga- 
tion). 

(5) "Depository industrial loan company" means the industrial loan 
company which maintains the account insured by the Federal Deposit In- 
surance Corporation into which an item is first deposited. 

(6) "Item" means a check, negotiable order of withdrawal, share draft, 
warrant or money order. 

(c) Except as provided in Subdivisions (d) and (e), the reasonable time 
for collection and return of an item, and the reasonable time by which a 
depository industrial loan company must permit a holder to draw on an 
item deposited in an account as a master of right shall be not later than 
the opening of business on the next business day subsequent to the peri- 
ods detailed below: 



(1) For an item drawn on any depository institution in this state, five 
business days following the day of deposit; 

(2) For any item drawn on the depository institution outside this state, 
eleven business days following the day of deposit; 

(3) For any item drawn on the depository industrial loan company, one 
business day following the day of deposit. 

(d) Notwithstanding Subdivision (c), the reasonable time for collec- 
tion and return of any of the following items, and the reasonable fime by 
which a depository industrial loan company must permit a holder to draw 
on any of the following items deposited in an account as a matter of right 
shall not be later than the opening of business on the next business day 
following the day of deposit: 

( 1) An item drawn in a face amount of one hundred dollars or less; 

(2) A first-endorsed item drawn on the U.S. Treasury; 

(3) A first-endorsed item drawn on the State of California or any polit- 
ical subdivision thereof; 

(4) A first-endorsed item issued by a depository institution whose ac- 
counts are insured by the Federal Deposit Insurance Corporation, or the 
National Credit Union Administration. 

(e) The time periods specified in Subdivisions (c) and (d) shall not ap- 
ply in any of the following cases: 

(1) If the depository industrial loan company has received notice that 
the item has been or will be dishonored. Such notice must have been re- 
ceived from an intermediary bank, as defined in Paragraph (4) of Section 
4105 of the California Uniform Commercial Code, or from the deposito- 
ry institution upon which the item is drawn. 

(2) If the item is deposited within 60 calendar days of the opening of 
the account. 

(3) If the depository industrial loan company reasonably believes that 
the drawer or drawee has become, or is reasonably believed to become, 
subject to bankruptcy, receivership or similar proceeding, or when the 
depository industrial loan company reasonably believes that a situation 
involving fraud or kiting exists. 

(4) If the item is drawn on an office located outside of the states of the 
United States. 

(5) If the item is subject to processing delay, that is, presentment delay, 
mutilated item, a counter check, or an improperly encoded item. 

(6) If the item is in the amount of two thousand five hundred dollars 
or more, other than an item drawn on the depository industrial loan com- 
pany. 

(7) If the item is deposited in an account which on three separate occa- 
sions within a six-month period has been the subject of items drawn in 
excess of the available funds in the account to cover the items, whether 
the industrial loan company has paid such items creaUng an overdraft or 
has returned the items unpaid, for a period of six months commencing 
with the last such incident. This exception does not include an account 
with overdraft privileges established pursuant to contractual agreement 
unless the depositor's credit line has been exceeded. 

(f) In the case of exemptions set forth in subsection (e), there shall be 
"no such regulaUons," as the term "no such regulafions" is used in Cali- 
fornia Uniform Commercial Code Section 4213(4)(a). 

(g) Any delay by a depository industrial loan company beyond the 
time limits prescribed by this section is excused if the delay is caused by 
interruption of communication facilities, suspension of payments by a 
bank or savings institution, emergency conditions or other circumstances 
beyond the control of the depository industrial loan company, and the de- 
pository industrial loan company exercises such diligence as the circum- 
stances require. 

(h) This section shall not affect a depository industrial loan company's 
right: 

(1) to accept or reject an item for deposit, or 

(2) to require written notice of an intended withdrawal. 

NOTE: Authority cited: Sections 866.5, 866.6 and 18347, Financial Code. Refer- 
ence: Sections 866.5 and 866.6, Financial Code; and Section 4213, Commercial 
Code. 
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History 

1. Change without regulatory effect renumbering and amending former section 
1101 To new section 40. 101 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.1 01 .5. Other Business. 

Any request by an industrial loan company for authorization pursuant 
to Section 18344 of the Financial Code shall be in writing and shall con- 
tain a detailed statement of the business to which the request refers. Insur- 
ance sold in connection with loans as provided by Sections 18290, 
1 8294, and 1 8295 of the Financial Code does not constitute "other busi- 
ness" under Section 18344 of the Financial Code. However, any other in- 
surance will require authorization to engage in "other business." 
NOTiE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8344, 
Financial Code. 

History 

1 . Change without regulatory effect renuinbering former section 1 107 to new sec- 
tion 40.101 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

2. Change without regulatory effect renumbering duplicative section 40.101 to 
new section 40.101.5 (Register 97, No. 42). 

§ 40.102. Management Personnel: Notification of Changes. 

For purposes of Section 18345 of the Financial Code, management 
personnel shall include supervisors, managers, persons who make loans 
or purchase obligations and persons who may be in charge of a place of 
business of an industrial loan company. The notification of changes in 
personnel required by Section 18345 of the Financial Code shall be on 
a form provided by the Commissioner. 

NOTE: Authority cited: Sections 18345 and 18347, Financial Code. Reference: 
Sections 18345 and 18347, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1 1 10 to new sec- 
tion 40.102 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.103. Criminal Actions: Report to Commissioner. 

An industrial loan company shall immediately report in writing to the 
Commissioner any criminal action filed against such company or its offi- 
cers, directors or management personnel. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18117, 
Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1 112 to new section 40. 103 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.104. Report of Defalcation Required. 

It shall be the responsibility of an industrial loan company to report 
promptly to the Commissioner any actual or alleged defalcation, em- 
bezzlement or theft of a material amount by an officer, director or em- 
ployee of such industrial loan company. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18117, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 13 to new sec- 
tion 40.104 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.105. Management Fees. 

An industrial loan company shall not accrue, pay, or contract for the 
payment of a fee for management services performed by a parent or affili- 
ate without first submitting a copy of its management contract to the 
Commissioner for nondisapproval. The management contract shall spec- 
ify the services to be performed and the amount of fees to be paid or the 
manner and method of computing the fee. Any proposed change in the 
management contract shall be submitted to the Commissioner for nondis- 
approval. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Section 1 8020, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 17 to new sec- 
tion 40.105, including amendment of section and new Note filed 8-19-97 pur- 



suant to section 100, title 1, California Code of Regulations (Register 97, No. 
.34). 

§ 40.106. Impairment of Capital Defined: Section 18368(a), 
Financial Code. 

For purposes of Section 1 8368(a) of the Financial Code capital is im- 
paired when the minimum amount of capital required by the Financial 
Code is reduced by a net deficit balance in the company's surplus ac- 
counts. 

NOTE: Authority cited: Section 18347. Financial Code. Reference: Section 
18368(a), Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 1 9 to new sec- 
tion 40.106 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



Article 2. Applications 

§ 40.200. Articles of Incorporation and Bylaws: 
Submission to Commissioner. 

(a) Before the articles of incorporation of an industrial loan company 
or any proposed amendments to the articles of incorporation are filed 
with the Secretary of State, a draft of the articles or the proposed amend- 
ment shall be submitted to the Commissioner for written approval. 

(b) A draft of the bylaws of an individual loan company or any pro- 
posed amendments to the bylaws shall be submitted to the Commissioner 
for written approval before adoption. 

(c) Within ten days after the articles of incorporation or amendments 
thereto have been filed with the Secretary of State, a copy of the arficles 
or amendments showing the date of filing with the Secretary of State shall 
be filed with the Commissioner. Within ten days after the bylaws or 
amendments thereto have been adopted, a copy of the bylaws or amend- 
ments showing the date of adoption shall be filed with the Commissioner. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18101.5 and 18102, Financial Code. 

History 

1 . Change without regulatory effect adding new article 2 (section 40.200) and re- 
numbering and amending former section 1125 to new section 40.200 filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



Article 3. Books and Records 

§ 40.300. Books and Records: To Be Maintained at 

Principal or Administrative Office in California. 

An industrial loan company shall maintain at all fimes its control 
books, accounts, and records in the State of Califomia at the principal or 
administrative office designated in writing to the Commissioner. 
NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18029, 
Financial Code. 

History 
1. Change without regulatory effect adding new article 3 (sections 
40.300-40.305), and renumbering former section 1132 to new section 40.300, 
including amendment of section and new Note filed 8-19-97 pursuant to sec- 
tion 100, title 1, Califomia Code of Regulations (Register 97, No. 34). 

§ 40.301. Books and Records: Standard for Keeping. 

An industrial loan company shall maintain its books, accounts and re- 
cords in accordance with generally accepted accounting principles 
("GAAP"), the regulations of the Commissioner or, the FDIC, and good 
business pracfice. In the event that GAAP conflict with the regulations 
of the Commissioner or the FDIC, the regulations of the Commissioner 
and the FDIC take precedence over GAAP. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18029, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1 133 to new sec- 
tion 40.301 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 
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§ 40.302. Forms. 

(a) An industrial loan company shall not use a loan form unless and 
until it has determined that such form is in compliance with applicable 
state and federal law. 

(b) All printed matter contained in loan forms used by an industrial 
loan company shall be in not less than 8-point type, except that printed 
captions in "boxes" may be 6-point type. 

(c) An industrial loan company is prohibited from using a loan form 
after written notice of objection by the Commissioner to such form has 
been delivered to such industrial loan company or its representative. 

(d) This section does not apply to loans exempted from specified sec- 
tions of the Industrial Loan Law by Section 18191 of the Financial Code. 
NOTE: Authority cited: Section 18347, Financial Code. Reference: Chapter 3 
(commencing with Section 18190) of Division 7 and Section 18408, Financial 
Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 34 to new sec- 
tion 40.302 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97. No. 34). 



§ 40.303. Accounting for Real Property Held for Sale. 

(a) The title to any property acquired by foreclosure or by deed in lieu 
of foreclosure must be in the name of the industrial loan company, and 
the deed immediately recorded. The property shall be accounted for in 
the appropriate real property held for sale account. Subsidiary ledger ac- 
counts shall be maintained for each individual property. In accounting for 
the property, the amount at which it shall be carried on the books of the 
company shall include the following: 

(1) The balance of all senior liens. 

(2) The principal loan balance. 

(3) Any amounts paid after acquisition for real property taxes accrued 
prior to acquisition. 

(4) Assessments due or delinquent at the time of acquisition. 

(5) Necessary costs incurred in connection with acquisition of the 
property. 

(6) Reconditioning costs and improvements necessary for the preser- 
vation, sale or renting of the property. However, ordinary maintenance 
costs should not be capitalized. 

(b) Any senior lien balance shall be set up in the appropriate liability 
account. If the total amount capitalized under subparagraphs (1 ) through 
(6) of this subsection (a) exceeds the current appraised market value, the 
excess amount shall be recorded in the appropriate allowance for loss ac- 
count. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8041 , 

Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 135 to new sec- 
tion 40.303 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



§ 40.304. Oinifornni CSassification of Accounts. 

An industrial loan company shall use the following account numbers 
and titles. Additional accounts to be used must have titles that are ade- 
quately explanatory and must be numbered under the appropriate group- 
ing. However, an industrial loan company formed prior to Janaury 1, 
1974 may use a different series of account numbers and titles, provided 
a cross-index is maintained which shows the account numbers and titles 
required by this section opposite the corresponding account numbers and 
titles used by such industrial loan company. 

CHART OF ACCOUNTS 
ASSET ACCOUNTS 

Account No. Account Name 

CASH 
1000 This series of accounts shall include cash on hand, change 
funds, petty cash funds, and all deposits in banks or 
trust companies including time certificates of deposit. 



Account No. Account Name 

INVESTMENTS 
1 100 This account or series of accounts shall contain investments 
made pursuant to Section 18022 of the Financial Code. 
1200 Allowance forDechne of Market Value of Investments Be- 
low Cost. 

RECEIVABLES 

1300 Loans Receivable — Precomputed. 

1320 Loans Receivable — Interest-Bearing. 

1340 Conditional Sale Contracts. 

1350 Direct Lease Obligations. 

1360 Floorings. 

1380 Factoring. 

1390 Other Receivables. This series of accounts shall include any 
other obligations receivable acquired under the Indus- 
trial Loan Law. 

1400 Unearned Charges — Loans. 

1440 Unearned Discount — Contracts. 

1450 Unearned Charges — Direct Lease Obligations. 

1460 Other Deferred Income. 

1480 Reserve for Losses. 

1485 Special Reserves — Delinquent Real Estate Accounts. 

1490 Dealers Reserves and Withholds. In addition to the above ac- 
counts this series shall include any other unearned in- 
come, deferred credits, or reserves applicable to the re- 
ceivables. 

COMPANY PROPERTY 

1500 This series of accounts shall include land and buildings 
owned and occupied, including land used for parking, 
office furniture, fixtures and equipment, automobiles, 
and leaseholds and improvements. 

1600 This account or series of accounts shall be used to record de- 
preciation and amortization of company property. 

REAL PROPERTY HELD FOR SALE 

1700 Real Property Held for Sale. 

1710 Accumulated Depreciation — Real Property Held for Sale. 

1 720 Allowance for Losses on Real Property Held for Sale. The 
above accounts shall be used for real property acquired 
through foreclosure or in satisfaction of debts previous- 
ly contracted. 

1725 Special Reserve — Real Property Held for Sale. 

1730 Notes Payable Secured by Real Property Held for Sale. This 
account shall be used to record the amounts of any se- 
nior liens on real property recorded in Account No. 
1700. 

CONTRACTS OF SALE REAL PROPERTY 

1750 Contracts of Sale — Real Property. This account shall be 
used to record sales of real property on contracts of sale. 

1760 Deferred Profit on Contracts of Sale — Real Property. This 
account may be used to record any profit from the sale 
of real property that has been deferred. 

1780 Notes Payable Secured by Real Property on Contracts of 
Sale. This account shall be used to record the amounts 
of any senior liens on real property sold on contracts of 
sale. 

OTHER ASSETS 

1800 Misc. Receivables. 
1820 Prepaid Expenses. 
1850 Deferred Charges. 
1870 Other Assets. 

1 900 This series of accounts shall be used to record assets not clas- 
sified specifically in other accounts. 

LIABILITY ACCOUNTS 

INVESTMENT CERTIFICATES 

2000 Installment Investment Certificates. 

2100 Full-Paid Investment Certificates. 

2150 Accrued Interest on Investment Certificates. 

BORROWINGS 

2200 Notes Payable— Banks. 

2300 Notes Payable — Parent Company or Affiliate. 

2400 Notes Payable— Other. 

2450 Accrued Interest on Borrowings. 

OTHER LIABILITIES 

2500 Notes Payable on Company Premises. 
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Account No. Account Name 

2600 Accounts Payable. 
2700 Income Taxes Accrued or Payable. 
2800 Other Accruals and Payables. 
2900 Other Liabilities. 

2950 This series of accounts shall be used to record liabilities not 
classified specifically in other accounts. 

CAPITAL ACCOUNTS 

3000 Capital Stock. Tliis account shall reflect at least the par value 
of outstanding shares. 

3 1 00 Paid-in Surplus. This account shall include the premiums on 
the sale of shares, contributions by stockholders and 
may include amounts transferred from earned surplus. 

3200 Earned Surplus. 

PROFIT AND LOSS ACCOUNTS 



eliminating any reports or records produced by the system shall not be 

implemented without the prior written consent of the Commissioner. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Section 18029, 

Financial Code. 

HlSIORY 

1 . Change without regulatory effect renumbering former section 1 1 38 to new sec- 
tion 40.305 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



Charges Earned on Loans. 
Discount Earned on Contracts. 
Charges Earned on District Lease Obligations 
Charges Earned on Floorings. 

Discount Earned on Factoring and Other Purchased Obliga- 
tions. 
Late, Extension and Collection Charges. 
Insurance Commissions. 
Income on Investments. 
Rental Income — Company Premises. 
Rental Income — Real Property Held for Sale. 
Gain on Sale of Real Property. 
Real Property Appraisal Fees. 
Misc. Income. 



INCOME 

4000 
4100 
4150 
4200 
4300 

4400 
4500 
4600 
4700 
4750 
4800 
4850 
4900 

EXPENSES 

5000 Direct Leasing Expenses. 

5 100 Advertising and Promotion. 

5200 Thrift Guaranty Corporation Assessment. 

5300 Insurance and Bond Premiums. 

5400 Legal Services and Expense. 

5500 Professional Audit and Accounting Services. 

5600 Data Processing Expense. 

5700 State Supervisory Examinations and Assessments. 

5800 Occupancy Expenses. 

5900 Provision for Losses. 

6000 Directors' Fees and Expenses. 

6100 Officers' Salaries and Bonuses. 

6200 Employees' Salaries and Bonuses. 

6300 Management Fees. 

6400 Contribution to Retirement, Pension, Annuity and Similar 

Plans. 

6500 Losses on Real Property Held for Sale. 

6600 Expenses of Real Property Held for Sale. 

6700 License Fees and Taxes. 

6800 Telephone and Telegraph. 

6900 Travel. 

7000 Depreciation of Company Property. 

71 00 Other Administrative and Operating Expenses. 

7200 Certificate Interest 7300 Interest on Borrowed Funds. 

7400 Provision for Income Taxes 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18029, 

Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
11 37 to new section 40.304 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.305. Accounting Records: Electronic Data Processing 
Systems. 

The prior written consent of the Commissioner shall be obtained be- 
fore an industrial loan company adopts an electronic data processing sys- 
tem or changes from one such system to another. Data submitted to the 
Commissioner must include a full description of the system and a com- 
plete plan of conversion. General guidelines for conversions are avail- 
able upon request at any office of the Department. Any material change 
in any electronic data processing system that will result in altering or 



Article 4. Reserves 

§ 40.400. Reserve for Losses. 

Except as permitted in writing by the Commissioner, an industrial loan 
company shall establish and maintain a reserve for losses for loans made, 
obligations purchased and net receivable from contracts of sale of fore- 
closed real property in accordance with generally accepted accounting 
principles ("GAAP"). The Commissioner may require a reserve for 
losses in addition to the reserve required by GAAP whenever an exami- 
nation of the books and records of the industrial loan company indicate 
that the reserves are inadequate. 

Any other method or variation of the above shall not be used without 

the written consent of the Commissioner. A request for variation must 

show that the resulting reserve for losses will at least equal or exceed the 

method provided in this section. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18343, 
Financial Code. 

History 

1 . Change without regulatory effect adding new article 4 (sections 40.400-40.407) 
and renumbering former section 1 140 to new section 40.400 filed 8-1 9-97 pur- 
suant to section 100, title 1, California Code of Regulations (Register 97, No. 

34). 

§ 40.401 . Charge-Off of Receivables. 

(a) Receivables in default shall be charged to the reserve for losses if 
they fall within the following classifications: 

(1) Accounts repayable monthly on which no full monthly contractual 
payments have been made within the past 1 80 days, unless the borrower 
has filed a petition under either Chapter 1 1 or Chapter 1 3 of the Bankrupt- 
cy Code and the plan provides for payment of the account. 

(2) Accounts repayable at maturity by a single payment which are not 
paid in full within 180 days after the maturity date of the account. 

(3) Accounts repayable by other than monthly payments or a single 
payment on which no full contractual payment has been made within 1 80 
days from the due date of the first past due and unpaid installment. 

(4) Accounts which the industrial loan company has recognized as un- 
collectible. 

(5) Flooring account balances which are unpaid 90 days after maturity 
or on which no agreed curtailment payment has been made within the 
past 90 days. 

(6) Factoring account balances which are unpaid 90 days after maturi- 
ty or on which no contractual payment has been made within the past 90 
days. 

(b) If an account is secured by real property and its status places it in 
a charge-off classification, the amount charged to the reserve for losses 
may be reduced by the value of the real property less esfimated costs of 
sale and any senior encuinbrances. 

(c) Receivables shall be reviewed at least once each month and ac- 
counts subject to charge-off under this section shall be charged to the re- 
serve for losses not later than one month following the date of review. 

(d) If a company is able to satisfy the Commissioner that facts exist 
concerning an account which justify a smaller charge-off than provided 
in this section, such charge-off may be reduced or eliminated as deter- 
mined by the Commissioner. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8343, 

Financial Code. 

History 

I . Change without regulatory effect renumbering former section 1 141 to new sec- 
tion 40.401 filed 8-19-97 pursuant to secfion 100, title 1, California Code of 
Regulations (Register 97, No. 34). 
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§ 40.402. Control of Accounts Charged-Off. 

Accounts charged-off on which the industrial loan company intends 
to pursue collection efforts or expects to realize further recoveries shall 
be posted to a control account. Charge-offs shall remain in the control 
account for as long as any recoveries are being made or contemplated. 
NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8343, 
Financial Code. 

History 

] . Change without regulatory effect renumbering former section 1 143 to new sec- 
lion 40.402 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.403. Recoveries on Accounts Charged-Off. 

Such recoveries must be credited to the reserve for losses account and 
not recorded as gross income. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8343, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 144 to new sec- 
tion 40.403 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.404. Restoration of Accounts Charged-Off. 

A charged-off account may be restored as a corporate asset by refi- 
nance or otherwise only when at least three regular or revised monthly 
payments have been received within the preceding 90 days and there is 
evidence that the debtor will continue to adhere to the new terms of repay- 
ment. Any amount restored must be credited to the reserve for losses ac- 
count and not recorded as gross income. 

NOTE: Authority cited: Secfion 1 8347, Financial Code. Reference: Section 1 8343, 
Financial Code. 

History 
1 . Change without regulatory effect renumbering former section 1 143 to new sec- 
tion 40.404 and adding new NOTE filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 



§ 40.405. Extensions, Refinances, or Revisions. 

Accounts that are dehnquent thirty (30) days or more shall not be ex- 
tended, refinanced or revised unless there is evidence that the debtor will 
be able to adhere to the terms of the refinanced loans or revised terms. 
NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18347, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 146 to new sec- 
tion 40.405 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.406. Unearned Sncome. 

An industrial loan company shall employ a system which provides a 
current, reasonable accounting of its unearned charges and discount for 
loans made and obligations purchased. Acquisition costs shall not be tak- 
en into income. An industrial loan company that does not maintain a per- 
petual inventory of unearned income shall take an inventory or test the 
accuracy of its unearned income in accordance with generally accepted 
accounting procedures at least once each year. Any understatement of 
unearned income disclosed by such inventory or test shall be adjusted on 
the records of the industrial loan company. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8343, 
Financial Code. 

History 
] . Change without regulatory effect renumbering former section 1 147 to new sec- 
tion 40.406 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.407. Fees Paid in Connection with a Loan. 

(a) Fees paid in connection with a loan shall not be recognized as in- 
come at a rate greater than would be permitted by the "Rule of 78' s" 
(sum-of-the-digits method), notwithstanding that the loan may have 
been paid prior to maturity by rewriting, extending, or amending the 
same or by a new loan made by the industrial loan company. However, 
fees paid in connection with a loan may be recognized as income when 
the loan is otherwise paid. 



(b) "Fees paid in connection with a loan," for the purposes of this sec- 
tion, includes all charges as defined in Sections 18007 and 18008 of the 
Financial Code, except charges precomputed or earned by the agreed rate 
of charge, appraisal fees, escrow fees, and fees to be paid to a public offi- 
cer. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8343, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 11 48 to new sec- 
tion 40.407 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

Article 5. Investment Certificates 

§ 40.500. Certificate Ratio. 

A ratio of certificates to capital and surplus restricted as to payment of 
cash dividends under section 18319of the Financial Code, of 20 to 1 will 
ordinarily be granted to established companies with records of sound per- 
formance. The Commissioner may, in other cases, limit the ratio of certif- 
icates to capital and surplus to a ratio of less than 20 to 1 if in his or her 
judgment the lower ratio is necessary in the public interest. In determin- 
ing the ratio to be permitted, the Commissioner may consider (together 
with all relevant attendant circumstances) one or all of the following 
items: 

(a) The length of time the company has been in operation. 

(b) Ratio of losses to volume of loans made and contracts purchased. 

(c) The creation and maintenance of adequate reserve for losses. 

(d) Charge-off of uncollectible accounts. 

(e) The amount or growth of undivided profits and/or earned surplus. 
if) Diversification of character and source of loans made and contracts 

purchased. 

(g) Creation and maintenance of adequate internal controls. 

(h) Sound and efficient management. 

NOTE: Authority cited: Sections 18315 and 18347, Financial Code. Reference: 
Section 18319, Financial Code. 

History 
1 . Change without regulatory effect adding new article 5 (sections 40.500-40.503) 
and renumbering and amending former section 1 1 50 to new section 40.500 filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 40.501. Certificate Ratio: Application and Criteria for 
Increasing Ratio Under Section 18320 of the 
Financial Code. 

(a) The appHcation filed by an industrial loan company for authority 
to increase its ratio of certificates to capital and surplus restricted as to 
payment of cash dividends pursuant to subdivisions (b), (c) and (d) of 
Section 1 8320 of the Financial Code shall be accompanied by the follow- 
ing documents: 

(1) A balance sheet as of the month end prior to the date of filing; 

(2) An income statement for the current calendar year and the prior 
year if the current period is less than six months; 

(3) Monthly income statements for the six months prior to the date of 
filing; 

(4) An analysis of the reserve for losses for the current calendar year 
showing the balance at the beginning of the year and all additions and 
charges to the reserve. If the period covered is less than four months, the 
analysis should include the prior calendar year; and 

(5) Any other report or schedules required by the Commissioner. 

(b) The Commissioner may limit the ratio of certificates to capital and 
surplus to a rado less than provided in Section 1 8320 if in the Commis- 
sioner's judgment such lower ratio is reasonable and necessary or advis- 
able for the protection of the public. The industrial loan company must 
demonstrate to the Commissioner that it is entitled to the ratio permitted 
by Section 18320. In determining the ratio to be permitted, the Commis- 
sioner will consider (together with all relevant attendant circumstances) 
all of the following facts together with such other information and facts 
as are relevant under the circumstances: 
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(1 ) It maintains adequate reserves for losses, as defined in Article 4 of 
these Rules; 

(2) The ratio of losses to volume of receivables for the six-month peri- 
od preceding its application is not greater than the industry average for 
the last three years as shown by the latest reports filed with the Commis- 
sioner pursuant to Section J 8405 of the Financial Code; 

(3) The current ratio of accounts which are three or more contractual 
payments past due and unpaid to total receivables is not greater as shown 
by the company's most recent report to the Commissioner than the indus- 
try average as shown on the latest reports filed with the Commissioner 
pursuant to Section 18407 of the Financial Code and 1 250 of these Regu- 
lations; 

(4) Uncollectible accounts are charged off pursuant to the provisions 
of these Regulations; 

(5) The company must have had net earnings from operations for the 
six-month period prior to the date of filing of the application and must 
have had net earnings from operations for each of the three months prior 
to the date of filing of the application; 

(6) The company must have diversification of receivables, including 
but not limited to the character and source of loans made and contracts 
purchased; 

(7) The company has created and maintains an adequate system of in- 
ternal controls, and; 

(8) The company must have demonstrated sound and efficient man- 
agement in its dealings with borrowers and thriftholders. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8320, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former section 1151.1 to new 
section 40.501 filed 8-19-97 pursuant to section 100, title L California Code 
of Regulations (Register 97, No. 34). 

§ 40.502. Repurchase Provision. 

(a) The investment certificates of an industrial loan company issued 
before May 29, 1991 , shall contain a provision that the investment certifi- 
cate may be repurchased within 30 days after, and shall be repurchased 
within 6 months of, the first of the month following the date upon which 
the owner or the owner's agent submits to the industrial loan company 
a written demand for repurchase. 

(b) The investment certificates of an industrial loan company issued 
on or after May 29, 1 99 1 , shall contain a provision that the company shall 
repurchase the certificate upon the written request of the owner or own- 
er' s agent, subject to the company's rights: 

(1 ) to defer payment for a period of 30 days after the first of the month 
following the date upon which the request for repurchase is received; and 

(2) to limit the aggregate amount of repurchases in any one calendar 
month to an amount not exceeding the company's net receipts of the pre- 
vious month. The provision shall also state that certificates will be repur- 
chased in the order in which they are presented for payment and that, not- 
withstanding the amount of the company's net receipts of the previous 
month, the company must repurchase the certificates within 6 months of 
the first of the month following the receipt of the written demand for re- 
purchase. 

(c) The issuer shall not modify, impair, or avoid the requirements of 

this section by contract, agreement, or otherwise. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18315, 
Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1152 to new section 40.502 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.503. Form and Amount of Fidelity Bond. 

(a) An industrial loan company that sells and issues investment certifi- 
cates or has investment certificates outstanding shall file with the Com- 
missioner a fidelity bond providing fidelity coverage on each officer, di- 
rector, and employee in accordance with the requirements of this section 
and section 18346 of the Financial Code. 



(b) A bond must include in its definition as employee, either in the 
body of the bond or by rider, the following: Each natural person, partner- 
ship or corporafion authorized by written agreement with the insured to 
perform services as electronic data processor of checks or other account- 
ing records of the insured, herein called Processor, shall, while perform- 
ing these services, be deemed to be an Employee as defined in this bond. 
Each such Processor and the partners, officers and employees of the Pro- 
cessor shall, collecfively, be deemed to be one Employee for all the pur- 
poses of this bond. 

(c) A bond may be subject to cancellation on 30 days notice, provided 
the bond carries a rider or condition to the effect that it is subject to can- 
cellation by the surety or insured 30 days after written notice to the Com- 
missioner of Financial Institufions of intention to cancel. 

(d) Unless the Coinmissioner for good cause, in writing, has found that 
a different amount of coverage would be in the public interest, minimum 
Fidelity coverage shall be maintained in accordance with the require- 
ments of the Federal Deposit Insurance Corporation ("FDIC"). 

(e) The bond coverage may contain provision for a deductible amount 
from any loss which, except for the deductible provision, would be re- 
coverable from the insurer. A deductible provision shall not be in excess 
of ten percent (10%) of the required minimum bond coverage unless au- 
thorized by the Commissioner in writing. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18346 and 18346.1, Financial Code. 

History 

1 . Change without regulatory effect renumbering and amending former section 
1154 to new section 40.503 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 

Article 6. Loans and Obligations 
Receivable 

§ 40.600. Statement of Loan or Documents Used to 

Comply with Financial Code: Form: Contents. 

In addition to the specific requirements of Secfions 18231 , 18300 and 
18301 of the Financial Code, the statement of loan form shall contain at 
least the following and may consist of more than one document: 

(a) The name and license number of the industrial loan company, ad- 
dress of the office where the loan was made, and the name of the person 
who closed the loan; 

(b) A statement in not less than 12-point boldface capital letters 

FOR INFORMATION CONTACT 

THE DEPARTMENT OF HNANCIAL INSTITUTIONS, 

STATE OF CALIFORNIA 

(c) A statement that the loan is made pursuant to the Industrial Loan 
Law, division 7 of the Financial Code. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 

18231, 18300 and 18301, Financial Code. 

History 

1 . Change without regulatory effect adding new article 6 (sections 40.600-40.61 9) 
and renumbering and amending former section 1155 to new section 40.600 filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 40.601 . Dealer Credit File. 

An industrial loan company shall ordinarily maintain a credit file with 
respect to each dealer from whom obligations are acquired, with or with- 
out recourse. Such credit file shall contain information appropriate to the 
value and type of business done with such dealer. Such credit file shall 
include an annual balance sheet and income statement. A written agree- 
ment with the dealer should be executed and should include provisions 
for contingent liability for obligafions purchased, and dealer reserve and 
withholds. With respect to nonrecourse transactions, however, a credit 
file on the dealer will not be required where a company has made a proper 
direct check of the obligation with the primary obligor, by prompt notifi- 
cation or otherwise, and has obtained proper credit information on the 
primary obligor. In such case the account file must contain written evi- 
dence, by memorandum or otherwise, substanfiating that such check has 
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been made. In cases where a credit file is required, such information shall 
be kept reasonably current to the extent feasible. The information re- 
quired by this rule shall be retained in the files, as to each dealer and ac- 
count, as long as there is a balance outstanding on the same. 
NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18190 and 18029. Financial Code. 

History 
] . Change without regulatory effect renumbering former section 1 1 56 to new sec- 
tion 40.601 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.602. Diversification of Receivables. 

An industrial loan company shall limit the volume of obligations pur- 
chased from one person or business entity and diversify the loans it 
makes and obligations it acquires as to the types of debtors and types of 
collateral so as to minimize the exposure to possible loss. The Commis- 
sioner may require a coinpany to reduce its outstanding Joans made to a 
specific type of debtor or secured by a specific type of collateral or reduce 
the volume of obligations purchased from one person or business entity 
in order to reduce the exposure to possible loss. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18190 and 18272, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1 157 to new section 40.602 and adding new Note filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 40.603. FacHorong and Accounts ReceivabBe Financing. 

No industrial loan company which has investment certificates out- 
standing shall engage in factoring or accounts receivable financing with 
any borrower or client unless all of the following requirements are met: 

(a) It shall have within its organization as officer or employee at least 
one person possessing no less than five years of responsible experience 
in factoring or accounts receivable financing. 

(b) It shall establish a program for field audits or examinations of client 
borrowers to establish the validity, quality, and quantity of the collateral 
assigned to it as security, and shall conduct such an audit or examination 
of each client borrower at least once every three months. 

(c) It shall require that all payments be made to a lock box or a post 
office box which is under its control and management if the accounts re- 
ceivable debtor is not notified of the assignment of its account to the in- 
dustrial loan company (nonnotification), unless the amount advanced to 
the client borrower is less than $20,000 and is also secured 100% by real 
property or personal property of a kind or class listed in Section 40.61 2 
of these regulations and it requires that any payments made to the client 
borrower be forwarded in kind to it. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18190, 
Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1 157.1 to new section 40.603 filed 8-19-97 pursuant to section 1 00, title 1, Cal- 
ifornia Code of Regulations (Register 97, No. 34). 

§ 40.504. Service Contracts. 

(a) No industrial loan company which has investment certificates out- 
standing shall purchase service contracts from dealers if such contracts 
exceed in the aggregate 10 percent of the net receivables outstanding. 
Service contracts purchased from any one dealer, its parent, and its affili- 
ates shall not exceed in the aggregate 5 percent of the net receivables out- 
standing. 

(b) For the purposes of this section: 

(1) "Dealer" is defined to mean any person who provides lessons or 
services, including, for example, a dance studio or health spa; and 

(2) "Service contract" is defined to mean a contract obligating a dealer 
to provide lessons or services, not in connection with the sale of house- 
hold goods or commercial goods, for a stated period of time in consider- 
ation of a promise to pay a stated sum. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8190, 
Financial Code. 



History 

1. Change without regulatory effect renumbering former section 1 157.2 to new 
section 40.604 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.605. Reports of Collections. 

An industrial loan company shall request in writing that any person, 
to whom as agent or otherwise an account is referred for collection and 
who receives any sum from a borrower in connection with the collection 
of such account, report to such industrial loan company in writing within 
not less than 30 days of the receipt of such sum the gross sum received 
and the date of the receipt thereof, provided, that if such account is re- 
ferred or assigned pursuant to an express contract such contract shall 
specify that the report contemplated by this section must be given. 
NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18190 and 18029, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 58 to new sec- 
tion 40.605 and adding new Note filed 8-19-97 pursuant to section 100, title 
I, California Code of Regulations (Register 97, No. 34). 

§ 40.606. Acceleration of Repayment: Limitations. 

An industrial loan company shall not be entitled to accelerate repay- 
ment of any consumer loan: 

(a) Upon failure of the borrower immediately to pay any sum or sums 
advanced by the industrial loan company for itself or the borrower for in- 
surance premiums relating to the security; 

(b) If the industrial loan company feels insecure due to a change in the 
financial condition of the borrower; or 

(c) If any non-material misstatement has been made by the borrower 
with reference to the borrower's credit or financial standing. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18358, 

Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 59 to new sec- 
tion 40.606 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.607. Consumer Loan Balloon Payment. 

(a) Any periodic payment (including any scheduled installment under 
a retail installment contract) that is more than twice the amount of any 
other periodic payment will be considered a balloon payment for pur- 
poses of Section 18206 of the Financial Code. 

(b) Any consumer loan or obligation made or acquired which is se- 
cured by a motor vehicle and is repayable in other than equal periodic 
payments shall have no more than one balloon payment during the term 
of the loan or obligation. The amount of the balloon payment shall not 
exceed the amount of the projected residual value of the motor vehicle 
at the time the loan or obligation is made for the corresponding loan or 
obligation repayment term as prescribed in the most recent issue of any 
residual value guide approved by rule of the Commissioner. The Kelley 
Blue Book Residual Value Guide is an approved residual value guide for 
the purposes of Financial Code Section 18206 and this rule. 

NOTE: Authority cited: Sections 18272 and 18347, Financial Code. Reference: 

Sections 18206 and 18358, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 162 to new sec- 
tion 40.607 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 40.608. Closing Statement and Escrow Instructions. 

On any loan secured by real property in which loan proceeds were dis- 
bursed to an independent escrow holder, an industrial loan company shall 
retain a copy of the escrow instructions and the closing statement issued 
by the escrow holder. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8029, 

Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 65 to new sec- 
tion 40.608 and adding new Note filed 8-19-97 pursuant to secfion 100, title 
1, California Code of Regulations (Register 97, No. 34). 
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§ 40.609. Charges: Limited to Amounts Disbursed. 

(a) Except as otherwise provided in Subdivisions (b), (c) and (d) of this 
section, an industrial loan company may collect and receive charges only 
on that portion of the unpaid principal balance actually disbursed to the 
borrower or on the borrower' s behalf, and only from the date of such dis- 
bursement. 

(b) Charges on the account of any statutory fees to be paid to a public 
officer may be collected and received from the date of the loan, provided 
such fees are actually paid within a reasonable time after the loan is made. 

(c) Charges on the amount of premium for insurance written in con- 
nection with a loan may be collected and received only from the effective 
date of the insurance. However, in thecaseof an extension of such insur- 
ance at the time of the refinance of a loan, extending coverage to the new 
maturity of such refinance, charges upon the premium may be collected 
and received from the date of such refinance. 

(d) Charges on a loan secured by real property may be collected and 
received only from the date of closing of the escrow, when the loan pro- 
ceeds are disbursed by the escrow holder. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18190 and 1821 1-18212.2, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1166 to new section 40.609 and adding new Note filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§40.610. Notary Fees. 

An industrial loan company may not charge or collect from a borrower 
any consideration for notary services unless such consideration is actual- 
ly paid to and retained by the notary public who rendered such services. 
An industrial loan company may not directly or indirectly receive, partic- 
ipate in or benefit from the consideration paid for said notary services. 
NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8215, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 67 to new sec- 
tion 40.610 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.611. Forms: Limitation on Distribution. 

An industrial loan company shall not distribute to persons who are not 
prospective borrowers forms or documents which are used in connection 
with the making of loans and which are intended for distribution or exhi- 
bition by said persons to prospective borrowers. This provision shall not 
apply to: 

1) a form used solely in the procurement of preliminary credit informa- 
tion and not signed or to be signed by the prospective borrower; or 

2) premium finance agreements. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8347, 

Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 68 to new sec- 
tion 40.61 1 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.61 2. Requirements for Loans Made or Obligations 
Acquired Pursuant to Sections 18210, 18265, 
18266, and 18273 of the Financial Code. 

(a) The following kinds or classes of personal property or collateral are 
hereby declared eligible as security for loans or obligations: 

(1) Motor vehicles; 

(2) Mobile homes; 

(3) Motor homes; 

(4) Campers; 

(5) Camper trailers; 

(6) Personal property, used for carrying on a business other than that 
property held for sale; 

(7) Farm equipment; 

(8) Investment Thrift Certificates of the industrial loan company; 



(9) Livestock; 

(10) Aircraft; 

(11) Boats; 

(12) Musical instruments; 

(13) Insurance policies; 

(14) Traded securities; 

(15) Notes secured by deeds of trust on real property which real prop- 
erty is reasonably insured against loss; 

(16) Equipment and automobile leases; and 

(17) Other personal property or collateral determined by the Commis- 
sioner upon written request to be similar in nature to any of the above. 
This written request shall be submitted at least 5 business days before 
making a loan or purchasing an obligation secured by personal property 
or collateral. 

(b) A loan or obligation secured only by item (8) in subsection (a) shall 
be 100 percent secured at all times during the life of the loan. 

(c) The kinds or classes of personal property or collateral listed in sub- 
section (a) of this section, except items (8), (13), (14) and (15) thereof, 
shall be reasonably insured against loss and the industrial loan company 
shall be named as loss payee in connection therewith. 

(d) Real property is eligible as security for loans or obligations. Real 
property shall be reasonably insured against loss and the industrial loan 
company shall be named as loss payee in connection therewith. 

(e) Subject to the provisions of Financial Code Section 18210, the ag- 
gregate of the principal balances of loans and obligations which will not 
mature within 60 months and 15 days shall not exceed 70 percent of the 
aggregate of the principal balances due on all loans and obligations ow- 
ing to the industrial loan company. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18210, 18265, 18266 and 18273, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 69 to new sec- 
tion 40.612 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.613. Security Requirement for Loans Made Pursuant 
to Section 18208, Financial Code. 

A loan secured by traded securities made pursuant to Section 18208 
of the Financial Code shall during its entire term be secured by such secu- 
rities having a market value of not less than the amount owing on the loan. 
If at any time during the term of the loan the value of such securities be- 
comes less than the amount owing on the loan, additional traded securi- 
ties must be obtained in an amount sufficient to bring the market value 
of all of the securities up to an amount not less than the amount owing on 
the loan. If such additional traded securities are not obtained within three 
(3) business days from the date that the market value of such securities 
became less than the amount owing on the loan, then a valuation reserve 
shall be established for the deficiency. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8208, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former section 1 170 to new sec- 
tion 40.613 filed 8-19-97 pursuant to secfion 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.614. Definition of Term "Traded Securities" in Section 
18208, Financial Code. 

The term "traded securities" as used in Section 18208 of the Financial 
Code and in this Subchapter means a security which is either listed or ad- 
mitted to trading on a national securities exchange or which has a sub- 
stantial and active market and is subject to two-way quotations (i.e., both 
bid and asked prices) regulariy published by one or more broker-dealers 
in the National Daily Quotation Service. 

The term "traded securities" does not include stock which is subject 
to any restrictions on sale or transfer. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18208, 
Financial Code. 



• 
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History 

1. Change without regulatory effect renumbering and amending former section 
1171 to new section 40.614 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§40.615. CoJlection Expenses. 

Collection expenses under Section 18218(b) of the Financial Code 
may be charged only when a bona fide attempt to liquidate the entire loan 
balance is made. Collection expenses shall not be charged to a borrower 
for the collection of past due payments or installments nor shall the col- 
lection charge be made more than once on the unpaid principal balance 
of the loan. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 
18218(b), Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 72 to new sec- 
tion 40.615 filed 8^19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97. No. 34). 

§ 40.616. Single Payment Loans Made Pursuant to Section 
18207, Financial Code. 
An industrial loan company shall not make a consumer or other type 
of loan which is repayable by a single payment at maturity unless the fol- 
lowing conditions are met: 

(a) A determination must be made that the borrower has a specific rea- 
son and need for a single payment loan rather than a loan repayable in 
accordance with the terms provided by Section 18205 of the Financial 
Code. 

(b) The loan application and credit investigation must demonstrate 
that the borrower intends and will be able to pay the loan at maturity. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8207, 

Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 74 to new sec- 
tion 40.616 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.617. Refinance of Single Payment Loans. 

Except for loans secured by 100 percent of the industrial loan compa- 
ny 's investment certificates, if a loan repayable by a single payment is not 
fully paid at maturity, it may be refinanced or extended for a new term 
not to exceed the original term of such loan, provided that at the time of 
refinance or extension the charges due are collected. If such a loan is not 
fully paid at the new or extended maturity date, it may not be refinanced 
unless the following conditions are met: 

(a) A new application shall be taken and an appropriate credit investi- 
gation made. A determination shall be made that the borrower will be 
able to adhere to the terms of the new loan; 

(b) The new loan shall comply with the term limitations and other pro- 
visions of Section 18205 of the Financial Code; 

(c) If the new loan is a consumer loan, it shall be repayable by equal 
or substantially equal periodic payments during its term. If the new loan 
is other than a consumer loan, a determination must be made that the bor- 
rower will be able to pay any final installment amounting to more than 
twice the amount of any other scheduled installment. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8207, 

Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 75 to new sec- 
tion 40.617 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.61 8. Loan Secured by Assignment of Obligation 

Secured by Real Property. 

The market value of the collateral obligation of such loan must be at 

least 115% of the principal amount owing on the loan. The market value 

of the underlying real property may be considered in determining the 

market value of the collateral obligation. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18207, 
Financial Code. 



History 
1 . Change without regulatory effect renumbering former section 1 1 76 to new sec- 
tion 4"0.618 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.619. Reconveyance Fees. 

(a) A reconveyance fee shall not be charged in connection with the re- 
finance of a loan secured by real property if the same real property will 
secure the new loan. 

(b) A reconveyance fee charged by an industrial loan company, its par- 
ent, or any of its affiliates is a charge as defined in Secfion 18007 of the 
Financial Code. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8007, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1 178 to new sec- 
tion 40.619 filed 8^-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



Article 7. Leases 

§ 40.700. Requirements for Lease Obligations. 

(a) The following kinds or classes of property are hereby declared eli- 
gible for the purchasing, discounUng or originaUon of leases: 

(1) Motor vehicles, except mobile homes, motor homes, campers and 
camper trailers; 

(2) Personal property used for carrying on a business, other than prop- 
erty held for sale; 

(3) Farm equipment; and 

(4) Other property approved by the Commissioner. 

(b) The kinds or classes of personal property or collateral listed in sub- 
secfion (a) shall be insured against loss and the industrial loan company 
shall be named as insured in connection therewith. 

(c) The aggregate balances due on lease obligafions which will not ma- 
ture within 60 months and 15 days shall be included in the percentage 
hmitation set forth in Secfion 40.612(d) of this Chapter. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18310, 
Financial Code. 

History 
1 . Change without regulatory effect adding new article 7 (sections 40.700-40.703) 
and renumbering and amending former section 1 1 79 to new section 40.700 filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 40.701 . Application for Authorization. 

An industrial loan company requesting the Commissioner's consent 
to engage in the business of leasing as authorized by Secfion 18310 of the 
Financial Code shall submit the following informafion: 

(a) A detailed statement of the company's proposed plan of leasing set- 
dng forth both the specific leasing business in which the company pro- 
poses to engage at the outset and its proposed future leasing program. 
Said statement should include, but is not fimited to, the following infor- 
mation: 

(1) Type of equipment subject to lease. 

(2) Lease agreements. 

(3) Procedure for perfecting liens. 

(4) Terms and maturifies. 

(5) Advance payment/down payments. 

(6) Concluding opfions. 

(7) Credit requirements. 

(8) Approval authority. 

(9) Collection policy. 

(10) Form and amount of collateral and/or pubfic liability insurance. 

(11) Method for determinafion of capitalization costs and residual val- 
ue. 

(12) Method for disposal of returned equipment. 

(13) Method for early terminafion of lease. 

(14) Method by which income, depreciation, and tax credits will be 
treated on the company's books. 
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(15) Any other pertinent factors. 

(b) A schedule showing the estimated number, type and amount of 
leases to be made in each of the first 12 months of operation. 

(c) A budget showing the estimated income and expense for the first 
12 months of operating said leasing business. 

(d) Name of the person(s) who will be operating the leasing business 
with a statement as to his or her leasing business experience and other 
qualifications. 

(e) A statement from legal counsel that the proposed plan of business 
has been reviewed and that it complies with all applicable federal and 
California statutes. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 1831 1, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former section 1179.1 to new 

section 40.701 filed 8-19-97 pursuant to section 100, title 1, California Code 

of Regulations (Register 97, No. 34). 

§ 40.702. Maximum Terms and Final Payment for Motor 
Vehicle Leases. 

Each company shall annually submit, in duplicate, to the Commission- 
er for nondisapproval, a schedule of: 

(a) The maximum term of a motor vehicle lease by make, model, year 
and cost; and 

(b) The residual balance percentages it plans to use with an explana- 
tion of how they were developed, how they will be employed, and how 
frequently they will be revised. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8314, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1 179.2 to new 
section 40.702 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.703. Limitation on Outstanding Lease Obligations. 

(a) Unless, in the opinion of the Commissioner, a greater percentage 
is justified by an appropriate showing in the company's first year projec- 
tions, an industrial loan company during its first 12 months of operating 
a leasing business shall not originate or purchase direct lease obligations 
in an amount exceeding in aggregate 1 0% of the company ' s net outstand- 
ing loan and obligations, including direct lease obligations. 

(b) After 12 months of operating a direct leasing business, an industrial 
loan company may file a request for authority to increase the aggregate 
amount of its outstanding direct lease obligations which in no event shall 
exceed 20% of the company's net outstanding loans and obligations, in- 
cluding direct lease obligations. 

(c) A request submitted pursuant to subsection (b) shall be supported 
by the following: 

( 1 ) A statement including, but is not to be limited to, information relat- 
ing to the type of property leased; net income realized from direct leasing 
operations; a budget showing the estimated income and expense from the 
direct leasing operations for the next year; and whether it proposes to 
lease the same type of property presently leased or whether it plans to 
lease other types of property. 

(2) A schedule showing the number and aggregate amount of direct 
lease obligations held by the company. The schedule shall show the num- 
ber and amounts by types of property. 

(3) A schedule of delinquent direct leases by types of property and 
number of months deUnquent. 

(4) A schedule showing the number and total amount of direct lease 
obligations which were charged off by the company. The schedule shall 
show the type of property leased; original cost of property leased; book 
value of equipment at the time of repossession; and any gain or loss as 
a result of the sale of said equipment. 

(5) Any other pertinent factors. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Section 18316, 
Financial Code. 



History 

1 . Change without regulatory effect renumbering former section 1 1 79.3 to new 
section 40.703 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 



Article 8. Insurance 

§ 40.800. Insurance Premiums: Charge Before Effective 
Date. 

No insurance premium shall be charged to or collected from a borrow- 
er prior to the effective date of such insurance. However, in the event of 
refinancing of a loan, existing insurance may be extended to the maturity 
date of the new loan and the additional premium may be charged to or 
collected from the borrower at the time the loan is refinanced. The cost 
of the insurance to replace the unexpired insurance shall not exceed the 
original premium cost of such unexpired insurance. The cost of the insur- 
ance for the additional term may be computed at rates currently in effect. 
NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

History 
1 . Change without regulatory effect adding new article 8 (sections 40.800-40.81 5) 
and renumbering former section 1 186 to new section 40.800 and adding new 
Note filed 8-19-97 pursuant to section 100, fitle 1 . California Code of Regula- 
fions (Register 97, No. 34). 

§40.801. Insurance. 

An industrial loan company shall not sell any type of insurance in con- 
nection with a loan not specifically permitted to be sold by these rules un- 
less and until the Commissioner has notified the company in writing that 
the sale of the insurance is pennitted. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former secfion 1 187 to new sec- 
tion 40.801 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.802. Insurance Which May Be Required and Sold. 

(a) The following types of insurance may be required and sold by in- 
dustrial loan companies: 

(1) Material damage insurance on motor vehicles (including motor- 
cycles, mobile homes and other vehicles licensed by the Department of 
Motor Vehicles), boats and aircraft may be required and sold subject to 
the following requirements: 

(A) The amount of the annual premium shall not exceed one-third of 
the principal amount of the loan exclusive of any insurance premium or 
one-third of the reasonable value of the collateral insured; 

(B) The insurance shall contain a deductible clause of $50 or more; 

(C) The principal amount of the loan or loan balance, exclusive of any 
insurance premiums, shall be $500 or more; and 

(D) The reasonable value of the collateral insured shall be $500 or 
more. 

(2) Fire insurance on household goods, business equipment, and other 
types of tangible personal property may be required and sold subject to 
the following requirements: 

(A) The principal amount of the loan or loan balance, exclusive of any 
insurance premiums, shall be $500 or more; and 

(B) The reasonable value of the collateral insured shall be $500 or 
more. 

(3) Fire insurance and other types of coverage which protect against 
damage to real property securing a loan. 

(4) Title insurance for loans primarily secured by real property as pro- 
vided in Section 18006 of the Financial Code. The cost of title insurance 
shall not be charged or collected in connection with loans which are not 
primarily secured by real property. 

(5) Any type of insurance coverage required by the Federal Deposit 
Insurance Corporation. 

(b) This section shall not prohibit an industrial loan company from re- 
quiring that collateral to be used as security for a loan be reasonably in- 



Page 122 



Register 97, No. 34; 8-22-97 



TitDe 10 



Commissioner of Financial Institutions 



§ 40.807 



• 



sured against the indicated losses and that the industrial loan company be 
named as loss payee to the extent of its security interest. 

(c) The Commissioner may disapprove the sale of any type or policy 
of insurance which in the Commissioner' s opinion does note provide ad- 
equate coverage or is not good business practice. Any type of insurance 
or policy of insurance so disapproved may not be offered or sold by any 
industrial loan company. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18294 and 18358, Financial Code. 

History 

J . Change without regulatory effect renumbering former section 1 1 88 to new sec- 
tion 40.802 filed 8-19-97 pursuant to section 100, title I, California Code of 
Regulations (Register 97, No. 34). 

§ 40.803. Insurance Which May Not Be Required, but May 
Be Sold. 

(a) The following types of insurance may not be required, but may be 
sold at the borrower's request: 

(1 ) The types of insurance described in Subdivisions (a) and (b) of sec- 
tion 40.802 of this Chapter, notwithstanding the limitations and require- 
ments contained therein. 

(2) Property damage, public liability, uninsured motorist, towing and 
labor, medical payments, and other types of insurance on motor vehicles 
(including motorcycles, mobile homes and other vehicles licensed by the 
Department of Motor Vehicles), boats, and aircraft. 

(3) Theft, flood damage, and other types of insurance on household 
goods, business equipment, and other types of tangible personal proper- 
ty- 

(4) Homeowner liability insurance. 

(b) The sale of any insurance under subsection (a) of this section shall 
be supported by a statement signed by at least one borrower to the effect 
that the insurance was purchased at the request of the borrower and was 
not a prerequisite to obtaining the loan. 

(c) A loss payable interest shall not be taken in connection with the sale 
of any insurance under subsection (a). 

(d) Tlie Commissioner may disapprove the sale of an y type of policy 
of insurance which in the Commissioner's opinion does not provide ade- 
quate coverage or is not good business practice. Any type of insurance 
or policy of insurance so disapproved may not be offered or sold by any 
industrial loan company. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18294, 

Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1189 to new section 40.803 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.804. Coverage of Insurance: Limitation. 

(a) Subject to the provisions of Subsection (b), fire insurance on house- 
hold goods, if the resulting coverage would exceed the lesser of the prin- 
cipal amount of the loan or the balance of the loan at the time the insur- 
ance is sold, rounded to the next $500, shall not be required, but may be 
sold if supported by a statement signed by at least one borrower to the ef- 
fect that the insurance was purchased at the request of said borrower and 
was not a prerequisite to obtaining the loan. 

(b) Insurance on any property securing a loan shall not be required or 
sold if the resulting coverage would exceed the reasonable value of said 
property as established by a bona fide written appraisal, a statement of 
replacement value signed by the borrower, a recent sales invoice, or other 
evidence acceptable to the Commissioner. 

(c) A statement of replacement value of household goods signed by a 
borrower as provided in subsection (b) shall contain the following state- 
ment in type not smaller than 8-point bold face type: "COLLATERAL 
RRE INSURANCE COVERAGE ON HOUSEHOLD GOODS MAY 
NOT BE REQUIRED IN EXCESS OF THE LESSER OF THE PRINCI- 
PAL AMOUNT OF THE LOAN OR THE BALANCE OF THE LOAN 
AT THE TIME THE INSURANCE IS SOLD, ROUNDED TO THE 
NEXT $500." 



NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294. 

Financial Code. 

History 

I . Change without regulatory effect renumbering former section 1 190 to new sec- 
tion 40.804 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.805. Term of Insurance: Limitation. 

(a) The sale of insurance on motor vehicles (including motorcycles, 
mobile homes, and other vehicles licensed by the Department of Motor 
Vehicles), boats and aircraft for periods of more than one year, orfor peri- 
ods of less than one year unless the premium is a pro rata portion of the 
annual premium, will ordinarily be considered unreasonable. 

(b) Insurance on real property, household goods, business equipment. 

and other types of tangible personal property shall not be required or sold 

if the term would exceed either the period for which such insurance is 

customarily sold or the term of the loan. For the purposes of this sub.sec- 

tion, a loan term involving a fractional part of a year may be considered 

as extending through a full year. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18294, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former section 1 190.1 to new 
section 40.805 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.806. Prohibition Against Duplicate Insurance. 

(a) An industrial loan company shall neither sell nor require the pur- 
chase of insurance on any property securing a loan if existing insurance 
is reasonably sufficient to protect the industrial loan company and the 
borrower. 

(b) An industrial loan company shall take reasonable precautions to 
prevent the sale of insurance which would result in duplicate coverage. 

(c) Each loan file shall contain a document evidencing the steps taken 
to prevent duplicate insurance coverage. Said document shall include: 

(1) The loan number; 

(2) The name of the borrower; 

(3) The security for the loan; 

(4) A statement whether or not insurance, including homeowner insur- 
ance, is in effect, and if so, 

(A) The amount of coverage; 

(B) The effective date of coverage; 

(C) The term of coverage; and 

(D) The name of agent. 

(5) A notice that the borrower may purchase insurance from any li- 
censed insurance agent and is not required to purchase insurance from the 
lender; and 

(6) The signature of the officer or employee closing the loan and the 
signature of the borrower. 

(d) Before an industrial loan company may require or sell fire insur- 
ance on real property, it shall first obtain documentary proof from all 
lenders holding prior encumbrances that reasonably sufficient insurance 
is not in effect. The documents so obtained shall be maintained in the bor- 
rower's loan file with the document required by subsection (c). 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former section 1 190.2 to new 
section 40.806 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.807. Vendors Single Interest Insurance and 

Participating Deductible Coverage Insurance. 

(a) The premiums for vendors single interest insurance shall not be 
charged to borrowers. 

(b) The sale of any participating deductible coverage insurance shall 
be considered unreasonable unless, in addition to complying with the 
other applicable provisions of these rules, the following terms and condi- 
tions are satisfied: 
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(l)(A) The borrower voluntarily requests participating deductible 
coverage insurance in lieu of standard dual coverage insurance after hav- 
ing been given an opportunity to purchase standard dual coverage insur- 
ance from an insurance agent of the industrial loan company, or 

(B) The industrial loan company provides written notice to the bor- 
rower stating that the industrial loan company intends to procure partici- 
pating deductible coverage insurance if standard dual coverage insur- 
ance is not obtained and presented to it prior to the expiration of 15 days 
after the proper mailing or hand delivery of the notice, and that the cost 
of the insurance will be added to the borrower's account and may bear 
interest if not paid immediately. 

(2) If the borrower obtains standard dual coverage insurance, the in- 
dustrial loan company cancels the participating deductible coverage in- 
surance and retains as a charge not more than the amount of the premium 
earned as of the effective date of the standard dual coverage insurance or 
the policy fee of up to $15, whichever is greater. 

(3) If the borrower pays off an obligation prior to maturity, the indus- 
trial loan company refunds the premium which is unearned at the date the 
obligation is paid off, unless otherwise notified by the borrower. 
NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

History 

i. Change without regulatory effect renumbering former section 1190.3 to new 
section 40.807 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.808. Sales of Insurance. 

Nothing in these regulations shall be construed to authorize the sale of 
insurance by any person other than one who holds a valid license from 
the Insurance Commissioner authorizing such person to act in such ca- 
pacity. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1190.5 to new 
section 40.808 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.809. Requirements and Limitations on Additional 

Required Insurance When Existing Insurance 
Expires Before Maturity of Loan. 

(a) When required insurance expires prior to the maturity date of a 
loan, an industrial loan company may require additional insurance in a 
reasonable amount and for a reasonable period, considering the circum- 
stances of the loan. 

(b) The premium on the additional insurance shall not be charged to 
or collected from the borrower prior to the expiration of the existing re- 
quired insurance except as provided in Section 40.800. 

(c) Additional required insurance shall be effective immediately upon 
the premium being charged to or collected from the borrower except as 
provided in Section 40.800. 

(d) If an industrial loan company elects to place required insurance or 
act under any authorization taken from a borrower to write or procure ad- 
ditional insurance, upon the expiration of existing insurance, it shall be 
the duty of the industrial loan company to notify the borrower, at least 
fifteen days prior to the expiration date of the existing insurance, that it 
intends to write additional insurance as authorized. If an industrial loan 
company does not notify the borrower, and the borrower procured addi- 
tional insurance prior to, and to be effective upon, the expiration of the 
existing insurance, any insurance procured by the industrial loan compa- 
ny pursuant to this authorization shall, on notice from the borrower, be 
canceled at no cost to the borrower. 

(e) If an industrial loan company elects to act under any authorization 
taken from a borrower to write or procure additional insurance in the 
event of cancellation of existing insurance, it shall be the duty of the in- 
dustrial loan company to notify the borrower, within five days after re- 
ceipt by the industrial loan company of notice of cancellation, that it in- 



tends to write the additional insurance as authorized. If an industrial loan 
company does not notify the borrower, and the borrower procured addi- 
tional insurance prior to, and to be effective upon, the cancellation of the 
existing insurance, any insurance procured pursuant to the authorization 
shall , on notice from the borrower, be canceled at no cost to the borrower. 
(0 Any notice by the industrial loan company that it intends to place 
required insurance or sell additional insurance shall state the type of in- 
surance to be sold, the effective date, the amount of the premium, any 
change in the terms of the loan, and any additional precomputed charges. 
NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

History 

I. Change without regulatory effect renumbering and amending former section 
] 191 to new section 40.809 filed 8-19-97 pursuant to section loO, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.810. Prohibition Against Requirement of Particular 
Agent or Broker. 

An industrial loan company which requires or solicits insurance in 
connection with a loan shall comply with Article 5.5 of Chapter 1 of Part 
2 of Division 1 of the Insurance Code. 
NOTE: Authority cited: Section 18347, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 92 to new sec- 
tion 40.810 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.81 1 . Refund of Policy Fees Charged with Household 
Fire Insurance Policies. 

When household fire insurance has been sold by an industrial loan 
company and it is subsequently canceled, the policy fee. if any, must be 
considered part of the premium when any cancellation refund is coin- 
puted. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18294, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 93 to new sec- 
tion 40.81 1 and adding new Note filed 8-19-97 pursuant to section 100, fitle 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.812. Requirement of Cancellation of Existing 
Insurance Prohibited. 

An industrial loan company shall not, as a condition precedent to the 
making of a loan, require a borrower to cancel any existing insurance. 
The borrower shall have sole discretion as to whether existing insurance 
shall be maintained or canceled. 
NOTE; Authority cited: Secfion 18347, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 94 to new sec- 
tion 40.812 and adding new Note filed 8-19-97 pursuant to section 100, fitle 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.813. Adjustment of Insurance Claims: Limitations. 

Neither an industrial loan company, a company affiliated with such in- 
dustrial loan company, nor officers, directors or employees of such in- 
dustrial loan company or affiliate, shall act as adjuster of, or in any man- 
ner exercise control or supervision over the adjustment of any insurance 
claim relating to property securing a loan made by such industrial loan 
company in any case where there is a direct or indirect financial benefit 
to such industrial loan company, affiliated company, or the officers, di- 
rectors, or employees of such industrial loan company or affiliate, as a 
result of such insurance claim. This prohibition shall not extend, howev- 
er, to the duly constituted claims or adjustment department or division of 
a licensed insurance carrier, nor shall it apply where the loss is adjusted 
by a staff adjuster of the carrier or an independent individual adjuster or 
attorney at law. 
NOTE: Authority cited: Section 18347, Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 1 95 to new sec- 
tion 40.813 and adding new Note filed 8-19-97 pursuant to secfion 100, title 
1, California Code of Regulafions (Register 97, No. 34). 
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§ 40.814. Requirement of Notice to Borrower in Event of 
[Increase of an Insurance Premium. 
If an insurance premium is increased subsequent to the sale of the in- 
surance in connection with a loan, the industrial loan company shall 
notify the borrower in writing of the increase. The notice to the borrower 
shall state the reason for the increase, the amount of the additional pre- 
mium, any change in terms and the amount of any additional charges. If 
the increase is not due to any fault of the borrower, the notice shall give 
the borrower the option of providing insurance and state that, if the option 
is exercised, the borrower will receive a pro rata refund of the premium 
for the insurance previously placed. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18290 and 18294, Financial Code. 

History 
1 . Change without regulatory effect renumbering former section 1 197 to new sec- 
tion 40.814 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.815. Reasonable Cause: Right to Approve or 
Disapprove of the issuer Selected to 
Underwriter Insurance. 

(a) Any person engaged in the business of financing the purchase of 
real or personal property or of lending money on the security of real or 
personal property and the trustee, director, officer, agent or other em- 
ployee or affiliate of any such person shall have the right to approve or 
disapprove, for reasonable cause, the insurer selected to underwrite any 
insurance required by the contract of sale or deed of trust or other loan 
agreement. This regulation includes insurance covering damage to or de- 
struction of real or personal property and it includes title insurance. 

(b) Reasonable cause is defined as the failure of the insurer to: 

(1) Be licensed by the State of California to transact the line of insur- 
ance afforded. 

(2) Provide the insurance in conformity with all requirements of the 
California Insurance Code and the Regulations issued thereunder. 

(3) Afford the customary coverage required by the lender for the class 
of property involved including the loss payable endorsement required by 
the lender. 

(4) Provide, at the option of the lender, coverage equal to the lesser of 
the market value or the replacement value of the property or the agreed 
value when the property insured is real property, or the actual cash value 
of the property when the property is personal property. 

(5) Provide coverage with a deductible not exceeding $100 or 1% of 
the amount of insurance, whichever is greater. If the custom of the insur- 
ance business is to afford a higher deductible in conjunction with the cov- 
erage provided (including the deductibles used in conjunction with earth- 
quake insurance), the insurer may provide such higher deductible. 

(6) Deliver evidence of insurance to the lender which includes those 
provisions of the contract which have a bearing on the coverage afforded 
the property securing the loan. 

Notwithstanding any other provisions of these regulations, the Cali- 
fornia FAIR Plan Association shall not be rejected as an insurer. 
NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

History 
1 . Change without regulatory effect renumbering former section 1 198 to new sec- 
tion 40.815 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



"Sign or initial 
your election 



Loan No. 



cie 9o Credit Insurance 



§ 40.900. LimitatDon on SoBiciting Sale of Credit Insurance. 

(a) An industrial loan company shall not offer or sell credit insurance 
in any manner which restricts a borrower's ability to voluntarily select 
or reject credit life or credit disability insurance or both. 

(b) An industrial loan company shall use a written form (which may 
be separate from or incorporated in the loan documents), which shall be 
signed or initialed by each of the insured borrowers. The form must be 
substantially as follows: 



I want credit life insurance. 

I do not want credit life insurance. 

I want credit disability insurance. 

I do not want credit disability insurance." 
NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8290, 
Financial Code. 

History 

1 . Change without regulatory effect adding new article 9 (sections 40.900-40.906) 
and renumbering former section 1201 to new section 40.900 filed 8-1 9-97 pur- 
suant to section 100, title 1, California Code of Regulations (Register 97, No. 

34). 

§ 40.901. Limitation on Sale of Credit Disability Insurance. 

(a) An industrial loan company shall not sell credit disability insur- 
ance, as prohibited by current regulations of the Department of Insur- 
ance, to a borrower who is a member of the Armed Forces of the United 
States. 

(b) An industrial loan company shall not sell credit disability insurance 
to any other borrower as prohibited by current regulations of the Depart- 
ment of Insurance. 

Note: Authority cited: Section 1 8347, Financial Code. Reference: Section 18290, 

Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 202 to new sec- 
tion 40.901 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, Sfo. 34). 

§ 40.902. Limitations on Refinance of Loans Covered by 
Credit Insurance. 

(a) During any period when a borrower is disabled, and the disability 
is, or will become upon completion of the waiting period provided for in 
the pohcy, compensable under an existing policy of credit disability in- 
surance, there may be no renewal or refinancing of the borrower's exist- 
ing loan. 

(b) If, with respect to any program for the sale of credit disability insur- 
ance, either (1) the policy excludes from coverage those disabilities aris- 
ing out of injuries or illnesses existing on or before the effective date of 
insurance; or (2) the policies offered in connection with the renewal of 
refinancing of loans contain any terms or conditions which are different 
(other than as to the amount and term of coverage occasioned by the re- 
newal or refinancing) from the terms or conditions of the policy relating 
to the loan being renewed or refinanced; then, prior to any renewal or refi- 
nancing of the borrower's existing loan, a written notice shall be given 
to the borrower by the industrial loan company, advising the borrower as 
to either or both of the following, whichever may be applicable: 

(1 ) That if the borrower' s loan is renewed or refinanced, the borrower 
will not be entitled to benefits for any disability resulting from any acci- 
dent or illness which occurred subsequent to the date of the borrower's 
existing loan but prior to the date of the renewal or refinancing, even 
though credit disability insurance may again be provided for in connec- 
tion with the renewal or refinancing. 

(2) If the loan is renewed or refinanced, and a new policy of credit dis- 
ability insurance is provided, the borrower's right to recover will be lim- 
ited to the coverage provided by the new policy, which is different from 
that under which the borrower had been previously insured. The notice 
shall explain the substance of the differences. 

(c) When a loan is insured by a policy of credit life insurance, the loan 
may not be renewed or refinanced without credit life insurance of sub- 
stantially the same coverage being offered to the borrower in connection 
with the renewal or refinancing, unless, prior thereto, a written nofice, is 
given to the borrower by the industrial loan company. The notice shall 
inform the borrower that in the event of renewal or refinancing the bor- 
rower's right to credit life insurance will terminate and the borrower will 
no longer be enfitled to the credit life insurance benefits which had been 
in effect with respect to the borrower's existing loan. 
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NOTE: Authority cited: Section 1 8347, Financial Code. Reference Sections 1 8290 

and 18358, Financial Code. 

History 

I . Change without regulatory eflect renumbering former section 1 203 to new sec- 
tion 40.902 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.903. Rebates of Unearned Credit Insurance 
Premiums. 

(a) When a loan is fully prepaid, an industrial loan company shall re- 
bate any unearned credit insurance premium to the borrower. If a loan be- 
comes fully prepaid on or before 1 5 days after the loan was made, the en- 
tire credit insurance premiuin must be rebated to the borrower. 

(b) When a loan is paid by credit life insurance, any unearned credit 
disability insurance premium must be promptly refunded to the borrow- 
er's heirs or estate and the refund must be computed as of the date of the 
borrower's death. 

NOTE: Authority cited: Section 1 8327, Financial Code. Reference: Section 18290, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 204 to new sec- 
tion 40.903 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.904. Limitation on Sale of Credit Insurance: Refinance 
of Conditional Sale Contract. 

An industrial loan company shall not sell credit insurance with a loan 
that is made in whole or in part to refinance a conditional sale contract 
held by such industrial loan company when such contract is covered by 
credit insurance, unless the loan file contains evidence of the borrower's 
request for rebate of any unearned credit insurance premium applicable 
to such contract. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18290, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 205 to new sec- 
tion 40.904 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.905. Required Record for Credit Life Insurance 
Claims. 

An industrial loan company shall maintain a register of claims filed. 

Such register should identify each loan, show the date of the borrower's 

death and the date each claim was filed. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Section 1 8029, 

Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1206 to new sec- 
tion 40.905 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.906. Credit Disability Insurance: General Limitations. 

(a) An industrial loan company is not required to make credit disability 
insurance available. If offered, however, credit disability insurance must 
be offered on a voluntary basis, without conditions as to the acceptance 
of other benefits for which the borrower will be charged. The purchase 
of credit life insurance may not be a condition precedent to obtaining 
credit disability insurance, nor may the purchase of credit disability in- 
surance be made a condition to obtaining credit life insurance. No sales 
techniques may be employed which are designed, or which may be rea- 
sonably expected, to restrict the ability of the borrower to select or reject 
either or both forms of insurance coverage. 

(b) Section 18293 of the Financial Code requires that the borrower be 
given "an understandably written statement . . . detailing the conditions 
when the borrower will be entitled to make a claim under the insurance 
policy and the procedure to be followed in making such claim." The state- 
ment will be approved when the content will make a borrower generally 
aware of the coverage and understandable describes the steps to be fol- 
lowed by the borrower in filing a claim under the policy. The statement 
should not include a detailed descripfion of the policy coverage, but shall 



set forth the basic conditions under which coverage becomes applicable 
(including, particularly, the extent of the elimination period). The state- 
ment may contain language indicating that it is not a full statement of the 
policy terms, and referring the borrower to the certificate of insurance for 
details. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18290, 18291, 18292 and 18293, Financial Code. 

History 
1 . Change without regulatory effect renumbering former section 1 207 to new sec- 
tion 40.906 filed 8"-19-97 pursuant to section 100, title I, California Code of 
Regulations (Register 97, No. 34). 



Article 10. Appraisals 



§ 40.1000. Obligation or Loan Considered Unsecured 
Unless Collateral Appraised or Value 
Determined. 

A loan made or obligation purchased shall be considered unsecured 
within the meaning of Section 18271 of the Financial Code and Secfions 
40.401 and 40.613 of this Chapter unless the collateral given as security 
is supported by an adequate written appraisal or the market value thereof 
is adequately established in the loan file. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Secfion 18271, 
Financial Code. 

History 

1. Change without regulatory effect adding new article 10 (sections 
40.1000-40.1005) and renumbering and amending former section 1210 to new 
section 40.1000 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.1 001 . Standard Publication May Be Used to Ascertain 
Market Value. 

Except for obligations secured by real property, an obligation may be 
considered to be secured by the Commissioner if the market value of the 
collateral can be ascertained by reference to a standard publication in 
general use by the trade. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8266, 
Financial Code. 

History 
1 . Change without regulatory effect renumbering and amending former secfion 

121 1 to new secfion 40.1001 filed 8-19-97 pursuant to secfion 100, fitle 1, Cali- 
fornia Code of Regulafions (Register 97, No. 34). 

§40.1002. Reappraisal. 

The Commissioner may in his discretion require a reappraisal of any 

property given as collateral security for a loan or covered by a contract 

purchased. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8266, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering and amending former section 

1212 to new section 40.1002 and adding new Note filed 8-19-97 pursuant to 
secfion 100, fitle 1, California Code of Regulafions (Register 97, No. 34). 

§ 40.1003. Personal Property Appraisals Pursuant to 
Section 18266 of the Financial Code. 

Appraisals of personal property pursuant to Section 18266 of the Fi- 
nancial Code shall be in accordance with a written appraisal policy ap- 
proved by the board of directors of the industrial loan company. 

At a minimum, the written appraisal policy shall require that: 

(a) The appraisal be in wrifing, be signed by the appraiser, identify the 
loan or obligation involved, describe the property and whether or not in- 
spection of the property shows it to be in good marketable condition, de- 
scribe the procedures involved in making the appraisal, state the fair mar- 
ket value of the property and the basis for determining it, and be 
maintained in the file. 

(b) If the loan or obligation involved has an outstanding principal bal- 
ance of $25,000 or more, the appraisal shall be made by an independent 
appraiser. If the loan or obligation involved has an outstanding principal 
balance of less than $25,000, the appraiser may be a company employee 
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if qualified, but the appraiser shall not be interested either directly or indi- 
rectly in any way as a recipient of the loan. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8266, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 2 1 3 to new sec- 
tion 40.1003 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.1004. Appraosa! of Real Property. 

An industrial loan company shall obtain an appraisal of real property 

offered as security for a loan in accordance with a written appraisal policy 

approved by the board of directors. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18216 and 18266, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1213.1 to new 
section 40.1004 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§40.1005. Cost of AppraDsals. 

Where an appraisal fee is charged under Section 18216 of the Finan- 
cial Code, the actual cost of an appraisal of real property shall be sup- 
ported by a worksheet which shows the hours spent in connection with 
the appraisal, the hourly rates of the appraisers and other employees and 
any other direct costs. A composite hourly rate for appraisers or other em- 
ployees may be used with the written consent of the Commissioner. 
Overhead expenses shall not be included in actual costs. 
NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 821 6, 
Financial Code. 

History 
1. Change without regulatory effect renumbering and amending former section 
1 2 1 4 to new section 40. 1 005 filed 8-19-97 pursuant to section 1 00, title 1 , Cali- 
fornia Code of Regulations (Register 97, No. 34). 



. Repossessooo and Sale of 
Personal Property 



• 



§ 40.1 1 00. Register of Repossessions Required. 

An industrial loan company shall maintain a register of all reposses- 
sions of personal property including property voluntarily surrendered by 
a borrower. The register shall show at least the date of repossession, loan 
number, name of borrower, description of the property and the date of 
sale or disposition of the property. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18029, 
Financial Code. 

History 
1. Change without regulatory effect adding new article 11 (sections 

40.1 100-40.1 105), renumbering former section 1221 to new section 40.1 100, 

and adding new Note filed 8-19-97 pursuant to section 100, title 1, California 

Code of Regulations (Register 97, No. 34). 

§ 40.1 1 01 . Evidence of Fair Market VaSue. 

An industrial loan company shall maintain evidence that the fair mar- 
ket value of the property was obtained and credited to the account of the 
borrower. The evidence shall be: 

(a) A report or other record which described the condition of the collat- 
eral at the time of repossession; and 

(b) Any of the following: 

(1) Three or more signed bids from persons not associated directly or 
indirectly with the industrial loan company which show the name and ad- 
dress of each bidder, the date of bid and an adequate description of the 
property; or 

(2) A copy of a statement of sale from the auction house which shows 
the gross sales price, sales commissions and any other costs of sale; or 

(3) Some other form acceptable to the Commissioner establishing val- 
ue. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18029, 
Financial Code. 



History 

1 . Change without regulatory effect renumbering former section 1 223 to new sec- 
tion 40.1101 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.1 1 02. Expenses and Costs of Repossession or Sale: 
Expenses and Costs of Repairs. 

No expenses or costs of repossession or sale of property securing a 
loan shall be charged to or collected from a borrower, either directly or 
indirectly, that exceed the limitation contained in Section 18218 of the 
Financial Code. No expenses or costs of repairs to such property shall be 
charged to or collected from a borrower, either directly or indirectly, ex- 
cept upon a written authorization from the borrower specifically autho- 
rizing such repairs and signed by the borrower after the repossession and 
prior to the making of the repairs. Nothing in this section shall be deemed 
to apply to a lien on property securing a loan which existed prior to the 
date of repossession of such property and which resulted from soine act 
of the borrower occurring prior to the date of such repossession. Nothing 
in this section shall be deemed to permit any charge other than charges 
permitted by law. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 1 82 1 8, 

Financial Code. 

History 

1. Change without regulatory effect renumbering former section 1224 to new sec- 
tion 40.1 102 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.1 1 03. Sales to Certain Persons Prohibited. 

An industrial loan company shall not sell property securing a loan to 
any employee, officer, or director of such industrial loan company or af- 
filiate of such industrial loan company, or to a relative of any of them. 
However, if an industrial loan company purchases such property it may 
be subsequently sold to a director, officer, or employee of the industrial 
loan company as provided in Section 1 8448 of the Financial Code. For 
purposes of Section 18448 evidence of current market value shall be 
maintained as required by Section 40.1101 of this Chapter.. 
Note: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8448, 
Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 

1225 to new section 40. 1 103 filed 8-19-97 pursuant to section 100, title 1 , Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.1 1 04. Credit or Refund Upon Resale After 
Repossession. 

If an industrial loan company, any affiliate of the industrial loan com- 
pany, any company in which it has some interest, or any company in 
which any person connected with the industrial loan company has some 
interest, purchases any property securing a loan at any sale after reposses- 
sion, the industrial loan company shall: 

(a) At the time of purchase, credit or refund to the borrower an amount 
at least equal to the fair market value of the property as determined under 
Section 40.1101. 

(b) Upon a resale of the property, credit or refund to the borrower the 
gross amount for which the property is resold less the amount of credit 
or refund made under subsection (a) of this rule, and any expenses of re- 
pairing or reconditioning the property made after its purchase and any ex- 
penses of resale, provided that these expenses shall not exceed the actual 
outlay therefor. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18029 and 18266, Financial Code. 

History 
1. Change without regulatory effect renumbering and amending former section 

1 226 to new section 40. 1 1 04 filed 8-19-97 pursuant to section 1 00, title 1 , Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.1105. Records: Maintenance Required. 

(a) An industrial loan company shall maintain complete records of the 
repossession and sale or resale of any property securing a loan and shall 
include at least the following: 

(1) A copy of the Department of Motor Vehicles affidavit of reposses- 
sion if required. 
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(2) A copy of the security agreement if the original has been released. 

(3) Evidence that the notice of sale required hy Section 9504(3) of the 
Commercial Code was sent by registered or certified mail. If the notice 
was served personally an affidavit to that effect shall be on file. 

(4) A copy of a bill of sale for collateral other than a vehicle for which 
an affidavit of repossession was prepared. The bill of sale shall include 
the purchaser's name, address and gross sales price. 

(5) Invoices and receipts for payment of liens, expenses of repairs and 
expenses of resale provided by Sections 40.1102 and 40.1104 of this 
Chapter. 

(6) Evidence that the borrower was notified that existing insurance 
may be canceled by the borrower. 

(b) These records shall be maintained for a period of not less than two 
(2) years after the sale. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8029, 

Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1 227 to new section 40. 1 1 05 filed 8-1 9-97 pursuant to section 1 00, title 1 , Cali- 
fornia Code of Regulations (Register 97, No. 34). 



Article 12. Advertising 

§ 40.1200. Advertising: Submission for Examination. 

By order of the Commissioner, advertising of investment certificates 
shall be submitted by the time specified in the order, to the Commissioner 
in duplicate over the signature of an officer or employee of the industrial 
loan company whose name has been submitted to the Commissioner with 
representations that said person is authorized by the industrial loan com- 
pany to submit advertising and is familiar with the requirements of Finan- 
cial Code Section 18062 and regulations regarding advertising. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8062, 
Financial Code. 

History 

1. Change without regulatory effect adding new article 12 (sections 
40.1200-40.1203) and renumbering former section 1230 to new section 
40. 1200 filed 8-19-97 pursuant to section 1 00, title 1 , California Code of Regu- 
lations (Register 97, No. 34). 

§ 40.1 201 . Maintenance of Advertising Copy. 

(a) An industrial loan company shall maintain a file of all advertising 
copy for a period of at least ninety (90) days after the last date of its use. 

(b) All advertising copy shall have noted thereon the name or names 
of all advertising media used and the dates when such advertising ap- 
peared. 

(c) In the case of radio or television advertising, unless the full text of 
such announcements is maintained for the aforesaid prescribed time by 
the broadcasting station or stations and is there available to the Commis- 
sioner, an industrial loan company shall cause a voice transcription of the 
full text of such announcements to be prepared and retained for said nine- 
ty (90) day period. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Sections 
18029 and 18063, Financial Code. 

History 

1 . Change without regulatory effect renumbering and amending former section 
1232 to new section 40.1201 and adding new Note filed 8-19-97 pursuant to 
section 100, title 1, Cahfornia Code of Regulations (Register 97, No. 34). 

§ 40.1202. Credit Instruments: Limitations. 

An industrial loan company shall not issue instruments purporting to 
be a firm offer to lend or a commitment to extend credit to a borrower or 
a prospective borrower unless all of the following conditions are met: 

(a) The company issues said instrument to an individual specifically 
named therein; 

(b) The company expressly covenants with said borrower or prospec- 
tive borrower to consummate a loan or loans up to a definitely stated or 
determinable maximum amount at a rate not to exceed the current appli- 
cable rate of charge upon presentation of the credit instrument without 
any credit investigation or consideration of the value of the security; 



(c) The credit instruinent is dated accurately as of the date of issue and 
contains a termination date effective not more than twelve months from 
the date of issuance by the company; 

(d) The credit instrument is not a facsimile of a bond or insurance 
policy, or check, draft or other form of commercial paper; 

(e) The credit instrument clearly shows that a loan, including the re- 
payment thereof together with charges, is involved; 

(f) The credit instrument specifies the location at which the loan will 
be made; and 

(g) The credit instrument contains only positive statements, not quali- 
fied in any way. 

NOTE: Authority cited: Section 1 8.347, Financial Code. Reference: Section 1 8055, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 236 to new sec- 
tion 40.1202 filed 8-19-97 pursuant to section 100. title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.1 203. Financial Statements. 

Any financial information contained in or attached to any advertising 
shall be based on the most recent audited financial statement filed with 
the Commissioner under Section 18405 of the Financial Code. Any con- 
densed financial statement so used shall comply with Section 40. 1301 of 
this Chapter. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18055, 

Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1241 to new section 40.1203 filed 8-19-97 pursuant to section 100, title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 



Article 13. Reports 

§ 40.1300. Preparation of Independent Audit Report. 

An industrial loan company shall furnish an independent audit report 
pursuant to the following: 

(a) Each industrial loan company shall annually, on or before the fif- 
teenth day of March, file with the Commissioner a two part report: One, 
containing statistical information, to be prepared by the company on 
Form ILL 424, Instructions for Completion of Report of Statistical Infor- 
mation of Industrial Loan Companies (dated 1/88); the other, as de- 
scribed in subsection (d), prepared by an independent certified public ac- 
countant or an independent public accountant. 

(b) Three copies of the report must be filed with the Commissioner at 
the office of the Department of Financial Institutions. 

(c) For the purpose of determining whether an accountant is indepen- 
dent, as required by Financial Code Section 18405, the rules and regula- 
tions of the California State Board of Accountancy with respect to inde- 
pendence shall be applicable. The accountant shall include in the report 
an affirmative statement that he/she is independent and has no financial 
interest in the industrial loan company either directly or indirectly. 

(d) The second part of the annual report shall contain: 

(1) Audited financial statements which include a comparative balance 
sheet of the company as of the last day of the calendar year and of the pre- 
ceding year, and comparative statements of income; stockholder's equity 
and changes in financial position for each such calendar y ear. These fi- 
nancial statements shall be prepared on an accrual basis accompanied by 
an accountant's report, including an opinion meeting the standards of the 
California Board of Accountancy (Rule 58.1 of the Board of Accountan- 
cy). 

(2) An analysis of the allowance for loan losses, showing the balance 
at the beginning of the year, additions to the allowance less accounts 
charged to the allowance, and the balance at the end of the year. 

(3) The accountant shall submit under separate cover, along with the 
audit report, a copy of the letter to management describing internal con- 
trol and making recommendations for improving operating procedures. 
The company shall submit a copy of its letter, if any, in response to the 
management letter of the accountant. The accountant shall examine doc- 
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umentation on loans and include in the management letter appropriate 
comments on the condition of the loan files examined if any weaknesses 
exist (e.g., application, notes, security interest, insurance, appraisals). 
NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18029, 1840.5, 18409, 18410 and 18411, Financial Code. 

HtSTORY 
1. Change without regulatory effect adding new article 13 (sections 
40.1300^0.1304) and renumbering and amending former section 1247 to new 
section 40.1 300 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.1 301 . Reports to Officers and Directors. 

Each industrial loan company shall maintain a system of internal con- 
trols which shall include the preparation and delivery to each principal 
officer and member of the board of directors of the company at least 
monthly a written report of the affairs of the company containing suffi- 
cient detail so that the responsible officer and director will be fully in- 
formed concerning the current position of the company and be able to dis- 
charge his responsibility on an informed basis. Copies of such reports 
shall be kept on file available for examination for at least two years. 
NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18029, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former section 1251 to new sec- 
tion 40.1 301 and adding new Note filed 8-19-97 pursuant to section 100, title 
1, California Code of Regulations (Register 97, No. 34). 

§ 40.1302. Gondensed Stateroent of Financial Condition. 

(a) Except as provided in subsection (e), the condensed statement of 
financial condition of an industrial loan company which is required to be 
distributed to certificate holders and posted pursuant to Section 18406 of 
the Financial Code shall be submitted to the Commissioner together with 
the annual audit report required by Section 18405(a) of the Financial 
Code. The condensed statement of financial condition (hereafter in this 
rule referred to as the "condensed statement") shall not be posted or dis- 
tributed without the written consent of the Commissioner. 

(b) The condensed statement shall be posted and distributed in accor- 
dance with Secfion 18406 of the Financial Code within 45 days after the 
written consent of the Commissioner has been obtained pursuant to sub- 
section (a). 

(c) The condensed statement to be posted shall (1) be printed or typed 
in bold face type not smaller than 10 point and (2) be captioned by a state- 
ment in bold face type not smaller than 24 point showing the name of the 
industrial loan company and the words "statement of financial condition 
as of (date)" or a caption of similar import. 

(d) The furnishing of the condensed statement to the purchaser of an 
installment investment certificate at the time a passbook account is 
opened and at the time of the initial purchase of a full-paid investment 
certificate is compliance with Subdivision (b) of Section 18406 of the Fi- 
nancial Code. 

(e) An industrial loan company may elect to prepare condensed state- 
ments on a quarterly or semi-annual basis by filing a written notice to that 
effect with the Commissioner, and upon such election being approved by 
the Commissioner. A company which elects to use quarterly or semi-an- 
nual condensed statements shall: 

(1) Represent to the Commissioner that such quarterly or semi-annual 
statements shall be prepared upon a basis consistent with the audited fi- 
nancial statement for the close of its most recently completed fiscal year; 

(2) Submit such condensed statements to the Commissioner prior to 
posting, distribution or other use, together with a copy of the company's 
balance sheet and profit and loss statement for the same period. Such 
quarteriy or semi-annual condensed statements shall not be used without 
the written consent of the Commissioner; 

(3) Continue to post, distribute and deliver in accordance with Section 
18406 of the Financial Code on a quarterly or semi-annual basis, in ac- 
cordance with its elecfion, unfil such time as the Commissioner revokes 
such authorizafion or permits the modificadon or rescinding of such elec- 
tion by the company, and; 



(4) Prepare, post, distribute and deliver such condensed quarterly or 
semi-annual statements in accordance with the requirements of Subdivi- 
sions (c), (d) and (f). 

(f) The condensed statement shall be prepared in the following form 
and contain the inforination specified (items not applicable may be 
omitted): 

(Name of Industrial Loan Company) 

Condensed Statement of Condition 
as of December 3 1 , 

ASSETS: 

Cash $ 

Investments at Cost (Current 

Market Value ($ ) 

Receivables $ 

Less: 

Reserve for Losses $ 

Unearned Charges and Discount 

Dealer Reserves and Withholds 

Company Property (net of depreciation) 

Real Property Held for Sale (net of 

depreciation and encumbrances) 

Other Tangible Assets 

Intangible Assets 

Total Assets $ 

LIABILITIES AND NET WORTH 

Investment Certificates $ 

Notes payable- Parent or Affiliate 

Notes Payable- Other 

Other Liabilities 

Total Liabilities 

Net Worth 

Total Liabilities and Net Worth $ 

NfET WORTH REPRESENTED BY: 

Capital Stock $ 

Paid-in Surplus 

Earned Surplus 

Net Worth $ 

IF YOU DESIRE MORE DETAILED INFORMATION A COPY OFTHE COM- 
PANY'S AUDITED FINANCIAL STATEMENTS AS OF DECEMBER 31, 

AND FOR THE PERIOD JANUARY 1, , TO DECEMBER 31, , 

IS AVAILABLE FOR YOUR INSPECTION IN ANY OF OUR COMPANY'S 
OFFICES DURING REGULAR BUSINESS HOURS. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18406, 
Finiincial Code. 

History 

1 . Change without regulatory effect renumbering and amending former section 
1252 to new section 40. 1302 filed 8-19-97 pursuant to section 100, title 1 , Cali- 
fornia Code of Regulations (Register 97, No. 34). 

§ 40.1303. Audited FinancoaO Statements for Public 
Inspections. 

The audited financial statements required to be furnished for public in- 
spection pursuant to Subdivision (c) of Section 18406 of the Financial 
Code shall include (a) the opinion of the independent accountant, (b) the 
balance sheet, profit and loss, and statement of source and application of 
funds and (c) all informative disclosures necessary to make the informa- 
tion contained in the opinion and financial statements not misleading. In- 
formation included in the annual audit report required pursuant to Sec- 
tion 18405(a) of the Financial Code which is not required by the 
foregoing may be omitted. 

NOTE: Authority cited: Secfion 1 8347, Financial Code. Reference: Section 1 8406, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former section 1252.1 to new 
section 40.1303 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.1304. Order Deleting or Supplementing Form of 
Financial Statement. 

Upon written petition or otherwise, the Commissioner may by specific 
order in a particular matter require additions to, or permit deletions from, 
the form of financial statement contained in Section 40.1302 of this 
Chapter or the financial statements required by Section 40. 1303 of this 
Chapter, if the addition or deletion is necessary to make the informafion 
contained in the forms not misleading. 
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NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8406, 

Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1 253 To new section 40. ] 304 filed 8- 1 9-97 pursuant to section 1 00, title 1 , Cali- 
fornia Code of Regulations (Register 97, No. 34). 



Article 14. Exceptions to Rules 

§ 40.1600. Exceptions to Rules: Loans of $10,000 or More. 

The following provisions of these mles shall not apply to any loan of 
a bona fide principal amount of ten thousand dollars ($10,000) or more 
or to an industrial loan company in connection with any such loan pro- 
vided the provisions of this section are not used for the purpose of evad- 
ing the law or this Chapter: Sections 40.101, 40.302, 40.600, 40.605 to 
40.609, inclusive, 40.61 1 , 40.800 to 40.812, inclusive, 40.814, 40.900 to 
40.906, inclusive, 40.1005, 40.1 100, 40.1101 and 40.1 103 to 40.1105, 
inclusive. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18191, 
Financial Code. 

History 
1. Change without regulatory effect adding new article 14 (sections 
40.1600-40.1601) and renumbering and amending former section 1280 to new 
section 40.1600 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 40.1601. Exceptions to Rules: Premium Finance 
Agencies. 

The following provisions of these ailes shall not apply to a premium 
finance agency or an industrial loan company in conducting business as 
set forth in Chapter 8 (commencing with Financial Code Section 18560) 
of the Industrial Loan Law, provided the provisions of this Section are 
not used for the purpose of evading the law or this Chapter: Sections 
40.600, 40.609, 40.611 and 40.612, inclusive. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18560 and 18594, Financial Code. 

History 

1. Change without regulatory effect renumbering and amending former section 
1282 to new section 40.1601 filed 8-19-97 pursuant to section 100,title 1, Cali- 
fornia Code of Regulations (Register 97, No. 34). 



Article 15. Premium Finance Agencies 

§ 40.1700. Down Payments — Record Keeping. 

A premium finance agency that maintains a time deposit, a certificate 
of deposit or a letter of credit pursuant to Section 18593 of the Financial 
Code shall establish and maintain currently the following records: 

(a) Cash receipts and disbursements journals or other records showing 
receipts and disbursements of down payment; 

(b) Down payment liability control account. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 

18029 and 18593, Financial Code. 

History 

1. Change without regulatory effect adding new article 15 (sections 
40.1700-40.1703) and renumbering former section 1285 to new section 
40.1 700 filed 8-19-97 pursuant to secfion 1 00, title 1, California Code of Regu- 
lations (Register 97, No. 34). 

§ 40.1 701 . Deposits or Letters of Credit Pursuant to 
Section 18593 of the Financial Code. 

A premium finance agency that does not hold downpayments in a sep- 
arate trust bank account shall maintain a time deposit, certificate of de- 
posit or a letter or letters of credit pursuant to Section 1 8593 of the Finan- 
cial Code. The amount of the deposits, certificates of deposits, or letters 
of credit shall be based upon the monthly average downpayment liability, 
unless the Commissioner for good cause, in writing, has found that a dif- 
ferent amount of coverage would be in the public interest. 
NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8593, 
Financial Code. 



History 

1 . Change without regulatory effect renumbering former section 1 286 to new sec- 
tion 40.1701 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§40.1702. Annual Report. 

A schedule of the downpayment liability as at the end of each month 
during the calendar year as reflected in the Downpayment Liability Con- 
trol Account must be submitted each year with the Annual Report re- 
quired by Section 18405 ofthe Financial Code unless the downpayments 
are held by the premium finance agency in a separate account. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18405, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former section 1 287 to new sec- 
tion 40.1702 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 40.1703. Premium Finance Agreement Copy or 

Documents Used to Comply with Financial 
Code: Form: Contents. 

In addition to the specific requirements of Sections 18605, 18606 and 
1 8607 of the Financial Code, the copy of the Premium Finance Agree- 
ment given to the borrower, or other documents used for this purpose or 
to signify acceptance of the borrower's application for a premium fi- 
nance loan, shall contain at least the following and may consist of more 
than one document: 

(a) The name and license number of the premium finance agency, ad- 
dress ofthe office where the loan was made, and the name ofthe person 
who closed the loan; 

(b) The name and address of the borrower; 

(c) The agreed rate of charge, shown as a percentage or percentages 
per month of the unpaid principal balance or portions thereof, and the 
amount of any minimum finance charge with a statement of the condi- 
tions under which it shall be applicable; 

(d) A statement that the borrower may prepay the full amount due at 
any time and receive a rebate of a portion of the finance charge in the 
manner provided by Section 18637 of the Financial Code, and a state- 
ment disclosing the basis for computing said rebate and any default 
charge pursuant to Secfion 18631 of said Code; 

(e) A statement in not less than 12-point bold face capital letters: 

FOR INFORMATION CONTACT THE 

DEPARTMENT OF FINANCIAL 

INSTITUTIONS, 

STATE OF CALIFORNIA 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Secfions 

18605, 18606, 18607, 18631 and 18637, Financial Code. 

History 

1 . Change without regulatory effect renumbering and amending former section 
1288 to new secfion 40. 1703 filed 8-1 9-97 pursuant to section 100, title 1 , Cali- 
fornia Code of Regulations (Register 97, No. 34). 



Subchapter 50. Business and industrial 
Deveiopment Corporations 



Article 1. General Provisions 



Subarticle 1 . Citation and Construction 

§50.1. Scope. 

(a) This Subchapter contains regulations relating to business and in- 
dustrial development corporafions. 

(b) This Article contains general provisions relating to this Subchapt- 
er. The succeeding articles of this Subchapter contain regulafions relating 
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to various subjects regarding business and industrial development corpo- 
rations. 

(c) This Subarticle contains regulations relating to the citation and 
construction of this Subchapter. Subarticle 2 (commencing with Section 
50.100) of this Article contains definitions for this Subchapter. 
NOTE: Authority cited tor Subchapter 50 (Sections 50.1-50.15309, not consecu- 
tive): Section 31101, Financial Code. Reference: Division 15, Financial Code. 

HtSTORY 
1 . New Subchapter 50 (Sections 50.1-50. 1 5309, not consecutive) filed 1 2-29-78; 

designated effective 3-1-79 (Register 79, No. 2). 

2. Editorial correction of NOTE (Register 79, No. 17). 



§ 50.2. 

(a) This Subchapter shall be known and may be cited as the "Business 
and Industrial Development Corporations Regulations" or as the "Bidco 
Regulations." 

(b) The first unit of the number of each section in this Subchapter is 
"50." However, in citing a section of this Subchapter, a person may omit 
the first unit of the number of such section if it is clear that such person 
is referring to a section of this Subchapter. 

§ 50.3. Unsafe and Unsound Acts. 

(a) Any act which is designated in this Subchapter as an "unsafe and 
unsound act" is an act which, in the usual or typical circumstances en- 
countered, constitutes an unsafe and unsound act within the meaning of 
the Business and Industrial Development Corporations Law. However, 
it is impossible to foresee or to provide for all of the varying circum- 
stances which may arise in a particular case. Also, the acts designated in 
this Subchapter as "unsafe and unsound acts" are not intended to consti- 
tute a complete compilation of all the acts which constitute unsafe or un- 
sound acts within the meaning of the Business and Industrial Develop- 
ment Corporations Law. Therefore, the Commissioner may, if and when 
warranted in any particular case, upon application or on his own initia- 
tive, decide that in such case an act which is designated in this Subchapter 
as an "unsafe and unsound act" does not constitute an unsafe or unsound 
act within the meaning of the Business and Industrial Development Cor- 
porations Law. Also, the Commissioner may decide that an act which is 
not designated in this Subchapter as an "unsafe and unsound act" consti- 
tutes an unsafe or unsound act within the meaning of the Corporations 
Law. 

(b) Subject to the qualifications set forth in Subdivision (a) of this Sec- 
tion, whenever a licensee commits any act which is designated in this 
Subchapter as an "unsafe and unsound act," such licensee shall be 
deemed: 

(1) To be transacting and conducting its business in an unsafe and un- 
sound manner within the meaning of the Business and Industrial Devel- 
opment Corporations Law; and 

(2) If and to the extent that such act affects the condition of the licens- 
ee, to be in an unsafe and unsound condition within the meaning of the 
Business and Industrial Development Corporations Law. 

NOTE: Authority cited: Section 3 11 01, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.4. References to Corporatoons. 

Except as otherwise expressly provided in this Subchapter, the refer- 
ences in this Subchapter to corporations or to aspects of corporations ap- 
ply to all corporations, whether for profit or nonprofit. For the sake of 
convenience, references in this Subchapter to corporations and to aspects 
of corporations are set forth in terms appropriate to profit corporations. 
However, whenever any reference in this Subchapter to a corporation or 
to an aspect of a corporation is applicable to a nonprofit corporation, if 
the term of such reference is not appropriate to a nonprofit corporation, 
the term of the reference shall be construed to be the closest equivalent 
term of reference appropriate to a nonprofit corporation. For example, a 



reference in this Subchapter to the shareholders of a corporation shall, in 
the ca.se of a corporation which is a nonprofit corporation, be construed 
to be a reference to the members of such nonprofit corporation. 

§ 50.5. References to Financial! Statements and 
Accounting Items. 

In this Subchapter, and the Business and Industrial Development Cor- 
porations Law, all references to financial statements and all references 
to assets, liabilities, earnings, retained earnings, shareholders' equity, 
and similar accounting items mean such financial statements and such 
accounting items prepared or determined in conformity with generally 
accepted accounting principles then applicable, fairly presenting in con- 
formity with generally accepted accounting principles the matters which 
they purport to present, subject to any specific accounting treatment re- 
quired by the Commissioner, this Subchapter, the Business and Industrial 
Development Corporafions Law, or any other applicable law. 
NOTE: Authority cited: Section 31101, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.6. Filing of Financial Statements. 

Whenever the Commissioner or this Subchapter requires that a finan- 
cial statement of a person be filed with the Commissioner but does not 
require that such financial statement be set forth on a form provided by 
the Commissioner, if the financial statement is available as cerUfied by 
an independent certified public accountant, the financial stateinent as so 
certified shall be filed with the Commissioner. 
NOTE: Authority cited: Section 31101, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.7. Responsibility for Filing Reports. 

Whenever any provision of this Subchapter requires that a licensee and 
another person (for example, a director, officer, employee, or affiliate of 
such licensee) file with the Commissioner a report regarding a matter, it 
will be sufficient if either (a) the licensee or (b) such other person files 
such report, so long as the report contains all the information required by 
such provision. In the case of such a provision, however, the licensee and 
the other person are each responsible for filing the report, and neither will 
be excused from such responsibility by the failure of the other to comply. 
NOTE: Authority cited: Section 31101, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.8. Notice: Service. 

Whenever the Commissioner or this Subchapter requires that a licens- 
ee serve a notice on a customer or creditor, such licensee may serve such 
notice either by delivering it to such customer or creditor or by deposifing 
it in the United States mail, addressed to the customer or creditor at his 
last address according to the records of the licensee, with registered, cer- 
tified, or first-class postage charges prepaid. However, if the document 
last mailed to the customer or creditor at such address was returned by 
the United States Postal Service marked to indicate that the United States 
Postal Service was unable to deliver such document to the customer or 
creditor at such address, the notice shall be deemed to have been given 
without the licensee's delivering or mailing it if it is available for the cus- 
tomer or creditor upon written request at an appropriate office of the li- 
censee for a reasonable period of time. 
NOTE: Authority cited: Section 31101, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 
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§ 50.9. Notice: Language. 

Whenever this Subchapter calls for a licensee to give a notice, the 
Commissioner may require that such hcensee give such notice not only 
in the English language but also in one or more other languages if the cir- 
cumstances of the persons to whom the notice is to be given make such 
requirement advisable. 

NOTE: Authority cited: Section 31 101, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new NOTi^ filed 
8-1 9-97 pursuant to section 100. title 1 . California Code of Regulations (Regis- 
ter 97, No. 34). 



Subarticle 2. Definitions 

§50.100. Scope. 

This Subarticle contains definitions for this Subchapter. Subject to ad- 
ditional definitions contained in this Subchapter which are applicable to 
specific provisions of this Subchapter and unless the context otherwise 
requires, the definitions in this Subarticle apply throughout this Sub- 
chapter. 

§ 50.101 . Definitions in Business and Industrial 
Development Corporations Law. 

Subject to additional definitions contained in this Subchapter which 
are applicable to specific provisions of this Subchapter and unless the 
context otherwise requires, the definitions in Article 3 (commencing 
with Section 31030), Chapter 1 of the Business and Industrial Develop- 
ment Corporations Law apply throughout this Subchapter. 

§ 50.102. " Percent Equity Security Owner." 

" percent equity security owner," when used with respect to a cor- 
poration or other organization, means any person who owns, directly or 
indirectly, of record or beneficially, the specified percentage or more of 
any class of the equity securities of such corporation or other organiza- 
tion. 

§ 50.103. " Percent (Including Associates) Equity 

Security Owner." 

" percent (including associates) equity security owner," when 

used with respect to a corporation or other organization, means any per- 
son who owns, directly or indirectly, of record or beneficially, equity se- 
curities of such corporation or other organization which, when combined 
with the equity securities of the corporation or other organization owned, 
directly or indirectly, of record or beneficially, by all associates of such 
person, constitute the specified percentage or more of any class of the eq- 
uity securities of the corporation or other organization. 

§50.104. Adviser. 

"Adviser" means an attorney at law, a certified public accountant, an 
economist, or a person who provides management or technical advice to 
business firms. 

§50.105. Associate. 

"Associate," when used to indicate a relationship with a specified per- 
son who is related with a licensee or an applicant for a license, means: 

(a) Any corporation or other organization (other than the licensee or 
the applicant for a license or a subsidiary of the licensee or of the appli- 
cant for a license) of which the specified person is an officer or partner 
or is, directly or indirectly, the beneficial owner of 10% or more of any 
class of the equity securities. 

(b) Any trust or other estate in which the specified person has a sub- 
stantial beneficial interest or as to which the specified person serves as 
a trustee or in a similar fiduciary capacity. 

(c) Any relative or spouse of the specified person, or any relative of 
such spouse, who has the same home as the specified person or who is 
a director or officer of the licensee, of the applicant for a license, or of any 
parent or subsidiary of the licensee or of the applicant for a license. 



§50.106. Beneficial. 

"Beneficial," when used with respect to ownership of securities by a 
specified person, includes, in addition to direct and indirect beneficial 
ownership by such specified person, direct and indirect beneficial owner- 
ship: 

(a) By the spouse (except where legally separated) and minor children 
(including stepchildren and adopted children) of the specified person; 
and 

(b) By any other relafive o the specified person who has the same home 
as the specified person. 

§ 50.1 07. Equity Security. 

"Equity security" means any stock or similar security, or any security 
convertible, with or without consideration, into such a security or carry- 
ing any warrant or right to purchase such a security, or any such warrant 
or right. 

§ 50.1 08. Executive Officer. 

"Executive officer," when used with respect to a specified person (oth- 
er than an individual), means any person who participates or who has au- 
thority to parficipate, otherwise than in the capacity of a director, in major 
policy-making functions of such specified person, regardless of whether 
or not he has an official title, whether or not his title contains a designa- 
tion of assistant, and whether or not he serves with salary or other com- 
pensation. Each of the following is rebuttably presumed to be an execu- 
five officer of a licensee unless he is excluded by the by-laws of such 
licensee or by resolution of the board of the licensee from participafing 
in major policy-making functions and does not actually parficipate there- 
in: the chairman of the board, the vice-chairman of the board, the chair- 
man of the execuUve committee, the president, any vice president (in- 
cluding any executive vice president, senior vice president, or regional 
vice president, but excluding any assistant vice president), the secretary, 
the chief financial officer, the treasurer, and the controller. 

§50.109. Parent 

"Parent," when used with respect to a specified person (other than an 
individual), means any person (other than an individual) which controls 
such specified person, directly or indirectly through one or more interme- 
diaries. 

§50.110. Records. 

"Records" includes books, accounts, and other records. 



Article 4. Issuance of License 



Subarticle 1. General Provisions 

§ 50.3000. Definition of "Applicant" and Scope. 

(a) In this Article, "applicant" means a California corporation which 
applies to the Commissioner for a license. 

(b) This Article contains regulations relating to the issuance of a li- 
cense pursuant to Chapter 3 (commencing with Section 31150) of the 
Business and Industrial Development Corporafions Law. This Subarticle 
contains general provisions relafing to the issuance of a license. Subar- 
ticle 2 (commencing with Section 50.3100) of this Article contains regu- 
lafions relating to an application for a license. Subarticle 3 (commencing 
with Secfion 50.3200) of this Arficle contains regulafions which set forth 
administrative standards and procedures relating to an application for a 
license. Subarticle 4 (commencing with Secfion 50.3300) of this Article 
contains regulafions relating to matters after an application for a license 
is approved by the Commissioner. 

NOTE: Authority cited: Section 31101, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 
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§ 50.3001. Other Definotsons. 
In this Article: 

(a) "Member," when used with respect to an applicant which is an old 
corporation, has the meaning set forth in Financial Code Section 
31950(a). 

(b) "Old corporation" has the meaning set forth in Financial Code Sec- 
tion 3] 950(b). 

(c) "Promoter," when used with respect to an applicant, means: 

(1) Any person who, alone or in conjunction with one or more other 
persons, directly or indirectly takes the initiative in founding and orga- 
nizing the applicant; or 

(2) Any person who, in connection with the founding and organizing 
of the applicant, directly or indirectly receives in consideration of ser- 
vices or property, or both, J 0% or more of any class of securities of the 
applicant or 10% or more of the proceeds from the sale of any class of 
such securities. However, any person who receives such securities or 
proceeds either solely as underwriting commissions or solely in consid- 
eration of property shall not be deemed to be a promoter if he does not 
otherwise take part in founding and organizing the applicant. 

§ 50.3002. Commencement of Business. 

For purposes of this Article, an applicant shall be deemed to com- 
mence business at the time when, the Commissioner having issued such 
applicant a license, the applicant opens for the purpose of transacting 
business as a business and industrial development corporation pursuant 
to the Business and Industrial Development Corporation Law. 
NOTE: Authority cited: Section 31 101, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant To section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



Subarticle 2o Application 

§50.3100. Scope. 

This Subarticle contains regulations relating to an application for a li- 
cense. 

§ 50.31 01 . Dncluded Application. 

(a) An application for a license which proposes that the applicant com- 
mence business with its office in temporary quarters and subsequently re- 
locate its office to permanent quarters shall, unless otherwise provided 
in such application, be deemed to include an application for approval un- 
der Financial Code Section 31320 for the applicant to relocate its office 
from such temporary quarters to such permanent quarters and shall be ac- 
companied by the fee prescribed in Financial Code Section 3 1 1 15(a)(4). 
Approval of such an application for a license shall, unless otherwise pro- 
vided in such approval, be deemed to include approval of such included 
application for approval for the applicant to relocate its office. 

(b) An application for a license by an applicant which holds control of 
a corporation of the type described in Subdivision (b), (c), or (d) of Finan- 
cial Code Section 31406 and which proposes to continue to hold control 
of such corporation after commencing business shall, unless otherwise 
provided in such application, be deemed to include an application for ap- 
proval under Subdivision (b), (c), or (d), as the case may be, of Section 
31406 for the applicant to hold control of the corporation. Approval of 
such an application for a license, shall, unless otherwise provided in such 
approval, be deemed to include approval of such included application for 
approval for the applicant to hold control of the corporation. 

(c) An application for a license which proposes that the applicant have 
any other person make or keep any of its records (except as provided in 
the blanket approvals set forth in Part 2 (commencing with Section 
50.14225), Subarticle 3, Article 13 of this Subchapter) shall, unless 
otherwise provided in such application, be deemed to include an applica- 
tion for approval under Financial Code Section 31508 for the applicant 
to have such other person make or keep such other records. Approval of 
such an application for a license shall, unless otherwise provided in such 



approval, be deemed to include approval of such included application for 
approval for the applicant to have the other person make or keep the re- 
cords. 

§50.3102. Facing Page. 

An application for a license shall have as its first page a facing page 
in the form of Department Form 1010 and shall contain the information 
called for therein. 

§ 50.3103. Additional Information. 

An application for a license shall contain, in addition to the informa- 
tion called for in the facing page, the information called for in Sections 
50.3104 to 50.3125, inclusive, of this Chapter. 

§ 50.3104. Information Regarding Market. 

Describe the market which the apphcant proposes to serve. Such de- 
scription shall include the following: 

(a) Describe the relevant characteristics of the economy of the market 
area, including business activity and unemployment. 

(c) Describe the business firms which are located in the market area 
and which the applicant proposes to serve, including: 

(1 ) Types of business conducted by the business firms. 

(2) Number of the business firms. 

(3) Prospects for growth of the business firms. 

(4) Prospects for establishment of addifional business firms. 

(d) State whether or not any survey has been made of the business 
firms which are located in the market area and which the applicant pro- 
poses to serve, to determine the extent to which such business firms are 
interested in obtaining financing assistance or management assistance 
from the applicant, and, if so, describe the results of such survey. (This 
Subdivision (d) shall not be construed to require that such a survey be 
made.) 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31 107, 
Financial Code. 

History 
1. Amendment of section and new Note filed 4— 14-98; operative 5-14-98 (Regis- 
ter 98, No. 16). 

§ 5.0.3105. Information Regarding Plan for Penetrating 
Market. 
Describe the applicant's plan for penetrating the market which it pro- 
poses to serve. Such description shall include the following: 

(a) Describe the services which the applicant proposes to offer to busi- 
ness firms, including: 

(1) Types of financing assistance proposed to be offered, detailing, 
with respect to each type of financing assistance, the terms of such fi- 
nancing assistance (including, in the case of loans, interest rates, other 
fees, and maturities) and the proportion of its funds which the applicant 
proposes to devote to such financing assistance. 

(2) Types of management assistance proposed to be offered, detailing, 
with respect to each type of management assistance, the scope of such 
management assistance and the fees proposed to be charged for such 
management assistance. 

(b) Describe the manner in which, and the extent to which, the appli- 
cant proposes to cooperate with, and participate in, governmental pro- 
grams for the purpose of providing financing assistance or management 
assistance to business firms, including programs administered by the 
Small Business Administration pursuant to Section 7(a) of the Small 
Business Act and Sections 501 and 502 of the Small Business Investment 
Act of 1958. 

(c) Describe the manner in which the applicant proposes to market its 
services to business firms. 

§ 50.3106. Information Regarding Board. 

(a) Provide a table showing, with respect to each director of the appli- 
cant: 

(1) Name. 

(2) Business address. 

(3) Home address. 
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(4) Age. 

(5) Business or occupation. 

(6) Amount and types of securities of the applicant which the director 
owns or proposes to own, directly or indirectly, of record or beneficially. 

(b) With respect to each director of the applicant, provide: 

(1) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the director. 

(2) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the filing of the application, and signed by the director. 

(3) Statement dated as of a date within 90 days before the filing of the 
application and signed by the director, stating: 

(A) Amount and types of securities of the applicant which the director 
owns, or proposes to own, directly or indirectly, of record or beneficially, 
and, if the purchase of any such securities was financed or is proposed 
to be financed, the amount financed or proposed to be financed, the per- 
son from whom the director obtained or proposes to obtain such financ- 
ing, and the source of funds with which the director proposes to repay the 
financing. 

(B) Business experience of the director, including, with respect to each 
position held, title, descripfion of dudes, name and address of employer, 
period of employment, and reason for leaving. 

(C) Ways in which the director proposes to serve the applicant, includ- 
ing generating business for, and otherwise promoting the well being of, 
the applicant, and qualifications of the director to carry out such propos- 
als. 

(D) Amount of time which the director proposes to devote to the affairs 
of the applicant during each of the first three years of business of the 
applicant. 

(c) State the amount of fees and describe any other compensation 
which the applicant proposes to pay to its directors during each of the first 
three years of business. 

(d) State whether or not any change is proposed to be made in the mem- 
bership of the board of the applicant before commencing business or dur- 
ing the first three years of business, and, if so, describe such change. 

§ 50.3107. Information Regarding Officers, Employees, 
and Advisers. 

(a) Provide a table showing, with respect to the chief executive officer 
and each other officer of the applicant: 

(1) Name. 

(2) Business address. 

(3) Home address. 

(4) Age. 

(5) Business or occupation. 

(6) Amount and types of securities of the applicant which the officer 
owns or proposes to own, directly or indirectly, of record or beneficially. 

(7) Title. 

(8) Duties. 

(9) Annual salary. 

(b) Provide a table showing, with respect to each proposed officer po- 
sition of the applicant which has not yet been filled: 

(1) Proposed title. 

(2) Proposed duties. 

(3) Proposed annual salary. 

(c) With respect to each officer of the applicant listed in the table called 
for in Subdivision (a) of this Section, provide: 

(1) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the officer. 

(2) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the filing of the application, and signed by the officer. 

(3) Statement dated as of a date within 90 days before the filing of the 
application and signed by the officer, stating: 



(A) Amount and types of securities of the applicant which the officer 
owns or proposes to own, directly or indirectly, of record or beneficially, 
and, if the purchase of any such securities was financed or is proposed 
to be financed, the amount financed or proposed to be financed, the per- 
son from whom the officer obtained or proposes to obtain such financing, 
and the source of funds with which the officer proposes to repay the fi- 
nancing. 

(B) Business experience of the officer, including, with respect to each 
position held, title, descripfion of dufies. name and address of employer, 
period of employment, and reason for leaving. 

(C) Whether or not the officer has ever been discharged or requested 
to resign from any position, and, if so, an account of the circumstances. 

(d) State the amount of salary and describe any other compensation 
which the applicant proposes to pay to each officer and to all employees 
as a group, during each of the first three years of business. 

(e) State the total number of officers and employees proposed to be 
employed by the applicant upon commencement of business and at the 
end of each of the first three years of business. 

(f) State whether or not any change is proposed to be made with respect 
to the execufive officers of the applicant during the first three years of 
business, and, if so, describe such change. 

(g) State whether or not the applicant proposes to retain any adviser, 
and, if so, provide, with respect to each such adviser: 

(1) Name. 

(2) Name of firm of which the adviser is a member or by which the ad- 
viser is employed. 

(3) Business address. 

(4) Descripfion of services which the adviser is to render to the appli- 
cant. 

(5) Summary of the adviser's professional qualificaUons relafing to 
the services referred to in Paragraph (4) of this Subdivision (g). 

§ 50.3108. Information Regarding Office. 

(a) Show that the office of the applicant is reasonably accessible to the 
public. 

(b) In case the applicant proposes to commence business with its office 
in temporary quarters and subsequently relocate its office to permanent 
quarters: 

(1) State the address or vicinity of the permanent quarters. 

(2) State the fime when the applicant proposes to relocate its office 
from the temporary quarters to the permanent quarters. 

(3) Provide the information called for in Subdivisions (a) of this Sec- 
fion both with respect to the temporary quarters and with respect to the 
permanent quarters. 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31 107, 
Financial Code. 

History 
I. Repealer of subsections (a) and (c), subsection reiettering, and new Note filed 
4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 50.3109. Information Regarding Proposed Operations. 

State whether or not the applicant proposes to have any other person 
make or keep any of its records (except as provided in the blanket approv- 
als set forth in Part 2 (commencing with Secfion 50.14225), Subarticle 
3, Article 1 3 of this Subchapter). If so, provide the information called for 
in Secfion 50.14251 of this Chapter. 

§ 50.31 1 0. Information Regarding Plan for Obtaining 
Funds. 

(a) Describe the applicant's plan for obtaining funds for use in operat- 
ing its business and, in particular, for use in providing financing assis- 
tance to business firms. Such plans shall include the following: 

(1) Describe the means by which the applicant proposes to obtain 
funds (for example, by selling securiues issued by it, by borrowing, or by 
selling loans or other assets owned by it). 

(2) Idenfify the sources from which the applicant proposes to obtain 
funds through each of the means referred to in Paragraph (1) of this Sub- 
division (a). 
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(3) State the amount of funds which the applicant proposes to obtain 
through each of the means referred to in Paragraph ( J ) of this Subdivision 
(a) and from each of the sources referred to in Paragraph (2) of this Subdi- 
vision (a). 

(b) Show that the applicant will be able to carry out its plan for obtain- 
ing funds. 

§ 50.3111. Information Regarding Pro Forma Financial 
Statements. 

(a) Provide a pro forma balance sheet of the applicant as of the date of 
commencing business. 

(b) Provide a pro forma balance sheet of the applicant as of the end of, 
and a pro forma statement of income for, a pro forma statement of cash 
flows for, and a pro forma statement of shareholders' equity for, each 
month of the first six months of transacting business, each quarter of the 
next succeeding 18 months of transacting business, and each half of the 
third year of transacting business. 

(c) Explain the basis of the pro forma financial statements called for 
in this section. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 107, 
Financial Code. 

History 
1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Govemment Code section 1 1343.4(d) (Register 97, No. 15). 

§ 50.3112. Information Regarding History. 
Summarize the history of the applicant. 

§ 50.3113. Information Regarding Corporate IVlatters. 

(a) Provide a Certificate of Good Standing issued by the Secretary of 
State as of a date within 30 days before the filing of the application, certi- 
fying that the applicant is a corporation which is duly organized, subsist- 
ing, and in good standing under the laws of the State of California. 

(b) Provide a copy of the articles of the apphcant and of each amend- 
ment thereto. Each such copy of the articles of the applicant and of any 
amendment thereto shall be certified by the Secretary of State. 

(c) Provide a copy of the by-laws of the applicant, as amended to the 
date of the filing of the application. Such copy of the by-laws of the appli- 
cant, as amended, shall be certified by the secretary or by an assistant sec- 
retary of the applicant. 

§ 50.311 4. Information Regarding Securities. 

With respect to each type of security of the applicant which is issued 
and outstanding or which is proposed to be issued: 

(a) Describe such type of security. 

(b) State the amount of the securities of such type which are issued and 
outstanding or which are proposed to be issued. 

§ 50.3115. Bnformafson Regarding Financial Statements 
and Reports. 
(a) Provide the following financial statements of the applicant: 

(1) Balance sheet as of a date within 30 days before the filing of the 
application. 

(2) If the balance sheet called for in Paragraph (1 ) of this Subdivision 
(a) is not as of the end of a fiscal year of the applicant, a balance sheet as 
of the end of the fiscal year of the apphcant next preceding the date of 
such balance sheet. 

(3) Statement of income, a statement of cash flows, and a statement of 
shareholders' equity for each of the three fiscal years of the applicant next 
preceding the date of the balance sheet called for in Paragraph (1 ) of this 
Subdivision (a) and, if such balance sheet is not as of the end of a fiscal 
year of the apphcant, a statement of income, a statement of cash flows, 
and a statement of shareholders' equity for the interim period from a 
statement of the balance sheet called for in Paragraph (2) of this Subdivi- 
sion (a) to the date of the balance sheet called for in Paragraph (1) of this 
Subdivision (a). 



(b) Provide a copy of each of the last three annual reports of the appli- 
cant to its shareholders and a copy of any interim report of the applicant 
to its shareholders issued since the last annual report. 

(c) In case the applicant is required to file reports pursuant to Section 
13 of the Securities Exchange Act of 1934 (15 U.S.C. Section 78m), pro- 
vide a copy of each of the last three such annual reports of the applicant 
and a copy of each quarterly or current report of the applicant filed since 
the last annual report. 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31 107, 
Financial Code. 

History 
1. Amendment of subsection (a)(3) and new NoTi: filed 4-7-97; operative 4-7-97 
pursuant to Govemment Code section 11 343.4(d) (Register 97, No. 15). 



§ 50.3116. Information Regarding Controlling Persons and 
Affiliates. 

(a) In this section, "subject person," when used with respect to the 
applicant, means: 

(1) Any individual who controls or is proposed to control the appli- 
cant; or (2) Any person (other than an individual) which controls or is 
proposed to control the applicant or which otherwise is or is proposed to 
be an affiliate of the applicant (including, in case such person consists of 
a group of persons acting in concert, each person who is a member of such 
group). 

(b) State whether or not there is any subject person of the applicant, 
and, if so, provide a table showing, with respect to each subject person 
of the applicant: 

(1) Name. 

(2) Type of person (that is, individual, corporation, partnership, etc.). 

(3) Relationship to the applicant. 

(c) With respect to each subject person named in the table called for 
in subdivision (b) of this section who is an individual and who is neither 
a director nor an officer of the applicant: 

(1) State: 

(A) Name. 

(B) Business address. 

(C) Home address. 

(D) Business or occupation. 

(E) Amount and types of securities of the applicant which the subject 
person owns, or proposes to own, directly or indirectly, of record or bene- 
ficially. 

(2) Provide a personal financial statement in the form of Department 
Form 2, containing the information called for therein, dated as of a date 
within 90 days before the filing of the application, and signed by the sub- 
ject person. 

(3) Provide a confidential resume in the form of Department Form 3, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the application, and signed by the subject person. 

(4) Provide a statement dated as of a date within 90 days before the fil- 
ing of the application and signed by the subject person, stating: 

(A) Amount and types of securities of the applicant which the subject 
person owns or proposes to own, directly or indirectly, of record or bene- 
ficially, and, if the purchase of any such securities was financed or is pro- 
posed to be financed, the amount financed or proposed to be financed, the 
person from whom the subject person obtained or proposes to obtain such 
financing, and the source of funds with which the subject person pro- 
poses to repay financing. 

(B) Business experience of the subject person, including, with respect 
to each posinon held, fitle, description of duties, name and address of em- 
ployer, period of employment, and reason for leaving. 

(d) With respect to each subject person named in the table called for 
in subdivision (b) of this section which is a corporation: 

(1) State: 

(A) Name. 

(B) Address of principal executive office. 

(C) Description of business. 
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(D) Amount and types of securities of tlie applicant which the subject 
person owns or proposes to own, directly or indirectly, of record or bene- 
ficially. 

(2) Provide a table showing, with respect to each director, executive 
officer, and person who owns, directly or indirectly, of record or benefi- 
cially, five percent equity security owner of the subject person: 

(A) Name. 

(B) Relationship to the subject person. 

(3) Provide the following financial statements of the subject person: 

(A) Balance sheet as of a date within 120 days before the filing of the 
application. 

(B) If the balance sheet called for in subparagraph (A) of this para- 
graph (3) is not as of the end of a fiscal year of the subject person, a bal- 
ance sheet as of the end of the fiscal year of the subject person next pre- 
ceding the date of such balance sheet. 

(C) Statement of income, statement of cash flows, and statement of 
shareholders' equity for each of the three fiscal years of the subject per- 
son next preceding the date of the balance sheet called for in subpara- 
graph (A) of this paragraph (3) and, if such balance sheet is not as of the 
end of a fiscal year of the subject person, a statement of income, a state- 
ment of cash flows, and a statement of shareholders" equity for the inter- 
im period from the date of the balance sheet called for in subparagraph 
(B) of this paragraph (3) to the date of the balance sheet called for in sub- 
paragraph (A) of this paragraph (3). 

(4) Provide a copy of each of the last three annual reports of the subject 
person to its shareholders and a copy of any interim report of the subject 
person to its shareholders issued since the last annual report. 

(5) In case the subject person is required to file reports pursuant to sec- 
tion 13 of the Securities Exchange Act of 1934 (15 U.S.C. section 78m), 
provide a copy of each of the last three such annual reports of the subject 
person and a copy of each quarterly or current report of the subject person 
filed since the last annual report. 

(6) Provide a statement dated as of a date within 90 days before the fil- 
ing of the application and signed by an officer of the subject person, stat- 
ing the amount and types of securities of the applicant which the subject 
person owns, or proposes to own, directly or indirectly, of record or bene- 
ficially, and, if the purchase of any such securities was financed oris pro- 
posed to be financed, the amount financed or proposed to be financed, the 
person from whom the subject person obtained or proposes to obtain such 
financing, and the source of funds with which the subject person pro- 
poses to repay the financing. 

(e) With respect to each subject person named in the table called for 
in subdivision (b) of this section which is neither an individual nor a cor- 
poration, provide information comparable to the information called for 
in subdivision (d) of this section. 

(f)(1) In the case of a subject person who controls or is proposed to 
control the applicant, describe the extent to which and the manner in 
which the subject person controls or proposes to control the applicant. 

(2) In all cases, state whether or not the subject person participates or 
proposes to participate in the management or operations of the applicant, 
and, if so, describe such participation. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31107, 
Financial Code. 

History 

1 . Change without regulatory effect amending subsections (b), (d)(2), (d)(2)(B) 
and (d)(2)(C) filed 7-2-91 pursuant to section 100, title 1, California Code of 
Regulations (Register 91, No. 40). 

2. Amendment of subsection (d)(3)(C) filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 



§ 50.3117. Information Regarding Promoters. 

In case the applicant was incorporated within three years before the fil- 
ing of the application, state whether or not there is any promoter of the 
applicant who is neither a director, officer, controlling person, nor pro- 
posed controlling person of the applicant, and, if so, with respect to each 
such promoter: 



(a) In case the promoter is an individual, state: 

(1) Name. 

(2) Business address. 

(3) Home address. 

(4) Business or occupation. 

(5) Amount and type of securities of the applicant which the promoter 
owns or proposes to own, directly or indirectly, of record or beneficially. 

(6) Whether or not the promoter participates or proposes to participate 
in the management or operation of the applicant, and, if so, a description 
of such participation. 

(b) In case the promoter is any type of person other than an individual, 
state: 

(1) Name. 

(2) Type of person (that is, corporation, partnership, etc.). 

(3) Address of principal office. 

(4) Description of business. 

(5) Amount and types of securities of the applicant which the promoter 
owns or proposes to own, directly or indirectly, of record or beneficially. 

(6) Whether or not the promoter participates or proposes to participate 
in the management or operation of the applicant, and, if so, a description 
of such participation. 

§ 50.3118. Information Regarding Five Percent Equity 
Security Owners. 

State whether or not the applicant has or is proposed to have any five 
percent (including associates) equity security owners, and, if so, provide, 
with respect to each such person: 

(a) Name. 

(b) Business address. 

(c) Title of any position which the person holds with the applicant. 

(d) Amount and types of equity securities of the applicant owned, di- 
rectly or indirectly, of record or beneficially, by the person or his associ- 
ates. 

§ 50.31 1 9. Information Regarding Members. 

In case the applicant is an old corporation, state whether or not the 
applicant has any members, and, if so, with respect to each member: 

(a) State the name and address of the member. 

(b) Describe the terms of the member's membership. 

(c) State whether or not the member proposes to withdraw from mem- 
bership, and, if so, the time when such withdrawal is proposed to become 
effective. 

§ 50.3120. Information Regarding Legal Proceedings. 

(a) In this section, "subject person," when used with respect to the 
applicant, means: 

(1) Any individual who controls, or is proposed to control, the appli- 
cant; 

(2) Any person (other than an individual) which controls or proposes 
to control the applicant or which otherwise is, or is proposed to be, an af- 
filiate of the applicant (including, in case such person is a group of per- 
sons acting in concert, each person who is a member of such group). 

(b) For purposes of this secUon: 

(1) A proceeding involving the applicant or a subject person of the 
applicant shall not be deemed to be material if it is an ordinary routine 
proceeding incidental to the business of the applicant or of such subject 
person and if the amount of any damages (including interest and costs) 
claimed against the applicant or the subject person does not exceed 10 
percent of the shareholders' equity of the applicant or of the subject per- 
son, as the case may be. 

(2) Notwithstanding the provisions of Paragraph (1) of this Subdivi- 
sion (b), each of the following proceedings shall be deemed to be materi- 
al: 

(A) Any proceeding in which any person who is, or is an associate of, 
any (1) director, (2) officer, or (3) ten percent (including associates) equi- 
ty security owner of the applicant or a subject person of the applicant, is 
a party adverse to the applicant or to any subject person of the applicant. 



Page 136 



Register98, No. 16;4-17- 



TMe 10 



CoHnmissioner of Financial Institutions 



§ 50.3129 



• 



(B) Any proceeding in which the applicant, any subject person of the 
applicant, or any of the persons referred to in Subparagraph (A) of this 
Paragraph (2) is a party adverse to any governmental agency which regu- 
lates financial institutions, any governmental agency which regulates the 
offering or selling of securities, or any governmental agency which pro- 
vides financing assistance or management assistance to business firms. 

(C) Any proceeding brought by a shareholder of the applicant or of any 
subject person of the applicant which names the applicant or such subject 
person as a plaintiff or defendant. 

(D) Any proceeding involving civil rights laws. 

(E) Any proceeding involving environmental laws. 

(F) Any bankruptcy, receivership, or similar proceeding. 

(c) State whether or not the applicant or any subject person of the appli- 
cant is a party to, or any property of the applicant or of any subject person 
of the applicant is the subject of, any material proceeding pending or 
threatened by or before any court or governmental agency, and, if so, de- 
scribe such proceeding, including: 

( 1 ) In case the proceeding is pending: 

(A) Title of the proceeding. 

(B) Name and address of the court or of the governmental agency be- 
fore which the proceeding is pending. 

(C) Names of the parties to the proceeding. 

(D) Date the proceeding was commenced. 

(E) Allegations and responses made in the proceeding. 

(F) Relief sought in the proceeding. 

(G) Status of the proceeding. 

(2) In case the proceeding is threatened: 

(A) Name of the person threatening to commence the proceeding. 

(B) Allegations made by such person. 

(C) Name and address of the court or of the governmental agency be- 
fore which the proceeding is threatened to be commenced. 

(D) Relief threatened to be sought in the proceeding. 

§ 50.3121. loformation Regarding Other Licenses. 

State whether or not the applicant has, or proposes to obtain, any li- 
cense from a governmental agency other than a hcense from the Commis- 
sioner pursuant to the Business and Industrial Development Corpora- 
tions Law, and, if so, state, with respect to each such license: 

(a) Name of the governmental agency by which the license was issued 
or is proposed to be issued. 

(b) Law pursuant to which the license was issued or is proposed to be 
issued. 

(c) Business which the applicant is authorized to transact or is pro- 
posed to be authorized to transact under the license. 

(d) Any material conditions to which the license is subject or is pro- 
posed to be subject. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 1 07, 
Financial Code. 

History 

1. Change without regulatory effect amending section and adding new NOTE filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3122. Dnformatioin Regarding Pubiic Convenience and 



Show that the licensing of the applicant will promote the public conve- 
nience and advantage. 

§ 50.3123. Information Regarding Reasonable Promise of 
Successful Operation. 
Show that the applicant has reasonable promise of successful opera- 
tion as a business and industrial development corporation. 

§ 50.3124. Information Regarding Purposes of Applicant. 

State the reasons why the applicant wishes to obtain a license to trans- 
act business as a business and industrial development corporation. 



§ 50.3125. Information Regarding Assistance in 
Preparation of Application. 

State whether or not the applicant has been assisted by any adviser in 
preparing the application and, if so, with respect to each such adviser, 
state: 

(a) Name of the adviser. 

(b) Name of firm of which the adviser is a member or by which the ad- 
viser is employed. 

(c) Business address of the adviser. 

(d) Specificationof parts of the application which the adviser assisted 
the applicant in preparing. 

(e) Amount of fees and description of other compensation which has 
been paid or is to be paid to the adviser for services rendered or to be ren- 
dered in cormection with the licensing of the applicant. 

(f) Amount and types of securities of the applicant which the adviser 
and his associates own or propose to own, directly or indirectly, of record 
or beneficially. 

NOTE: Authority cited: Section 31 101 , Financial Code. Reference: Section 31 107, 
Financial Code. 

History 

1. Amendment of subsection (c) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 11343.4(d) (Register 97, No. 15). 



§ 50.3126. Information Regarding Authorization of Board. 

(a) Provide a copy of a resolution of the board of the applicant: 

(1) Authorizing the applicant to apply for a license. 

(2) Authorizing the Commissioner to examine the applicant in connec- 
tion with the application. 

(3) Authorizing and directing all directors, officers, employees, and 
advisers of the applicant and any persons having custody of any of the 
records of the applicant to furnish to the Commissioner such information, 
and to permit him to inspect and copy such records, as he may request in 
connection with the application. 

(4) Authorizing any governmental agency having information or re- 
cords regarding the applicant to furnish to the Commissioner such infor- 
mation, and to permit him to inspect and copy such records, as he may 
request in connection with the application. 

(b) The copy of the resolution of the board of the applicant called for 

in Subdivision (a) of this Section shall be certified by an officer of the 

applicant. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 1 07, 
Financial Code. 

History 
1 . Change without regulatory effect amending secfion and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



§ 50.3127. Signature, Acknowledgment, and Verification. 

(a) An application for a license shall be signed in the name of the appli- 
cant by an officer of the applicant. 

(b) The signature of the applicant on an application for a license shall 
be acknowledged. 

(c) An application for a license shall be verified by the officer of the 
applicant who signs such application on behalf of the applicant. 

§50.3128. Fee. 

An applicafion for a license shall be accompanied by the fee prescribed 
in Financial Code Section 311 15(a)(1). 

§50.3129. Amendment. 

An amendment to an application for a license shall be signed in the 
name of the applicant by an officer of the applicant or by another person 
authorized to represent the applicant in connection with such application 
and shall be verified by such officer or other person. 



Page 137 



Register 98, No. 16; 4-17-98 



§ 50.3200 



BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



Subarticle 3. 



Administrative Standards and 
Procedures 



§ 50.3200. Scope. 

This Subarticle contains regulations which set forth administrative 
standards and procedures relating to an application for license. 

§ 50.3201 . Incomplete Application. 

As an administrative procedure, the Commissioner generally will re- 
ject for filing any application for a license which is not substantially com- 
plete. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31 1 07, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title l,CaliforniaCodeofRegulations(Reeis- 
ter 97, No. 34). 

§ 50.3202. Lendable Funds. 

As an administrative standard, in the case of an application for a li- 
cense by an old corporation, the Commissioner generally will, in calcu- 
lating the amount of lendable funds of the applicant for purposes of Fi- 
nancial Code Section 31152(b), include the amount of financing 
assistance which the applicant provided to business firms in the State of 
California in the course of its business as an old corporation and which 
is represented by sound notes, leases, or other securities still owned by 
the applicant. 
NOTE: Authority cited: Section 31 101, Financial Code. 

History 
1 . Change without regulatory effectamending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3203. Conviction of Crime. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 50.3204. Ability to Service Financing Assistance. 

As an administrative standard, the Commissioner generally will deny 
an application for a license if he finds that the applicant will not be able 
to service on a regular and continuous basis the financing assistance that 
it provides to business firms (including evaluating and collecting the 
loans that it makes to business firms), either entirely by itself or with the 
assistance of data processing services provided by another person. 
NOTE: Authority cited: Section 31 101, Financial Code. 

History 

1. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, fitle 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3205. Ability to Provide Financing Assistance. 

As an administrative standard, the Commissioner generally will deny 
an application for a license if he finds that the applicant will not be able 
to provide financing assistance to business firms on a regular and contin- 
uous basis. Thus, the Commissioner generally will not approve an appli- 
cation for a license if he finds that the applicant will provide financing 
assistance to business firms only in a limited amount or for a limited peri- 
od of time and then merely service such financing assistance without pro- 
viding additional financing assistance to the same or other business 
firms. 

NOTE; Authority cited: Section 31101, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



Subarticle 4. Post-Approval Matters 

§ 50.3300. Scope. 

This Subarticle contains regulations relating to matters after an appli- 
cation for a license is approved by the Commissioner. 
NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31 1 02, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to secdon 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3301. Time for Filing Documents. 

In case a provision of this Subarticle calls for an applicant to file a doc- 
uiTient with the Commissioner not less than a specified number of days 
or business days before such applicant is issued a license, the applicant 
is encouraged to make the filing before such deadline, if possible, so as 
to allow ample time not only for the staff of the Department to process 
the document filed but also for the applicant to make any corrections or 
changes in such document that may be found to be necessary before the 
license is issued. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31 102, 
Financial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code secfion 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section and Note filed 8-19-97 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 97, No. 
34). 

§ 50.3302. Reports. 

In addition to filing with the Commissioner each report called for in 
this Subarticle, an applicant shall file with the Commissioner each report 
which the provisions of this Subchapter (other than the provisions of this 
Subarticle) require of a licensee. A report required by any such provision 
shall be filed within the period specified in such provision; however, a 
report regarding any event which occurs before a license is issued to an 
applicant shall be filed with the Commissioner not less than five business 
days before such license is issued, notwithstanding the fact that the provi- 
sion which requires such report may allow a longer fime for filing the re- 
port. 

NOTE; Authority cited: Section 31101, Financial Code. Reference: Sections 
31102, 31504 and 31506, Financial Code. 

History 
1. Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, ntle 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3303. Implementation of Proposals. 

Not less than five business days before an applicant is issued a license, 
such applicant shall implement each of the proposals which it repre- 
sented in its application for a license, explicitly or implicitly, that it would 
implement before commencing business (for example, proposals to ap- 
point officers, sell securities, or obtain financing) and shall file with the 
Commissioner a report regarding the implementation of each such pro- 
posal. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 
3 1 1 02 and 3 1 1 08, Financial Code. 

History 

1 . Change without regulator}' effect amending section and adding new NOTE filed 
8-1 9-97 pursuant to section 1 00, title I , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3304. Policies. 

Not less than five business days before an applicant is issued a license, 
such applicant shall, by resolufion of its board, adopt the following poli- 
cies and shall file with the Commissioner a report containing a copy of 
such resolution and of each such policy, certified by the secretary or by 
an assistant secretary of the applicant: 

(a) Personnel policy. 
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(b) Financing assistance policy. 
NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31 102, 
Financial Code. 

History 

1. Amendment of subsections (a) and (b) and new Note filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 11 343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section and NOTE filed 8-19-97 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 97, No. 

34). 

§ 50.3305. Report Regarding Directors, Officers, and 
Balance Sheet 
Not more than 30 days nor less than five business days before an appli- 
cant is issued a license, such applicant shall file with the Commissioner 
a report containing the following information: 

(a) List of the directors of the applicant, showing the name of each di- 
rector. 

(b) List of the officers of the applicant, showing the name and title of 
each officer. 

(c) Balance sheet of the applicant as of a date within ten days before 
the filing of the report. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 1 02, 
Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3306. Appointment of Confimissioner as Agent for 
Service of Process. 
In accordance with Financial Code Section 3111 3, not less than 5 busi- 
ness days before an applicant is issued a license: 

(a) Such applicant shall file with the Commissioner an Appointment 
of Commissioner of Financial Institutions as Agent for Service of Pro- 
cess in the form of Department Form 1020, signed by the applicant in the 
name of the applicant by an officer of the applicant. The signature of the 
applicant on such appointment shall be acknowledged. 

(b) Each affiliate of such applicant shall file with such applicant an Ap- 
pointment of Commissioner of Financial Insdtutions as Agent for Ser- 
vice of Process in the form of Department Form 1020, signed by such af- 
filiate in the name of the affiliate by an officer of the affiliate. The 
signature of the affiliate on such appointment shall be acknowledged. 
NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 
31102 and 31113, Financial Code. 

History 

1. Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section heading, section and Note 
filed 8-19-97 pursuant to section 100, title 1, California Code of Regulations 
(Register 97, No. 34). 

§ 50.3307. Agreement of Affiiiate. 

In accordance with Financial Code Section 31153, not less than 5 busi- 
ness days before an applicant is issued a license, each affiliate of such 
applicant shall file with the Commissioner an Agreement of Affiliate of 
Business and Industrial Development Corporafion in the form of Depart- 
ment Form 1025, signed by the affiliate in the name of the affiliate by an 
officer of the affiliate. The signature of the affiliate on such agreement 
shall be acknowledged. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 1 53, 
Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3308. Report Regarding Differences from Application. 
(a) Not more than 30 days nor less than 5 business days before an appli- 
cant is issued a license, such applicant shall file with the Commissioner 
a report signed an officer of the applicant, stafing whether or not the 
applicant is or is to be different in any material respect from what was 



proposed in its application for a license and, if so, describing such differ- 
ence. 

(b) As an administrative standard, if the Commissioner finds that an 
applicant is or is to be different in any material respect from what was 
proposed in its application for a license and that, if such difference had 
existed at the time when the Commissioner decided such application, he 
would have denied the apphcation, the Commissioner will revoke his ap- 
proval of the application and will not issue a license to the applicant. 
NOTE: Authority cited: Secfion 31101, Financial Code. Reference: Sections 
3 1 1 02, 3 1 1 52 and 3 1 1 54, Financial Code. 

History 

1 . Amendment of subsection (b) and new NOTE filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section and Note filed 8-19-97 
pursuant to section 100. title 1 , California Code of Regulations (Register 97, No. 

34). 

3. Amendment of section and Note filed 4-14-98; operative 5-14-98 (Register 
98, No. 16). 

§ 50.3309. Expiration and Extension of Approval of 
Application for License. 

(a) The Commissioner's approval of an application for license shall, 
unless extended by the Commissioner, expire one year after the date of 
such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for a license shall contain the following information: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of progress to date in preparing to commence business. 

(3) Proposed timetable for completing preparations to commence 
business. 

(4) Amount of additional time requested for completing preparations 
to commence business. 

(5) Statement of reasons why such additional fime is required for com- 
pleting preparations to commence business. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 
31102 and 31107, Financial Code. 

History 

1. Amendment of subsection (a) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section and Note filed 8-19-97 
pursuant to section 100, title I , California Code of Regulations (Register 97, No. 
34). 

§ 50.3310. License: Issuance and Expiration. 

(a) Not less than one business day before an applicant is issued a li- 
cense, such applicant shall file with the Commissioner an applicafion for 
the issuance of such license. Such application shall contain the following 
informafion: 

(1) State the address of the applicant's office. 

(2) State the date on which the applicant proposes to commence busi- 
ness. 

(b) An applicant may commence business on or after the date on which 
a license is issued to such applicant. However, such license shall expire 
on the earlier of the following dates unless the applicant shall have com- 
menced business on or before such date: 

(1 ) Date on which the Commissioner's approval of the application for 
the Ucense expires pursuant to Section 50.3309 of this Chapter. 

(2) Thirtieth day after the date of the issuance of the license. 
NOTE: Authority cited: Secfion 31101, Financial Code. Reference: Sections 
31102 and 31107, Financial Code. 

History 

1. Editorial renumbering from Section 50.31 10 to Section 50.3310 (Register 79, 
No. 2). 

2. Change without regulatory effect amending secfion and adding new Note filed 
8-1 9-97 pursuant to section 100, title l,Cahfomia Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.331 1 . Report Regarding Commencement of Business. 

Not more than ten business days after commencing business, an appli- 
cant shall file with the Commissioner a report stating the date on which 
it commenced business. 
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NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 

31 102 and 31506, Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Noth filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.3312. Reports Regarding Transaction of Business. 

On or before the tenth business day of each month after the month in 
which ail applicant commences business and continuing until the Com- 
missioner orders otherwise, such applicant shall file with the Commis- 
sioner a balance sheet as of the end of, and a statement of income for, the 
next preceding month. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 
31 102 and 31.506, Financial Code. 

History 
1 . Change without regulatoiy effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00. title 1 , California Code of Reeulations (Regis- 
ter 97, No. 34). 



Article 5. Corporate Matters 



Subarticlel. General Provisions 

§ 50.4000. Scope. 

This Article contains regulations relating to corporate matters of a li- 
censee. This Subarticle contains general provisions relating to corporate 
matters of a licensee. Subarticle 2 (commencing with Section 50.4100) 
of this Article contains regulations relating to the names of a licensee. 
Subarticle 3 (commencing with Section 50.4200) of this Article contains 
regulations relating to the articles and by-laws of a licensee. (Subarticle 
4 of this Article is reserved.) Subarticle 5 (commencing with Section 
50.4400) of this Article contains regulations relating to distributions by 
a licensee to its shareholders. 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Chapter 4, Di- 
vision 15, Financial Code. 

History 
1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 



Subarticle 2. Names 

§50.4100. Scope. 

This Subarticle contains regulations relating to the names of a licens- 
ee. 

§50.4101. Definitions. 

In this Subarticle: 

(a) "Corporate name," when used with respect to a licensee, means the 
name of such licensee as set forth in the articles of the licensee. 

(b) "Fictitious business name," when used with respect to a licensee, 
means any name used by such hcensee other than its corporate name. 

(c) "Fictitious Business Name Law" means Chapter 5 (commencing 
with Section 17900), Part 3, Division 7 of the Business and Professions 
Code. 

§ 50.4102. Fictitious Business Name: Application. 

An apphcation by a licensee for approval pursuant to Financial Code 
Section 31201 to transact business under a fictitious business name shall 
contain the following information: 

(a) State the fictitious business name. 

(b) State whether or not the licensee proposes to transact the whole of 
its business under the fictitious business name, and, if not, describe the 
specific activities which the licensee proposes to transact under the ficti- 
tious business name. 

(c) State the reasons why the licensee wishes to transact business under 
the fictitious business name. 



§ 50.4103. Fictitious Business Name: Administrative 
standard. 

As an administrative standard, the Commissioner generally will not 
approve an application by a licensee for approval to transact business un- 
der a fictitious business name unless such fictitious business name indi- 
cates that the licensee is a business and industrial development corpora- 
tion. For purposes of this section, a fictitious business name of a licensee 
which contains a reasonable abbreviation of the phrase "business and in- 
dustrial development corporation" (for example, "Bidco") shall be 
deemed to indicate that such licensee is a business and industrial develop- 
ment corporation. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 201 , 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.4104. Fictitious Business Name: Reports. 

Whenever a licensee files a fictitious business name statement or a 
statement of abandonment of the use of a fictitious business name with 
a county clerk pursuant to the Fictitious Business Name Law, such li- 
censee shall, not more than 30 days after such filing, file with the Com- 
missioner a report containing a copy of the fictitious business name state- 
ment or of the statement of abandonment of the use of a fictitious business 
name, as the case may be. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 
31201 and 31506, Financial Code. 

History 

1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subarticle 3. Articles and By-Laws 

§ 50.4200. Scope. 

Tliis Subarticle contains regulations relating to the articles and by- 
laws of a licensee. 

§ 50.4201 . Amendment of Articles. 

Whenever a licensee files a certificate of amendment of its articles of 
incorporation with the Secretary of State pursuant to Corporations Code 
Section 905 or 906, such licensee shall, not more than 30 days after such 
filing, file with the Commissioner a report containing the following in- 
formation: 

(a) Provide a copy of the certificate of amendment certified by the Sec- 
retary of State. 

(b) Describe the effects of the certificate of amendment. 

NOTE: Authority cited: Section 31 101 , Financial Code. Reference: Section 31506, 

Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.4202. Other Filings with Secretary of State. 

Whenever a licensee files with the Secretary of State a certificate of 
restated articles pursuant to Corporations Code Section 910, a certificate 
of determination pursuant to Corporations Code Section 401, a certifi- 
cate of correction pursuant to Corporations Code Section 109, or a certifi- 
cate of revocafion pursuant to Corporations Code Section 110(c), such 
licensee shall, not more than 30 days after such filing, file with the Com- 
missioner a report containing a copy of such certificate certified by the 
Secretary of State. 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31 506, 
Financial Code. 

History 
1. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 
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2. Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.4203. Changes in By-Laws. 

NOTE; Authority cited: Section 31 101 , Financial Code. Reference: Section 31506, 
Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Notie fded 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

2. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



^ybartioie 4= Board 



§ 50.4300. Scope. 

History 
1. Repealer of subarticle 4 (sections 50.4200-50.4302) and section filed 4-7-97; 

operative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 

97, No. 15). 

§50.4301. Action Required. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 50.4302. Regular £\^eetings. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



• 



Subarticle 5= Distribution to Shareholders 

§ 50.4400. Scope. 

This Subarticle contains regulations relating to distributions by a li- 
censee to its shareholders. 

§50.44011. DefinBtion. 

In this Subarticle, "distribution to its shareholders," when used with 
respect to a licensee, has the meaning set forth in Financial Code Section 
31230. 

§ 50.4402. Application: Contents. 

An application by a licensee for approval pursuant to Article 4 (com- 
mencing with Section 31230), Chapter 4 of the Business and Industrial 
Development Corporations Law to make, or to obligate itself to make, a 
distribution to its shareholders shall contain the following information: 

(a) Describe the proposed distribution, including: 

(1) In case the proposed distribution is to consist of a dividend on 
shares of the licensee, identify the class or series of such shares, state the 
amount of the dividend per share, and state the aggregate amount of the 
dividend. 

(2) In case the proposed distribution is to consist of a purchase or re- 
demption of shares, identify the class or series of such shares to be pur- 
chased or redeemed, state the amount to be paid per share, and state the 
aggregate amount to be paid. 

(b) State the date on which the licensee is to make the proposed distri- 
bution, including: 

(1) In case the proposed distribution consists of a dividend on shares 
of the licensee, slate the record date, the date of declaration of the divi- 
dend, and the date of payment of the dividend. 

(2) In case the proposed distribution consists of a purchase or redemp- 
tion of shares of the licensee, state the date of the purchase or redemption. 

(c) Provide a balance sheet of the licensee as of a date within 30 days 
before the filing of the application. 

(d) Provide a pro forma balance sheet of the licensee as of the date of 
the balance sheet called for in Subdivision (c) of this Section, adjusted 
to give effect to the proposed distribution. 



(e) Show that the proposed distribution will comply with applicable 
provisions of the Corporations Code and any applicable provisions of the 
articles and the by-laws of the licensee. 

(f^ State whether the proposed distribution will comply with all appli- 
cable contractual restrictions, including restrictions in lending agree- 
ments or in indenture agreements. 

Note. Authority cited: Section 31101, Financial Code. Reference: Sections 
31 107 and 31231, Financial Code. 

History 

1 . Repealer of subsection (e), subsection reletlering, repealer of subsections (g) 
and (h). and new Notie filed 4-7-97; operative 4-7-97 pursuant to Govemmeni 
Code section 1 1343.4(d) (Register 97, No. 15). 

2. New subsection (f) filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 50.4403. Application: Signature. 

An application by a licensee for approval to make, or to obligate itself 
to make, a distribution to its shareholders shall be signed in the name of 
such licensee by an officer of the licensee. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 
31 107 and 31231, Financial Code. 

History 

I. Amendment of section heading, repealer of subsection (a) designator, repealer 
of subsection (b) and new Note filed 4-7-97; operative 4-7-97 pursuant to 
Govemmeni Code section 1 1343.4(d) (Register 97, No. 15). 

Article 6. Directors, Otfficers, and 
Employees 

Subarticle 1= Gemeral Provisions 

§ 50.6000. Scope. 

This Article contains regulations relating to directors, officers, and 
employees of a licensee. This Subarticle contains general provisions re- 
lating to directors, officers, and employees of a licensee. (Subarticle 2 of 
this Article is reserved.) Subarticle 3 (commencing with Section 
50.6200) of this Article contains regulations relating to reports regarding 
directors, officers, and employees of a licensee. Subarticle 4 (commenc- 
ing with Section 50.6300) of this Article contains regulations relating to 
unsafe and unsound acts involving directors, officers, and employees of 
a licensee. 
NOTE: Authority cited : Section 31101, Financial Code. Reference: Chapters 4 and 

II, Division 15, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Editorial correction of article 6 heading (Register 97, No. 19). 

§50.6001. Definitions. 

In this Article: 

(a) "Appointment," when used with respect to an officer of a licensee, 
includes the appointment of an incumbent officer of a licensee to a new 
or additional office with such licensee. However, "appointment" does 
not include the appointment of an incumbent officer of a licensee to a new 
term in the same office. 

(b) "Election," when used with respect to a director of a licensee, in- 
cludes the election of an incumbent director of a licensee to a new term 
as a director of such licensee. 

(c) "Event of insolvency," when used with respect to a specified per- 
son, means: 

(1 ) If such specified person files a perition for, or otherwise applies for, 
an adjudication of bankruptcy, reorganization, arrangement, or other re- 
hef under any bankruptcy, reorganization, insolvency, or moratorium 
law; 

(2) If any other person files a petition for, or otherwise applies for, an 
adjudication of bankruptcy, reorganization, arrangement, or other relief 
under any bankruptcy, reorganization, insolvency, or moratorium law 
against such specified person; or 

(3) If a receiver or similar official is appointed to take control of all or 
substantially all of the property of such specified person. 
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Subarticle 2. Personnel Policy 

§50.6100. Scope. 

History 
1 . Repealer of subpart 2 (sections 50.6100-50.6103) and section filed 4-7-97; op- 
erative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 97, 
No. 15). 

§ 50.61 01 . Requirement. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§50.6102. Contents. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§50.6103. Reports. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Subarticle 3. Reports 

§ 50.6200. Scope. 

This Subarticle contains regulations relating to reports regarding di- 
rectors, officers, and employees of a licensee. 

§50.6201. Election of Director. 

Not more than 30 days after the election of any person as a director of 
a licensee, such licensee and such director shall file with the Commis- 
sioner a report containing the following information: 

(a) Name of the director. 

(b) Title of any office which the director previously held with the U- 
censee and title of any office (other than the office of director) which the 
director currently holds with the licensee. 

(c) Date of election of the director. 

(d) Manner of election of the director (that is, whether by the board, 
by the shareholders, or by the members of the licensee). 

(e) In case the director is not an incumbent director or executive officer 
of the licensee: 

(1) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the report, and signed by the director. 

(2) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the filing of the report, and signed by the director. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31 506, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.6202. Appointment of Executive Officer. 

Not more than ten days after the appointment of any person as the chief 
executive officer of a licensee and not more than 30 days after the ap- 
pointment of any person as any other executive officer of a licensee, such 
licensee and such executive officer shall file with the Commissioner a re- 
port containing the following information: 



(a) Name of the executive officer. 

(b) Title of the office to which the executive officer was appointed. 

(c) Date of appointment of the executive officer. 

(d) In case the executive officer was not, immediately before the ap- 
pointment, a director or executive officer of the licensee. 

(1) Personal financial statement in the form of Department Form 2, 
containing the information called for therein, dated as of a date within 90 
days before the filing of the report, and signed by the executive officer. 

(2) Confidential resume in the form of Department Form 3, containing 
the information called for therein, dated as of a date within 90 days before 
the filing of the report, and signed by the execufive officer. 

NOTE: Authority cited: Section 31 101 , Financial Code. Reference: Section 31506, 
Financial Code. 

History 

1 . Repealer of subsections (c) and (e), subsection relettering and new NOTE filed 
4-7-97: operative 4-7-97 pursuant to Government Code section 11343.4(d) 
(Register 97. No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 50.6203. Death, Resignation, or Removal of Director or 
Executive Officer. 

Not more than ten days after the death, resignation, or removal of the 
chief executive officer of a licensee and not more than 30 days after the 
death, resignation, or removal of any other executive officer or of any di- 
rector of a licensee, such licensee shall file with the Commissioner a re- 
port containing the following information: 

(a) Name and title of the director or executive officer. 

(b) Statement that the named director or executive officer either died, 
resigned, or was removed. 

(c) In the case of a resignation or removal, a statement of the reasons 
for the resignafion or removal. 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31506, 
Financial Code. 

History 

1 . Amendment of section and new Note filed 4—7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 50.6204. Event of Insolvency Involving Director, 
Executive Officer, or Associate. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subarticle 4. Unsafe and Unsound Acts 

§ 50.6300. Scope. 

This Subarticle contains regulations relating to unsafe and unsound 
acts involving directors, officers, and employees of a licensee. 

§50.6301. Required Absence. 

It generally constitutes an unsafe and unsound act for a licensee to fail 
to require that each of its officers and employees be absent from the of- 
fices of such licensee for a period of not less than 14 consecutive days in 
each calendar year. 

§ 50.6302. Conviction of Crime. 

It generally constitutes an unsafe and unsound act for a licensee to 
have as a director or officer any person who has been finally convicted 
of a crime involving an act of fraud or dishonesty. 
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Affiliates 



§ 50.9000. Scope. 

This Article contains regulations relating to affiliates of a licensee. 

§ 50.9001. Report on Becoming AffiSiate. 

Whenever any person becomes an affiliate (other than a controlling 
person or subsidiary) of a licensee, the licensee and such affiliate shall 
promptly file with the Commissioner a report containing the following 
information with respect to the affiliate: 

(a) Name. 

(b) Type of person (that is, corporation, partnership, etc.). 

(c) Address of principal office. 

(d) Description of business. 

(e) Description of relationship to the licensee. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31 506, 
Financial Code. 

History 

1 . Amendment of first paragraph, reepaler of subsections (a) and (b)-(d), redesig- 
nation of subsections (a)(l)-(5) as new subsections (a)-(e) and new Note filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 11343.4(d) 
(Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 50.9002. Appointment of Commissioner as Agent for 
Service of Process. 
In accordance with Financial Code Section 31113, each person who 
becomes an affiliate of a licensee shall, not less than 30 days after becom- 
ing an affiliate of such licensee, file with the Commissioner an Appoint- 
ment of Commissioner of Financial Institutions as Agent for Service of 
Process in the form of Department Form 1020, signed by the affiliate in 
the name of the affiliate by an officer of the affiliate. The signature of the 
affiliate on such appointment shall be acknowledged. 

NOTE: Authority cited: Section 3 1101, Financial Code. Reference: Section 311 13, 
Financial Code. 

History 

1. Change without regulatory effect amending section heading and section and 
adding new Note filed 8- 1 9-97 pursuant to section 100, title 1 , California Code 
of Regulations (Register 97, No. 34). 

§ 50.9003. Agreement. 

In accordance with Financial Code Section 31153, each person who 
becomes an affiliate of a licensee shall, not less than 30 days after becom- 
ing an affiliate of such licensee, file with the Commissioner an Agree- 
ment of Affiliate of Business and Industrial Development Corporafion in 
the form of Department Form 1025, signed by the affiliate in the name 
of the affiliate by an officer of the affiliate. The signature of the affiliate 
on such agreement shall be acknowledged. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31 153, 

Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 



cie 



Traosaotion of Business 



Subarticle 1o General Provisions 

§50.12000. Scope. 

This Article contains regulafions relating to the transaction of business 
by a licensee. This Subarticle contains general provisions relating to the 
transaction of business by a licensee. Subarticle 2 (commencing with 
Section 50.12100) of this Article contains regulations relating to the 
scope of the business of a licensee. Subarticle 3 (commencing with Sec- 
tion 50.12200) of this Article contains regulations relating to the financ- 



ing assistance policy of a licensee. Subarficle 4 (commencing with Sec- 
tion 50.12300) of this Article contains regulations relafing to unsafe and 
unsound acts regarding the transacfion of business by a licensee. 
NOTE: Authority cited: Section 31 101, Financial Code. Reference: Chapter 6, Di- 
vision 15, Financial Code. 

History 

]. Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1 343.4(d) (Register 97, No. 1 5). 



Subarticle 2. Scope of Business 

§50.12100. Scope. 

This Subarficle contains regulafions relating to the scope of the busi- 
ness of a licensee. 

§ 50.1 21 01 . Other Licenses. 

For purposes of Financial Code Secfion 31 158, it is not a violafion of 
any provision of the Business and Industrial Development CorporaUons 
Law or of any provision of this Subchapter, nor is it contrary to the pur- 
poses of the Business and Industrial Development Corporafions Law, for 
a licensee: 

(a) To be licensed as a small business investment company under, or 
to transact business as a licensed small business investment company un- 
der, the Small Business Investment Act of 1958; or 

(b) To be licensed as a personal property broker under, or to transact 
business as a licensed personal property broker under, the Personal Prop- 
erty Brokers Law (Division 9 (commencing with Secfion 22000) of the 
Financial Code). 



Subarticle 3o Financing Assistance Policy 

§50.12200. Scope. 

This Subarticle contains regulations relating to the financing assis- 
tance policy of a licensee. 

§ 50.1 2201 . Requirement. 

It generally constitutes an unsafe and unsound act for a licensee to 
transact business unless such hcensee has in effect a financing assistance 
policy which has been approved by its board and unless the licensee com- 
plies with such financing assistance policy. 

§50.12202. Contents. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§50.12203. Reports. 

Whenever the board of directors of a licensee amends the financing as- 
sistance policy of such licensee in any material respect or repeals the li- 
censee's financing assistance policy and adopts a new financing assis- 
tance policy for the licensee, the licensee shall, not more than 30 days 
after such acfion, file with the Commissioner a report containing a copy 
of the resolution of the board and a copy of the amendment of the financ- 
ing assistance policy or of the new financing assistance policy, as the case 
may be. 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31 506, 
Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subarticle 4. Unsafe and Unsound Acts 

§50.12300. Scope. 

This Subarficle contains regulations relafing to unsafe and unsound 
acts regarding the transaction of business by a licensee. 
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§ 50.1 2301 . Concentrations. 

(a) It generally constitutes an unsafe and unsound act for a licensee to 
provide, or to commit to provide, financing assistance in an unduly large 
amount to: 

(1) Any single business firm; 

(2) Business firms which are affiliated with each other; or 

(3) Business firms which are engaged in the same type, or similar 
types, of business, unless such business firms are widely diversified by 
geographical location. 

(b) In determining for purposes of Subdivision (a) of this Section 
whether the amount of financing assistance which a licensee has pro- 
vided or has committed to provide, is unduly large, the Commissioner 
will generally consider such amount in relation to the total assets, the total 
lendable funds, and the total shareholders equity of such licensee. 
NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 400, 
Financial Code. 

HrSTORY 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



Article 13. Records 



Subarticlel. General Provisions 

§50.14000. Scope. 

This Article contains regulations relating to the records of a licensee. 
This Subarticle contains general provisions relating to the records of a li- 
censee. Subarticle 2 (commencing with Section 50.14100) of this Article 
contains regulations relating to the records of a licensee regarding financ- 
ing assistance transactions. Subarticle 3 (commencing with Section 
50.14200) of this Article contains regulations relating to the granting of 
approval pursuant to Financial Code Section 3 1 508 for a licensee to have 
any other person make or keep any of the records of such licensee. 

§ 50.14001. Generally Accepted Accounting Principles. 

A licensee shall make and keep its records in conformity with general- 
ly accepted accounting principles. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 501 , 
Financial Code. 

History 
1. Change without regulatory effect amending section filed 7-2-91 pursuant to 

section 100, title 1, California Code of Regulations (Register 91, No. 40). 

§50.14002. Place. 

Except as the Commissioner may otherwise order pursuant to Finan- 
cial Code Section 31501 or otherwise approve pursuant to Financial 
Code Section 31508, a licensee shall make and keep all of its records at 
its offices. (For regulations relating to approval pursuant to Financial 
Code Section 31508 for records of a licensee to be made or kept at places 
other than the offices of such licensee, refer to Subarticle 3 (commencing 
with Section 50.14200) of this Article.) 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31 501, 
Financial Code. 

History 
1. Change without regulatory effect amending secrion and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



Subarticle 2. Records Regarding Financing 
Assistance Transactions 

§50.14100. Scope. 

This Subarticle contains regulations relating to the records of a licens- 
ee regarding financing assistance transactions. 



§ 50.14101. Ceasing to Hold interest in Financing 
Assistance. 

For purposes of this Subarticle, a licensee shall be deemed to cease to 
hold any interest in financing assistance provided by such licensee to a 
business firm when each lease, note, and other security which such busi- 
ness firm issued to the licensee in consideration of such financing assis- 
tance is: 

(a) Transferred by the licensee to another person (other than a subsid- 
iary of the licensee) for valuable consideration and without recourse; 

(b) Charged off by the licensee; or 

(c) Paid, redeemed, or otherwise terminated. 

§ 50.14102. Time for Keeping Records. 

In a case where a licensee provides financing assistance, the licensee 
shall keep the records relating to providing financing assistance which 
are called for in this Subarticle for a period of not less than two years after 
such licensee ceases to hold any interest in such financing assistance. 
NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31501, 
Financial Code. 

History 
1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 

to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 50.14103. Rejection of Application for Financing 
Assistance. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 1 5). 

§ 50.14104. Providing Financing Assistance: General 
Requirement. 

In each case where a licensee provides financing assistance, such li- 
censee shall make and keep such records as may be necessary to enable 
the Commissioner to examine and evaluate the financing assistance. 
Note-. Authority cited: Section 31 101, Financial Code. Reference: Section 31501, 
Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 50.14105. Providing Financing Assistance: Financial 
Statements. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 50.14106. Providing Financing Assistance: Evaluations. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 



Subarticle 3. Records Made or Kept by 
Other Persons 



Part 1. General Provisions 

§50.14200. Scope. 

This Subarticle contains regulations relating to the granting of approv- 
al pursuant to Financial Code Section 31508 for a licensee to have any 
other person make or keep any of the records of such licensee. This Part 
contains general provisions relating to the granting of approval for a li- 
censee to have any other person make or keep any of the records of such 
licensee. Part 2 (commencing with Section 50. 1 4225) of this Subarticle 
contains regulations which set forth blanket approvals for a licensee to 
have another person make or keep the records of such licensee. Part 3 
(commencing with Section 50.14250) of this Subarticle contains regula- 
tions relating to the granting of approval in a specific case for a licensee 
to have another person make or keep any of the records of such licensee. 
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§50.14225. Scope. 

This Part conlains regulations wtiich set forth blanket approvals for a 
licensee to have another person make or keep the records of such licens- 
ee. 

§ 50.14226. Temporary Keeping of Records. 

Pursuant to Financial Code Section 31508. approval is granted for a 
hcensee to have any responsible person make or keep any of the records 
(other than ledger accounts) of such licensee on a temporary basis if and 
to the extent necessary or convenient for the transaction of the business 
of the licensee. 

§ 50.14227. Records Reiatong to Registiratoon or Transfer of 
Securities. 
Pursuant to Financial Code Section 31508, approval is granted for a 
licensee to have a commercial bank or trust company which is organized 
under the laws of the State of California or a national bank which main- 
tains its head office in the State of California make or keep records relat- 
ing to the registration or transfer of securities issued by such licensee. 

§ 50.14228. Corporate Records. 

Pursuant to Financial Code Section 31508, approval is granted for a 
licensee to have any attorney at law make minutes of any proceedings of 
the shareholders or members, of the board, or of committees of the board 
of such licensee and to make other corporate records of the licensee. This 
approval is subject to the condition that the licensee shall cause any such 
records, when made, to be promptly transferred to and thereafter kept at 
an office of the licensee. 

§ 50.14229. Storage of Records. 

Pursuant to Financial Code Section 31508, approval is granted for a 
licensee to have any responsible storage facility in the State of California 
keep records of such licensee which are not required by the licensee for 
the transaction of current business. 



Part 3a Specific Approvals 

§50.14250. Scope. 

This Part contains regulations relating to the granting of approval in 
a specific case for a licensee to have another person make or keep any of 
the records of such licensee. 



§50.14251. 

An application by a licensee for approval to have another person make 
or keep any of the records of such licensee shall contain the following in- 
formation: 

(a) State the name and address of the other person. 

(b) Describe the business of the other person. 

(c) Identify the records of the licensee which are proposed to be made 
or kept by the other person. 

(d) Describe the functions which are proposed to be performed by the 
other person with respect to such records. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 
31107 and 31508, Financial Code. 

History 
1. Repealer of subsections (e)-(g)(2) and new Note filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 1 5). 

§ 50.14252. Administrative Standards: Review by 

independent Certified Public Accountant. 

As an administrative standard, the Commissioner generally will deny 

an application by a licensee for approval to have another person make or 

keep any of the records of such licensee in a case where it is proposed that 

the other person provide data processing services for the licensee, unless 



such other person contracts in writing with the licensee that the other per- 
son will, at its expense, have its operations and controls reviewed at least 
once every 12 months by an independent certified public accountant in 
accordance with the standards and guidelines of the American Institute 
of Certified Public Accountants and that the other person will, at its ex- 
pense, provide a copy of each report of such independent certified public 
accountant to the licensee. 

NOTE: Authority cited: Section 3 1 101, Financial Code. Reference: Section 3 1 508, 
Financial Code. 

History 

i . Change without regulatory effect amending section and adding new Note filed 
8- 1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.14253. Administrative Standard: Records Within State 
of California. 

As an administrative standard, the Commissioner generally will not 
approve an application by a licensee for approval to have another person 
make or keep any of the records of such licensee unless such other person 
will make and keep such records within the State of California. 
NOTE: Authority cited: Section 31 101 , Financial Code. Reference: Secfion 31508, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



Article 1 4. Reports 



Subartlclelo Genieral Provisions 

§50.15000. Scope. 

This Article contains regulations relating to reports required of a li- 
censee and of other persons. This Subarticle contains general provisions 
relating to reports required of a licensee and of other persons. Subarticle 
2 (commencing with Section 50.15100) of this Article contains regula- 
tions relating to the annual report of a licensee to the Commissioner. 
(Subarticle 3 of this Article is reserved.) Subarticle 4 (commencing with 
Section 50.15300) of this Article contains regulations relating to reports 
which a licensee and other persons are required to file with the Commis- 
sioner pursuant to Financial Code Section 31506. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Sections 
3 1 504 and 31 506, Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operaUve 4—7-97 pursuant 
to Government Code section 11343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, Utle 1, California Code of Regulations (Register 97, No. 34). 

§ 50.1 5001 . Definitions. 

In this Article, "annual report to the Commissioner," when used with 
respect to a licensee, means the report which such licensee is required to 
file with the Commissioner pursuant to Financial Code Section 31504. 
NOTE: Authority cited: Section 31 101 , Financial Code. Reference: Section 31 504, 
Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulafions (Register 97, No. 34). 



Subarticle 2. AonuaD Report to 
CoDTimissioner 

§50.15100. Scope. 

This Subarticle contains regulations relating to the annual report of a 
licensee to the Commissioner. 

NOTE; Authority cited: Section 31 101 , Financial Code. Reference: Section 3 1 504, 
Financial Code. 
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History 
1 . Change without regulatory effect amending subarticie heading and section and 
adding new NOTi£ filed 8- 1 9-97 pursuant to section 1 00, title 1 , California Code 
of Regulations (Register 97, No. 34). 

§50.15101. Definition. 

In this Subarticie, "fiscal year" means the fiscal year of a licensee next 
preceding the filing of the annual report of such licensee. 

§ 50.15102. Information Required. 

The annual report of a licensee to the Commissioner shall contain, in 
addition to the information called for in Subdivisions (a) and (b) ofFinan- 
cial Code Section 31504, the information called for in Section 50.15103. 
NOTE; Authority cited: Section 31101 , Financial Code. Reference: Section 3 1 504, 
Financial Code. 

History 

1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 50.15103. Information Regarding Financial Statements. 

In case the licensee has any subsidiaries, provide the financial state- 
ments called for in Subdivision (a) of Financial Code Section 31504 on 
a consolidated basis. 

NOTE: Authority cited: Section 3 1101, Financial Code. Reference: Section 3 1504, 
Financial Code. 

History 
1 . Amendment of section and new Note filed 4-7-97; operative 4-7-97 pursuant 

to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 50.15104. Information Regarding Business. 

NOTE: Authority cited: Section 3 1 101, Financial Code. Reference: Section 31 504, 
Financial Code. 

History 

1. Change without regulatory effect amending subsection (b) filed 7-2-91 pur- 
suant to section 100, title 1, California Code of Regulations (Register 91, No. 
40). 

2. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 50.15105. Information Regarding Directors, Officers, and 
Offices. 

History 
1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subarticie 3. Reserved 

§50.15200. Scope. 

History 
1. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 91, No. 40). 

§50.15201. Information Required. 

History 

1. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 



Subarticie 4. Other Reports 

§50.15300. Scope. 

This Subarticie contains regulations relating to reports which a licens- 
ee and other persons are required to file pursuant to Financial Code Sec- 
tion 31506. 

§ 50.1 5301 . Other Licenses. 

(a) Whenever a licensee files with a governmental agency an applica- 
tion for a license (other than an application for a license under a law 
which is a tax law rather than a regulatory law), such licensee shall con- 



currently file with the Commissioner a report containing a copy of such 
application. 

(b) Whenever a licensee files with a governmental agency an amend- 
ment of any application of the type referred to in Subdivision (a) of this 
Section, such licensee shall concunently file with the Commissioner a re- 
port containing a copy of such amendment. 

(c) Whenever an application for a license of the type referred to in Sub- 
division (a) of this Section by a licensee is approved or denied, such li- 
censee shall promptly file with the Commissioner a report containing a 
copy of such approval or denial. 

(d) Whenever proceedings are initiated to suspend or revoke any li- 
cense of a licensee (other than a license issued by the Commissioner), 
such licensee shall promptly file with the Commissioner a report contain- 
ing a copy of the notice, complaint, or other document by which such pro- 
ceedings were initiated. 

(e) Whenever any license of a licensee (other than a license issued by 
the Commissioner) is suspended or revoked such licensee shall promptly 
file with the Commissioner a report containing a copy of the order, deci- 
sion, or other document by which such license was suspended or re- 
voked. 

(f) Whenever a licensee surrenders for cancellation any license (other 
than a license issued by the Commissioner), such licensee shall promptly 
file with the Commissioner a report containing the following informa- 
tion: 

(1) Identify the license and the governmental agency by which the li- 
cense was issued. 

(2) State the date on which the license was surrendered. 

(3) State the reasons why the license was surrendered. 

NOTE: Authority cited: Section 3 1 1 01 , Financial Code. Reference: Section 3 1 506, 

Financial Code. 

History 

1 . Change without regulatory effect amending secfion and adding new Note filed 
8-19-97 pursuant to section 1 00, title I , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.1 5302. Eligibility Under Small Business Act. 

(a) Whenever a licensee files with the Small Business Administrafion 
an apphcation for eligibility to participate with the Small Business Ad- 
ministrafion in making loans, such licensee shall concurrently file with 
the Commissioner a report containing a copy of such application. 

(b) Whenever a licensee files with the Small Business Administrafion 
an amendment of any applicafion of the type referred to in Subdivision 
(a) of this Section, such licensee shall concurrently file with the Commis- 
sioner a report containing a copy of such amendment. 

(c) Whenever an applicafion of the type referred to in Subdivision (a) 
of this Secfion by a hcensee is approved or denied, such licensee shall 
prompfiy file with the Commissioner a report containing a copy of such 
approval or denial. 

(d) Whenever proceedings are initiated to suspend or revoke the eligi- 
bility of a licensee to parficipate with the Small Business Administrafion 
in making loans, such licensee shall prompfiy file with the Commissioner 
a report containing a copy of the nofice, complaint, or any other docu- 
ment by which such proceedings were inifiated. 

(e) Whenever the eligibility of a licensee to parficipate with the Small 
Business Administration in making loans is suspended or revoked, such 
licensee shall prompfiy file with the Commissioner a report containing 
a copy of the order, decision, or other document by which such eligibility 
was suspended or revoked. 

(f) Whenever a licensee surrenders for cancellafion its eligibility to 
parficipate with the Small Business Administrafion in making loans, such 
licensee shall prompfiy file with the Commissioner a report containing 
the following information: 

(1) Idenfify the eligibility of the licensee to participate with the Small 
Business Administration in making loans. 

(2) State the date on which the eligibility was surrendered. 

(3) State the reasons why the eligibility was surrendered. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 506, 
Financial Code. 
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History 
] . Change without regulatory effect amending section and adding new N0T12 filed 
8- 1 9-97 pursuant to section 1 00. title 1 , California Code of Regulations (Resis- 
ter97, No. 34). 

§ 50.15303. Secunties: SecurSties and Exchange 
Commission. 

(a) Whenever a licensee files with the Securities and Exchange Com- 
mission a registration statement pursuant to the Securities Act of J 933 or 
a notification pursuant to Regulation A, E, or F of the Securities and Ex- 
change Commission with respect to the offer or sale of any security is- 
sued by such licensee, the licensee shall concurrently file with the Com- 
missioner a report containing a copy of such registration statement or of 
such notification, as the case may be. 

(b) Whenever a licensee files with the Securities and Exchange Com- 
mission a registration statement, report, or proxy statement pursuant to 
the Securities Exchange Act of 1 934, such licensee shall concurrently file 
with the Commissioner a report containing a copy of such registration 
statement, report, or proxy statement, as the case may be. 

(c) Whenever a licensee files with the Securities and Exchange Com- 
mission an amendment of any document referred to in Subdivision (a) or 
(b) of this Section, such licensee shall concurrently file with the Commis- 
sioner a report containing a copy of such amendment. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 506, 
Financial Code. 

History 

1 . Amendment of subsection (b) and new Note filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 50.15304. Securities: Commissioner of Corporations. 

(a) Whenever a licensee files with the Commissioner of Corporations 
an application for qualification pursuant to the Corporate Securities Law 
of 1968 (Division 1 (commencing with Section 25000), Title 4 of the 
Corporations Code) to sell any security issued by such licensee, the li- 
censee shall concurrently file with the Commissioner a report containing 
a copy of such application. 

(b) Whenever a licensee files with the Commissioner of Corporations 
an amendment of an application of the type referred to in Subdivision (a) 
of this Section, such licensee shall concurrently file with the Commis- 
sioner a report containing a copy of such amendment. 

(c) Whenever an application of the type referred to in Subdivision (a) 
of this Section by a licensee is approved or denied, such licensee shall 
promptly file with the Commissioner a report containing a copy of such 
approval or denial. 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31506, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.15305. Loans and Other Securities. 

Whenever a licensee obtains a loan (other than a loan from a nonaffili- 
ated financial institution or a loan from a governmental agency) or other- 
wise issues any security, such licensee shall promptly file with the Com- 
missioner a report describing such transaction. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 506, 
Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§ 50.1 5306. Reports to Shareholders. 

Whenever a licensee issues a report, notice of meeting, proxy state- 
ment, or any similar document to its shareholders, such licensee shall 
promptly file with the Commissioner a report containing a copy of such 
document. 



NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 31506, 

Financial Code. 

HiSlORY 

1 . Change without regulatory effect amending section and adding new Note filed 
8-19-97 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 97, No. 34). 



§50.15307. Legal Proceedings. 

(a) In this Section: 

(1) "Subject person," when used with respect to a licensee, means: 

(A) Any individual who controls the licensee; or 

(B) Any person (other than an individual) which controls the licensee 
or which otherwise is an affiliate of the licensee (including, in case any 
such person consists of a group of persons acting in concert, each person 
who is a member of such group). 

(2) "Reporting subject person," when used with respect to a licensee, 
means any subject person of such licensee who is a director, officer, or 
affiliate of the licensee. 

(b) For purposes of this section: 

(i ) A proceeding involving a licensee or a subject person of a licensee 
shall not be deemed to be material if it is an ordinary routine proceeding 
incidental to the business of such licensee or of such subject person and 
if the amount of any damages (including interest and costs) claimed 
against the licensee or the subject person does not exceed 10% of the 
shareholders' equity of the licensee or of the subject person, as the case 
may be. 

(2) Notwithstanding the provisions of Paragraph (1) of this Subdivi- 
sion (b), each of the following proceedings shall be deemed to be materi- 
al: 

(A) Any proceeding in which any person who is, or is an associate of, 
any 

(1) director, 

(2) officer, or 

(3) ten percent (including associates) equity security owner of a licens- 
ee or a subject person of a licensee, is a party adverse to such licensee or 
to any subject person of the licensee. 

(B) Any proceeding in which a licensee, any subject person of a licens- 
ee, or any of the persons referred to in Subparagraph (A) of this Paragraph 
(2) is a party adverse to any governmental agency which regulates finan- 
cial instituUons, any governmental agency which regulates the offering 
or selling of securities, or any governmental agency which provides fi- 
nancing assistance or management assistance to business firms. 

(C) Any proceeding brought by a shareholder of a licensee or of any 
subject person of a licensee which names such licensee or such subject 
person as a plaintiff or defendant. 

(D) Any proceeding involving civil rights laws. 

(E) Any proceeding involving environmental laws. 

(F) Any bankruptcy, receivership, or similar proceeding. 

(c) Whenever any material proceeding to which a licensee or any sub- 
ject person of a licensee is a party or of which any property of a licensee 
or of any subject person of a licensee is the subject, is commenced by or 
before any court or governmental agency, such licensee and, in case any 
reporting subject person of a licensee is a party to, or any property of a 
reporting subject person of a licensee is a subject of, such proceeding, 
such reporting subject person shall promptly file with the Commissioner 
a report describing such proceeding, including: 

(1) Title of the proceeding. 

(2) Name and address of the court or of the governmental agency be- 
fore which the proceeding was commenced. 

(3) Names of the parties to the proceeding. 

(4) Date the proceeding was commenced. 

(5) Allegafions made in the proceeding. 

(6) Rehef sought in the proceeding. 

(d) Whenever any proceeding of the type referred to in Subdivision (c) 
of this Section is concluded, the licensee and, in case any reporting sub- 
ject person of a licensee was a party to, or any property of a reporting sub- 
ject person of a licensee was the subject of, such proceeding, such report- 
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ing subject person shall promptly file with the Commissioner a report 
identifying the proceeding and describing the conclusion of the proceed- 
ing. 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 31 506, 
Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1 . California Code of Regulations (Reeis- 
ter 97, No. 34). 

§50.15308. Crimes. 

Whenever a licensee is informed or suspects that a crime has been 
committed by or against it, such licensee shall promptly file with the 
Commissioner a report containing the following information: 

(a) State the name of each individual who was involved or who is sus- 
pected of having been involved in the commission of the crime, and de- 
scribe the relationship, if any, of such individual with the licensee. 

(b) State the date on which the crime was cominitted or is suspected 
of having been committed. 

(c) Describe the circumstances of the crime or of the suspected crime. 

(d) State whether or not the licensee has reported the crime or the sus- 
pected crime to any governmental agency (other than the Commission- 
er), and, if so, state the name and address of such governmental agency 
and the date of such report. 

NOTE: Authority cited: Section 311 01, Financial Code. Reference: Section 31506, 
Financial Code. 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
8- 19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 

§50.15309. Criminal Proceedings. 

(a) In this Section: 

(1) "Subject person," when used with respect to a licensee, means: 

(A) Any individual who controls the licensee; 

(B) Any person (other than an individual) which controls the licensee 
or which otherwise is an affiliate of the licensee (including, in case any 
such person consists of a group of persons acting in concert, each person 
who is a member of such group); or 

(C) Any director, officer, or employee of such licensee or of any affili- 
ate of the licensee. 

(2) "Reporting subject person," when used with respect to a licensee, 
means any subject person of such licensee who is a director, officer, em- 
ployee, or affiliate of the licensee. 

(b) Whenever a licensee or any subject person of a licensee is arrested 
for, or charged by complaint, information, or indictment with, a crime 
against the licensee or any affiliate of the licensee, a crime relating to the 
business of the licensee or of any affiliate of the licensee, or a crime in- 
volving an act of fraud or dishonesty, the licensee and, in case the subject 
person arrested or charged is a reporting subject person, such reporting 
subject person shall promptly file with the Commissioner a report con- 
taining the following information: 

(1) State the name of the person arrested or charged, and, unless such 
person is the licensee, describe the relationship of the person with the li- 
censee. 

(2) State the date on which the arrest was made or the charge was is- 
sued. 

(3) State the name and address of the arresting or prosecuting agency. 

(4) State the date on which the crime is alleged to have been com- 
mitted. 

(5) Describe the circumstances of the alleged crime. 

(c) Whenever any criminal proceeding of the type referred to in Subdi- 
vision (b) of this Section is concluded, the licensee and, in case the person 
arrested or charged is a reporting subject person, such reporting subject 
person shall promptly file with the Commissioner a report identifying the 
proceeding and describing the conclusion of the proceeding. 

NOTE: Authority cited: Section 3 1 101, Financial Code. Reference: Section 31506, 
Financial Code. 



History 

1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1 , California Code of Regulations (Resis- 
ter97, No. 34). 



Subchapter 70. Travelers Checks 



Article 1. General Provisions 



Subarticle 1. Citation and Construction 

§70.1. Scope. 

(a) This Subchapter contains regulations relating to travelers checks. 

(b) This Article contains general provisions relating to this Subchap- 
ter. The succeeding articles of this Subchapter contain regulations relat- 
ing to various subjects regarding travelers checks. 

(c) This Subarticle contains regulations relating to the citation and 
construction of this Subchapter. Subarticle 2 (commencing with Section 
70.100) of this Article contains regulations relating to definitions. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 
1. New Subchapter 70 (Articles 1-10, Sections 70.1-70.9002, not consecutive) 
filed 7-16-80; designated effective 9-2-80 (Register 80, No. 29). 

§ 70.2. Citation. 

(a) This Subchapter shall be known and may be cited as the "Travelers 
Checks Regulations." 

(b) The first unit of the number of each section in this Subchapter is 
"70." However, in citing a section of this Subchapter, a person may omit 
the first unit of the number of such section if it is clear that such person 
is referring to a section of this Subchapter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.3. Unsafe and Unsound Acts. 

(a) Any act which is designated in this Subchapter as an "unsafe and 
unsound act" is an act which, in the usual or typical circumstances en- 
countered, constitutes an unsafe and unsound act within the meaning of 
the Travelers Checks Act. However, it is impossible to foresee or to pro- 
vide for all the varying circumstances which may arise in a particular 
case. Also, the acts designated in this Subchapter as "unsafe and unsound 
acts" are not intended to constitute a complete compilation of all the acts 
which constitute unsafe or unsound acts within the meaning of the Trav- 
elers Checks Act. Therefore, the Commissioner may, if and when war- 
ranted in any particular case, upon application or on the Commissioner's 
own initiative, decide that in such case an act which is designated in this 
Subchapter as an "unsafe and unsound act" does not constitute an unsafe 
or unsound act within the meaning of the Travelers Checks Act. Also, the 
Commissioner may decide that an act which is not designated in this Sub- 
chapter as an "unsafe and unsound act" constitutes an unsafe or unsound 
act within the meaning of the Travelers Checks Act. 

(b) Subject to the qualifications set forth in Subdivision (a) of this Sec- 
tion, whenever a licensee commits any act which is designated in this 
Subchapter as an "unsafe and unsound act," such licensee shall be 
deemed: 

(1) To be transacting and conducting its business in an unsafe and un- 
sound manner within the meaning of the Travelers Checks Act; and 

(2) If and to the extent that such act affects the condition of the licens- 
ee, to be in an unsafe and unsound condition within the meaning of the 
Travelers Checks Act. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 
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§ 70.4. References to Corporations. 

(a) For the sake of convenience, references in tiiis Subchapter to li- 
censees and to applicants for licenses are set forth in terms appropriate 
to corporations for profit. Similarly, some references in the Travelers 
Checks Act to licensees and to applicants for licenses are set forth in 
terms appropriate to corporations for profit. However, whenever any ref- 
erence in this Subchapter to a licensee or to an applicant for a license or 
any such reference in the Travelers Checks Act is applicable to a licensee 
or to an applicant which is a type of person other than a corporation for 
profit, if the term of such reference is not appropriate to such type of per- 
son, the term of the reference shall be construed to be the closest equiva- 
lent term of reference appropriate to the type of person. 

(b) In this Subchapter, unless otherwise expressly provided, refer- 
ences to corporations or to aspects of corporations apply to all types of 
corporations, whether for profit, nonprofit, or of any other type. For the 
sake of convenience, references in this Subchapter to corporations and 
to aspects of corporations are set forth in terms appropriate to corpora- 
tions for profit. However, whenever any reference in this Subchapter to 
a corporation or to an aspect of a corporation is applicable to a type of 
corporation other than a corporation for profit, if the term of such refer- 
ence is not appropriate to such type of corporation, the term of the refer- 
ence shall be construed to be the closest equivalent term of reference ap- 
propriate to the type of corporation. 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 



§ 70.8. Actions of Courts and Governmental Agencies. 

Whenever this Chapter requires that information be provided regard- 
ing an action taken by a court or a governmental agency (for example, the 
suspension or revocation of a license or other authorization or qualifica- 
tion to transact a business), information need not be provided regarding 
any such action which has been reversed or vacated. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.9. Forms of Travelers Checks. 

For purposes of this Subchapter and the Travelers Checks Act, travel- 
ers checks issued by a person which are identical in form except for the 
following differences shall be deemed to be in the same form: 

(a) Differences in face amount, provided that such face amounts are 
denominated in the same currency. 

(b) Differences in the name or logo, or both, of the agent who sells the 

travelers checks on behalf of the person, provided that such names and 

logos are set forth in substantially the same style. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

Subarticle 2. Definitions 



Parltl. General Provisions 



§ 70.5. FonanciaB Statements and Accounting 

Dtems — Generally Accepted Accounting 
Principles. 
In this Subchapter and in the Travelers Checks Act, unless otherwise 
expressly provided, references to financial statements and references to 
assets, habilities, income, shareholders' equity, and similar accounting 
items mean such financial statements and such accounting items pre- 
pared or determined in conformity with generally accepted accounting 
principles then applicable, fairly presenting in conformity with generally 
accepted accounting principles the matters which they purport to present, 
subject to any specific accounting treatment required by the Commis- 
sioner, this Subchapter, the Travelers Checks Act, or any other applicable 
law. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.6. Financial Statements — Certification. 

Whenever the Commissioner or this Subchapter requires that a finan- 
cial statement be filed with the Commissioner but does not require that 
such financial statement be set forth on a form provided by the Commis- 
sioner, if the financial statement is available as certified by an indepen- 
dent certified public accountant, the financial statement as so cerUfied 
shall be filed with the Commissioner.- 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.7. Financial Statements — Consolidating Statements. 

Whenever this Chapter requires that a consolidating financial state- 
ment of a person be filed with the Commissioner, such statement need not 
include detail regarding any non-significant subsidiary of such person. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§70.100. Scope. 

This Subarticle contains regulations relafing to definitions. This Part 
contains general provisions relafing to definidons. Part 2 (commencing 
with Secfion 70.125) of this Subarticle contains regulations relating to 
the definitions set forth in Financial Code Section 1852. Part 3 (com- 
mencing with Section 70.150) of this Subarficle contains definitions for 
this Subchapter. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

Part 2. Definitions— Travelers Checks Act 

§70.125. Scope. 

This Part contains regulations relafing to the definidons set forth in Fi- 
nancial Code Section 1852. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1852, Fi- 
nancial Code. 

§70.126. Agent. 

(a) "Agent," as defined in Financial Code Section 1852(a), does not 
include any officer or employee of the licensee, when acdng as such at 
an office of the licensee. 

(b) For purposes of Financial Code Secdon 1852(a), a person shall not 
be deemed to be authorized by a licensee to sell travelers checks on behalf 
of such licensee unless the licensee becomes liable for the payment of 
each travelers check issued by it which is sold by such person at the time 
when such travelers check is sold by such person. 

(c) In the case of a person who is authorized by an issuer of travelers 
checks to sell travelers checks on behalf of such issuer both inside and 
outside the State of California, "agent," as defined in Financial Code Sec- 
don 1852(a), means such person with respect to sales of travelers checks 
inside the State of California and related matters. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1852, Fi- 
nancial Code. 

§ 70.127. Foreign Currency. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 852, Fi- 
nancial Code. 

History 
1. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 
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§ 70.128. Outstanding Travelers Checks. 

(a) ''Outstanding travelers checks." as defined in Financial Code Sec- 
tion 1852(f). does not include any travelers check issued by a licensee 
which has been paid by such licensee. 

(b) The phrase "and reported to licensee" in Financial Code Section 
1852(f) does not apply in a case where a travelers check issued by a li- 
censee is sold in the United States by such licensee directly, rather than 
indirectly through an agent. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1852, Fi- 
nancial Code. 

§ 70.129. United States Currency. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1852, Fi- 
nancial Code. 

History 

1. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title I , California Code of Regulations (Register 91, No. 40). 



Part 3. Definitions — Regulations 

§70.150. Scope. 

This Part contains definitions for this Subchapter. Subject to addition- 
al definitions contained in this Subchapter which are applicable to specif- 
ic provisions of this Subchapter and unless the context otherwise re- 
quires, the definitions in this Part apply throughout this Subchapter. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.1 51 . Definitions In Travelers Checks Act. 

Subject to additional definitions contained in this Subchapter which 
are applicable to specific provisions of this Subchapter and unless this 
Subchapter otherwise provides or the context otherwise requires, the def- 
initions in Financial Code Sections 1852 and 1876.1 apply throughout 
this Subchapter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.152. Percent Equity Security Owner. 

" percent equity security owner," when used with respect to a corpo- 
ration or other organization, means any person who owns, directly or in- 
directly, of record or beneficially, the specified percentage or more of any 
class of the equity securities of such corporation or other organization. 
NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.153. Percent (Including Associates) Equity 

Security Owner. 

" percent (including associates) equity security owner," when used 

with respect to a corporation or other organization, means any person 
who owns, directly or indirectly, of record or beneficially, equity securi- 
ties of such corporation or other organization which, when combined 
with the equity securities of the corporation or other organization owned, 
directly or indirectly, of record or beneficially, by all associates of such 
person, constitute the specified percentage or inore of any class of the eq- 
uity securities of the corporation or other organization. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.154. Percent Voting Security Owner. 

" percent voting security owner," when used with respect to a corpo- 
ration or other organization, means any person who owns, directly or in- 
directly, of record or beneficially, the specified percentage or more of the 
voting securities of such corporation or other organization. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.155. Percent (Including Associates) Voting 

Security Owner. 

" percent (including associates) voting security owner," when used 

with respect to a corporation or other organization, means any person 
who owns, directly or indirectly, of record or beneficially, voting securi- 



ties of such corporation or other organization which, when combined 
with the voting securities of the corporation or other organization owned, 
directly or indirectly, of record or beneficially, by all associates of such 
person, constitute the specified percentage or more of the voting securi- 
ties of the corporation or other organization. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 1 4A. Di- 
vision 1, Financial Code. 

§70.156. Act. 

"Act" includes omission. 
NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.157. Affiliate. 

"Affiliate," when used with respect to a specified person, means any 
person controlling, controlled by, or under common control with, such 
specified person, directly or indirectly through one or more intermedi- 
aries. 

Note: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1 . Financial Code. 

§70.158. Associate. 

"Associate," when used to indicate a relationship with a specified per- 
son who is related with a licensee or an applicant for a license, means: 

(a) Any corporation or other organization (other than the licensee or 
applicant or a majority-owned subsidiary of the licensee or applicant) of 
which the specified person is an executive officer or partner or is, directly 
or indirectly, the beneficial owner of 10 percent or more of any class of 
the equity securities. 

(b) Any trust or other estate in which the specified person has a sub- 
stantial beneficial interest or as to which the specified person serves as 
a trustee or in any similar fiduciary capacity. 

(c) Any relative or spouse of the specified person, or any relative of 
such spouse, who has the same home as the specified person or who is 
a director or executive officer of the licensee or applicant or of any parent 
or subsidiary of the licensee or applicant. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.159. Beneficial. 

"Beneficial," when used with respect to ownership of securities by a 
specified person, includes, in addition to direct and indirect beneficial 
ownership by such specified person, direct and indirect beneficial owner- 
ship: 

(a) By the spouse (except where legally separated) and minor children 
(including stepchildren and adopted children) of the specified person; 
and 

(b) By any other relative of the specified person who has the same 
home as the specified person. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1 , Financial Code. 

§ 70.160. California Corporation. 

"California corporation" means a corporation which is organized un- 
der the laws of the State of California. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.161. Clearing Bank. 

"Clearing bank," when used with respect to a travelers check, means 

the bank on which such travelers check is drawn or at or through which 

such travelers check is payable. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.1 61 .5. Commissioner. 

"Commissioner" has the meaning set forth in Section 1.1026 of this 
Chapter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 70.187 to new 
section 70.161.5, including amendment of section heading and section, filed 
8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 97, No. 34). 
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§70.162. Control. 

To "control," when used with respect to a specified person, means to 
possess, directly or indirectly, the power to direct or cause the direction 
of the management and policies of such specified person, whether 
through the ownership of voting securities, by contract, or otherwise; 
provided, however, that no individual shall be deemed to control a person 
solely on account of being a director, officer, or employee of such person. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 1 4A, Di- 
vision 1, Financial Code. 

§70.1163. Controming Person. 

"Controlling person," when used with respect to a specified person, 
means any person who controls such specified person, directly or indi- 
rectly through one or more intermediaries. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.164. Documented Nominee. 

"Documented nominee" has the meaning set forth in Section 70.6302. 
NOTE: Authority cited: Secrion 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.165. Equity Security. 

"Equity security" means any stock or similar security, or any security 
convertible, with or without consideration, into such a security or carry- 
ing any warrant or right to purchase such a security, or any such warrant 
or right. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.166. Executive Officer. 

"Executive officer," when used with respect to a specified person (oth- 
er than an individual), means the president, the secretary, the chief finan- 
cial officer, any vice-president in charge of a principal business function 
(such as sales, administration, or finance), or any other person who per- 
forms similar policy-making functions for such specified person. In the 
case of a licensee or of an applicant for a license, "executive officer" in- 
cludes the person in charge of the travelers check business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.167. Extend Credit. 

(a) To "extend credit" to a person includes: 

(1) To make or renew a loan to the person. 

(2) To purchase a security or other asset from the person under a repur- 
chase agreement. 

(3) To acquire a note, draft, contract, or similar instrument with respect 
to which the person is liable, whether as maker, endorser, guarantor, or 
otherwise. 

(4) To guarantee or become surety upon an obligation with respect to 
which the person is an obligor or obligee. 

(b) Notwithstanding the provisions of Subdivision (a) of this Section, 
to "extend credit" to a person does not include: 

(1) In case the person extending credit is an issuer of travelers checks 
or payment instruments and the person to whom credit is extended is au- 
thorized to sell travelers checks or payment instruments on behalf of the 
first person, any amount due from the second person to the first person 
on account of sales of travelers checks or payment instruments issued by 
the first person. 

(2) In case the person extending credit is a bank, the giving of immedi- 
ate credit upon uncollected items deposited in the ordinary course of 
business. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.168. Foreign Corporation. 

"Foreign corporation" means any corporation other than a corporation 

organized under the laws of the State of California. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 



§70.169. Include. 

To "include" means by way of enlargement and not by way of limita- 
tion. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.170. License. 

"License" means a license issued under the Travelers Checks Act. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.1 71 . Majority-Owned Subsidiary. 

"Majority-owned subsidiary" means a subsidiary more than 50 per- 
cent of whose outstanding securities representing the right (other than as 
affected by events of default) to vote for the election of directors, is 
owned by the subsidiary's parent and/or one or more of the parent's other 
majority-owned subsidiaries. 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.172. Non-California Agent. 

(a) "Non-California agent," when used with respect to an issuer of 
travelers checks, means any person authorized by such issuer to sell trav- 
elers checks outside the State of California on behalf of the issuer, pro- 
vided that the issuer becomes liable for the payment of each travelers 
check issued by the issuer which is sold by such person at the time when 
such travelers check is sold by such person. However, "non-California 
agent" does not include any officer or employee of the issuer, when act- 
ing as such at an office of the issuer. 

(b) In the case of a person who is authorized by an issuer of travelers 
checks to sell travelers checks on behalf of such issuer both inside and 
outside the State of California, "non-California agent" means such per- 
son with respect to sales of travelers checks outside the State of Califor- 
nia and related matters. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.173. Officer. 

"Officer" means: 

(a) When used with respect to a corporation, any person appointed or 
designated as an officer of such corporation by or pursuant to applicable 
law or the articles or by-laws of the corporation or any person who per- 
forms with respect to the corporation functions usually performed by an 
officer of a corporation; and 

(b) When used with respect to a specified person other than an individ- 
ual or corporation, any person who performs with respect to such speci- 
fied person functions usually performed by an officer of a corporation 
with respect to such corporation. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.174. Outstanding. 

"Outstanding" when used with respect to a travelers check, has the 
meaning indicated in Financial Code Section 1852(f), as interpreted in 
accordance with Section 70.128 of this Chapter; namely, either (a) that 
the travelers check has been sold in the United States directly by the issu- 
er and has not yet been paid by the issuer or (b) that the travelers check 
has been sold in the United States by an agent or non-California agent 
of the issuer, has been reported by such agent or non-California agent to 
the issuer as having been sold (such report having been received by the 
issuer), and has not yet been paid by the issuer. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.175. Outstanding (Foreign). 

"Outstanding (foreign)," when used with respect to a travelers check, 
means either (a) that the travelers check has been sold outside the United 
States directly by the issuer and has not yet been paid by the issuer or (b) 
that the travelers check has been sold outside the United States by a non- 
California agent of the issuer, has been reported by such non-California 
agent to the issuer as having been sold (such report having been received 
by the issuer), and has not yet been paid by the issuer. 
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NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.176. Outstanding (Worldwide). 

"Outstanding (worldwide)," when used with respect to a travelers 
check, means either (a) that the travelers check has been sold, whether 
inside or outside the United States, directly by the issuer and has not yet 
been paid by the issuer or (b) that the travelers check has been sold, 
whether inside or outside the United States, by an agent or non-Califor- 
nia agent of the issuer, has been reported by such agent or non-California 
agent to the issuer as having been sold (such report having been received 
by the issuer), and has not yet been paid by the issuer. 
NOTE: Authority cited: Section 2 15, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.177. Parent. 

"Parent," when used with respect to a specified person (other than an 
individual), means any person (other than an individual) which controls 
such specified person, directly or indirectly through one or more interme- 
diaries. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.178. Person. 

"Person" has the meaning set forth in Section 1.1022 of this Chapter. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.179. Pre-Clear. 

"Pre-clear," when used to designate a travelers check, means a travel- 
ers check which is sold by an agent or non-California agent of the issuer 
and which is paid by the issuer before the issuer receives a report of the 
sale from such agent or non-California agent. 

NOTE; Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.180. Records. 

"Records" include books, accounts, and other records. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.181. Reporting Company. 

"Reporting company" means a person (other than an individual) 
which meets all of the following requirements: 

(a) A class of the equity securities of the person is registered pursuant 
to Section 12 of the Securities Exchange Act of 1934 and regulations of 
the Securities and Exchange Commission issued thereunder. 

(b) The person is required to file reports and other documents under 
Sections 13 and 14 of the Securities Exchange Act of 1934 and regula- 
tions of the Securities and Exchange Commission issued thereunder, has 
filed all documents so required to be filed for the last three years (or, if 
the person was subject to such requirements for less than the last three 
years, for such lesser period), and has filed all documents so required to 
be filed in a timely manner for the last one year (or, if the person was sub- 
ject to such requirements for less than the last one year, for such lesser 
period). 

(c) In case the person is subject to Section 70.8203 of this Chapter, the 
person has filed with the Commissioner all documents required to be 
filed under Section 70.8203 for the last three years (or, if the person was 
subject to Section 70.8203 for less than the last three years, for such lesser 
period), and has filed with the Commissioner all documents so required 
to be filed in a timely manner for the last one year (or, if the person was 
subject to Section 70.8203 for less than the last one year, for such lesser 
period). 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 70.182. Reporting/Remitting Office. 

"Reporting/remitting office," when used with respect to an agent of an 
issuer of travelers checks, means: 

(a) In case the agent is a bank, savings and loan association, industrial 
loan company, or credit union which maintains its head office in the State 
of California, such head office. 

(b) In any other case, each location from which the agent reports sales 
in the State of California of travelers checks to the issuer or from which 
the agent reinits the proceeds of such sales to the issuer or its representa- 
tive. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 
1 . Amendment of subsection (b) filed 4-7-97; operative 4-7-97 pursuant to Gov- 
ernment Code section 1 1343.4(d) (Register 97, No. 15). 

§70.183. Security. 

"Security" has the meaning set forth in Corporations Code Section 
25019. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A. Di- 
vision 1, Financial Code. 

§ 70.184. Significantly Involved in Travelers Check 
Business. 

"Significantly involved in travelers check business," when used with 
respect to an affiliate of an issuer of travelers checks, means that such af- 
filiate manages or performs a significant aspect of the travelers check 
business of such issuer, such as: 

(a) Distributing blank travelers checks to agents or non-California 
agents of the issuer; 

(b) Receiving reports of sales of travelers checks or remittances of pro- 
ceeds from sales of travelers checks from agents or non-California 
agents of the issuer. 

(c) Holding or investing proceeds from sales of travelers checks; or 

(d) Serving as a clearing bank for the issuer. However, "significantly 

involved in travelers check business" does not include any affiliate of an 

issuer of travelers checks solely on account of the fact that such affiliate 

is an agent or non-California agent of such issuer. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.185. Significant Subsidiary. 

"Significant subsidiary" means a subsidiary or a subsidiary and its 
subsidiaries which meet any of the following requirements on the basis 
of the most recent annual financial statements of such subsidiary and of 
its parent: 

(a) The parent's and its other subsidiaries' investments in and ad- 
vances to, or their proportionate share (based on their equity interests) of 
the total assets (after intercompany eliminations) of, the subsidiary ex- 
ceed 10 percent of the total assets of the parent and its consolidated sub- 
sidiaries. 

(b) The parent's and its other subsidiaries' proportionate share (based 
on their equity interests) of the total sales and revenues (after intercompa- 
ny eliminations) of the subsidiary exceeds 10 percent of the total sales 
and revenues of the parent and its consolidated subsidiaries. 

(c) The parent's and its other subsidiaries' equity in the income before 
income taxes and extraordinary items of the subsidiary exceeds 10 per- 
cent of (1) such income of the parent and its consolidated subsidiaries or 
(2) if such income of the parent and its consolidated subsidiaries is at least 
10 percent lower than the average of such income for the last five fiscal 
years, such average income. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§70.186. Subsidiary. 

"Subsidiary," when used with respect to a specified person (other than 
an individual), means any person (other than an individual) controlled by 
such specified person, directly or indirectly through one or more interme- 
diaries. 
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NOTE: Authority cited: Section 21 5, Financial Code. Reference: Chapter 14A, Di- 
vision ], Financial Code. 

§70.187. Superintendent 

NOTE: Authority cited; Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

History 

1. Change without regulatory effect renumbering former section 70.187 to new 
section 70.161 .5 filed 8-19-97 pursuant to section 100, title 1 , California Code 
of Regulations (Register 97, No. 34). 

§ 70.188. Travelers Check or Payment instrument License. 
"Travelers check or payinent instrument license" means any license, 
periTiit, approval, registration, or other form of authorization or qualifica- 
tion by which a person is permitted to transact the business of issuing or 
selling travelers checks or the business of issuing or selling payinent in- 
stalments. However, "travelers check or payinent instrument license" 
does not include any such authorization or qualification which is issued 
by a city, county, or other local agency. 

NOTE: Authority cited: Section 213, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 



§70.189. 

"Unpaid," when used with respect to a travelers check, means that 
such travelers check has been issued, whether inside or outside the 
United States, and has not yet been paid by the issuer. 
NOTE: Authority cited: Section 213, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.190. Voting Securities. 

"Voting securities" means securities the holders of which are present- 
ly entitled to vote for the election of directors. 

NOTE: Authority cited: Section 213, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 



rticSe 2. (Reservei 



Artiele 3= (Reserves 



ArticSe 4= (Reserved) 

§ 70.3000. Scope. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 2, Chap- 
ter 14 A, Financial Code. 

History 

1. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 

§ 70.3001. Foreign Banking Corporations with Licensed 
Representatives. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 2, Chap- 
ter 14A, Financial Code. 

History 

1. Change without regulatory effect repealing section filed 7-2-91 pursuant to 
section 100, title 1, California Code of Regulations (Register 91, No. 40). 



icie 



issuance of License 



General Provisions 



§ 70.4000. Definition of "Applicant" and Scope. 

(a) In this Article "applicant" means a person who applies to the Com- 
missioner for a license. 

(b) This Article contains regulations relating to the issuance of a li- 
cense pursuant to Articles 3 (commencing with Section 1855) and 4 
(commencing with Section 1857) of the Travelers Checks Act. This Sub- 
article contains general provisions relating to the issuance of a license. 



Subariicle 2 (commencing with Section 70.4100) of this Article contains 
regulations relating to an application for a license. Subarticle 3 (com- 
mencing with Section 70.4200) of this Article contains regulations which 
set forth administrative standards and procedures relating to an applica- 
tion for a license. Subarticle 4 (commencing with Section 70.4300) of 
this Article contains regulations relating to matters after an application 
for a license is approved by the Commissioner. 

NotE: Authority cited: Section 213, Financial Code. Reference: Articles 3 and 4, 
Chapter 14A, Division 1, Financial Code. 

History 

1, Amendment of article 3 heading and section filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 13). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 

Subarticle 2. Application 

§70.4100. Scope. 

This Subarticle contains regulations relating to an application for a li- 
cense. 

NOTE: Authority cited: Section 213, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
fion 11343.4(d) (Register 97, No. 15). 

§70.4101. Time of Filing. 

For purposes of Financial Code Section 1857, an application for a li- 
cense shall not be deemed to be filed with the Commissioner unless and 
until: 

(a) The application, complying in all respects with the provisions of 
Article 3 (commencing with Section 1855) of the Travelers Checks Act 
and of this Subarticle, is submitted to the Commissioner; 

(b) Any amendment of the application necessary to supply such infor- 
mation as the Commissioner may request within 90 days after receiving 
the application (or, in case the application has been amended, within 90 
days after receiving the most recent amendment of the application), is 
submitted to the Commissioner; and 

(c) The fee prescribed in Financial Code Section 1852.2(a) is paid to 

the Commissioner. 

Note. Authority cited: Section 213, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1 and Section 1857, Financial Code. 

History 

1. Amendment of first pragraph and Note filed 4-7-97; operative 4-7-97 pur- 
suant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.4102. Facing Page. 

An appUcation for a license shall have as its first page a facing page 
in the form of Department Form 4010 and shall contain the information 
called for therein. 

Note: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§ 70.4103. Additional Information. 

An application for a Hcense shall contain, in addition to the informa- 
tion called for in the facing page, the information called for in Sections 
70.4104 to 70.4124, inclusive, of this Chapter. 

NOTE: Authority cited; Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§ 70.4104. Information Regarding History and Business. 

(a) Describe the business of the applicant. 
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(b) In case any of the following has occurred or is pending with respect 
to the applicant or any subsidiary of the applicant, describe the circum- 
stances: 

( I )(A) If any court or governmental agency has suspended or revoked 
any license or other authorization or qualification of the applicant or of 
the subsidiary to transact the business of issuing or selling travelers 
checks, the business of issuing or selling payment instruments, the busi- 
ness of banking, the business of a bank holding company, or the securities 
business. 

(B) In case any court or governmental agency has temporarily or per- 
manently 

1 . prohibited the applicant or the subsidiary from transacting any busi- 
ness of the kind referred to in Subparagraph (A) of this Paragraph (1 ), 

2. prohibited the applicant or the subsidiary from engaging in any con- 
duct or practice with respect to any such business, or 

3. imposed any monetary or other penalty upon the applicant or the 
subsidiary for having violated any law relating to any such business. 

(C) If the applicant or the subsidiary is the subject of any pending pro- 
ceeding of the kind referred to in Subparagraph (A) or (B) of this Para- 
graph (1). 

(2)(A) If any court or governmental agency has, for any reason other 
than nonpayment of fees, suspended or revoked any license or other au- 
thorization or qualification of the applicant or of the subsidiary to engage 
in any profession, occupation, vocation, or other business activity (other 
than a license or other authorization or qualification of the kind referred 
to in Paragraph (1) of this Subdivision (b)). 

(B) If the applicant or the subsidiary is the subject of any pending pro- 
ceeding of the kind referred to in Subparagraph (A) of this Paragraph (2). 

(3)(A) If the applicant or the subsidiary has applied for reorganization, 
arrangement, or other relief under any bankruptcy, reorganization, insol- 
vency, or moratorium law. 

(B) If any person has applied against the applicant or the subsidiary or 
against any business or property of the applicant or of the subsidiary for 
the appointment of a receiver, fiscal agent, or similar officer or for other 
relief of the kind described in Subparagraph (A) of this Paragraph (3), and 
such application is pending or such relief has been granted. 

(4) If any court has entered judgment against the applicant or the sub- 
sidiary in any civil action based upon conduct involving fraud or dishon- 
esty. 

(5) If the applicant or the subsidiary has pleaded nolo contendere to, 
been convicted of, or been charged as a defendant in a pending criminal 
proceeding with, any crime relating to any business of the kind referred 
to in Subparagraph (A), Paragraph (1) of this Subdivision (b) or any 
crime involving fraud or dishonesty. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1. Repealer of subsection (a), subsection relettering, redesignation of former sub- 
sections (c)(l)(B)(i)-(iii) to new subsections (b)(l)(B)l.-3., and amendment of 
newly designated subsections (b)(2)(A) and (b)(5) filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 1 5). 

§ 70.4105. Information Regarding Directors and Executive 
Officers. 

(a) In this Section: 

(1) "Associated organization," when used with respect to a subject 
person and a legal proceeding, means any person (other than an individu- 
al) which was an associate of such subject person at or within two years 
before the commencement of such proceeding. 

(2) To be "indebted" does not include indebtedness on account of any 
of the following: 

(A) Any amount due for purchases subject to usual trade terms, for or- 
dinary travel and expense advances, or for other transactions in the ordi- 
nary course of business. 



(B) Any loan made by a bank, savings and loan association, industrial 
loan company, or securities broker-dealer extending credit under Regu- 
lation T of the Board of Governors of the Federal Reserve System, pro- 
vided that such loan is made in the ordinary course of business, is made 
on substantially the same terms (including interest rate and collateral) as 
those prevailing at the time for comparable transactions with other per- 
sons, and does not involve more than normal risk of collectibility or pres- 
ent other unfavorable features. 

(3) "Subject person of the applicant" means: 

(A) In case the applicant is a reporting company, 

1. the chief executive officer of the applicant, 

2. the chief financial officer of the applicant, 

3. the person in charge of the travelers check business of the applicant, 
or 

4. any other person who is a director or executive officer of the appli- 
cant and who was not listed as such in the last annual report (Securities 
and Exchange Commission Form 10-) filed by the applicant pursuant to 
Section 13 of the Securities Exchange Act of 1934 and regulations of the 
Securities and Exchange Commission issued thereunder or who was not 
listed as a nominee for director in the last proxy statement issued by the 
parent to its shareholders. 

(B) In case the applicant is not a reporting company but a parent of the 
applicant is a reporfing company, 

1. the chief executive officer of the applicant, 

2. the chief financial officer of the applicant, 

3. the person in charge of the travelers check business of the applicant, 
or 

4. any other person who is a director or executive officer of the appli- 
cant and who was not listed as a director or executive officer of the parent 
in the last annual report (Securities and Exchange Commission Form 
lO-K) filed by the parent pursuant to Secfion 13 of the Securities Ex- 
change Act of 1 934 and regulations of the Securides and Exchange Com- 
mission issued thereunder or who was not listed as a nominee for director 
in the last proxy statement issued by the parent to its shareholders. 

(C) In case neither the appHcant nor a parent of the applicant is a report- 
ing company, each director and executive officer of the applicant. 

(b) Provide a list showing, with respect to each person who is a director 
or executive officer of the applicant: 

(1) Name. 

(2) Title of each posifion held with the applicant. 

(c) Identify the executive officer of the applicant who is in charge of 
the travelers check business of the applicant. 

(d) Provide the following information with respect to each subject per- 
son of the applicant: 

(1) Give a brief account of the subject person's business experience 
during the last five years, including his principal occupations during such 
period and the name and principal address of any corporation or other or- 
ganization in which such occupations were carried out. 

(2)(A) In case any court or governmental agency has suspended or re- 
voked any license or other authorization or qualification of the subject 
person or of any associated organization of the subject person to transact 
the business of issuing or selling travelers checks, the business of issuing 
or selling payment instruments, the business of banking, the business of 
a bank holding company, or the securifies business, describe the circum- 
stances. 

(B) In case any court or governmental agency has temporarily or per- 
manently 

1. prohibited the subject person or any associated organization of the 
subject person from transacting any business of the kind referred to in 
Subparagraph (A) of this Paragraph (2), 

2. prohibited the subject person or any associated organization of the 
subject person from engaging in any conduct or practice with respect to 
any such business, 

3. removed the subject person or any associated organization of the 
subject person from, or prohibited the subject person or any associated 
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organization of the subject person from iiaving, any position or associ- 
ation witii an organization engaged in any such business, or 

4. imposed any monetary or other penalty upon the subject person or 
any associated organization of the subject person for having violated any 
law relating to any such business, describe the circumstances. 

(C) In case the subject person or any associated organization of the 
subject person is the subject of any pending proceeding of the kind re- 
ferred to in Subparagraph (A) or (B) of this Paragraph (2), describe the 
circumstances. 

(3)(A) In case any court or governmental agency has, for any reason 
other than nonpayment of fees, suspended or revoked any license or other 
authorization or qualification of the subject person to practice any profes- 
sion, occupation, or vocation (other than a license or other authorization 
or qualification of the kind referred to in Paragraph (2) of this Subdivi- 
sion (d)), describe the circumstances. 

(B) In case the subject person is the subject of any pending proceeding 
of the kind referred to in Subparagraph (A) of this Paragraph (3), describe 
the circumstances. 

(4)(A) In case the subject person or any associated organization of the 
subject person has applied for an adjudication of bankaiptcy, reorganiza- 
tion, arrangement, or other relief under any bankaiptcy, reorganization, 
insolvency, or moratorium law, describe the circumstances. 

(B) In case any person has applied against the subject person or any 
associated organization of the subject person or against any business or 
property of the subject person or of any associated organization of the 
subject person for the appointment of a receiver, fiscal agent, or similar 
officer orfor other relief of the kind described in Subparagraph (A) of this 
Paragraph (4), and such application is pending or such relief has been 
granted, describe the circumstances. 

(5) In case any court has entered judgment against the subject person 
or any associated organization of the subject person in any civil action 
based upon conduct involving fraud or dishonesty, describe the circum- 
stances. 

(6) In case the subject person or any associated organization of the sub- 
ject person has pleaded nolo contendere to, been convicted of, or been 
charged as a defendant in a pending criminal proceeding with, any crime 
relating to any business of the kind referred to in Subparagraph (A), Para- 
graph (2) of this Subdivision (d) or any crime involving fraud or dishon- 
esty, describe the circumstances. 

(e) In case the applicant is neither a reporting company nor a bank nor 
a savings and loan association, if any person who is, or is an associate of, 
any director or executive officer of the applicant was at any time during 
the last three years indebted to the applicant or the applicant's subsid- 
iaries (except any subsidiary which is a bank, savings and loan associ- 
ation, industrial loan company, or broker/dealer in securities extending 
credit under Regulation T of the Board of Governors of the Federal Re- 
serve System) in an amount which in the aggregate exceeds $10,000 or 
1 percent of the applicant's total assets, whichever is less, provide the fol- 
lowing information: 

(1) Identify the person, and describe the person's relationship to the 
applicant. 

(2) Describe the nature of the indebtedness and of the transaction in 
which it was incurred. 

(3) State the highest aggregate amount of the indebtedness outstanding 
at any time during the period since the filing of the applicant's last apph- 
cation for renewal of its license. 

(4) State the aggregate amount of the indebtedness currently outstand- 
ing. 

(5) State the rate of interest paid or charged on the indebtedness. 
Note. Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1. Amendment of subsection (a)(2)(B), redesignation of subsections 
(a)(3)(A)(i)-(iv) to (a)(3)(A) 1.-4., (a)(3)(B)(i)-(iv) to (a)(3)(B) 1.-4., and 
(d)(2)(B)(i)-(iv) to (d)(2)(B) 1.-4. and amendment of subsection (e) filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 1 1343.4(d) 
(Register 97, No. 15). 



§ 70.4106. Information Regarding Corporate Matters. 

(a) Provide a copy of the articles of the apphcant. as amended to the 
date of the fihng of the application, or, if the applicant has no articles, so 
state and provide a copy of the closest equivalent document, as amended 
to the date of the filing of the application. Such copy of the articles or of 
the closest equivalent document, as amended, shall be certified, in case 
the applicant is a California corporation, by the Secretary of State of the 
State of California or, in case the applicant is a foreign corporation, by 
an appropriate public official of the domiciliary jurisdiction of the appli- 
cant. 

(b)(1) In case the applicant is a California corporation, provide a Cer- 
tificate of Good Standing issued by the Secretary of State of the State of 
California as of a date within 30 days before the filing of the application, 
certifying that the applicant is a corporation which is duly organized, sub- 
sisting, and in good standing under the laws of the State of California. 

(2) In case the applicant is a foreign corporation, provide a certificate 
issued by an appropriate public official of the domiciliary jurisdicfion of 
the applicant as of a date within 30 days before the filing of the applica- 
tion, cerfifying that the applicant is a corporation which is duly orga- 
nized, subsisting, and in good standing under the laws of the domiciliary 
jurisdiction. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

§ 70.4107. Information Regarding Securities. 

With respect to each type of security of the applicant which is issued 
and outstanding or which is proposed to be issued: 

(a) Describe such type of security. 

(b) State the amount of the securities of such type which are issued and 

outstanding or which are proposed to be issued. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

§ 70.4108. Information Regarding Equity Security Owners. 
In case the applicant is not a reporting company and any person is 
known to the applicant to be a 10 percent (including associates) equity 
security owner of the applicant, or in case the applicant has a parent 
which is not a reporting company and any person is known to the appli- 
cant to be a 10 percent (including associates) equity security owner of 
such parent, provide the following informafion with respect to each such 
10 percent (including associates) equity security owner: 

(a) Name. 

(b) Business address. 

(c) Title of any posifion which the person holds with the applicant or 
with a parent of the applicant. 

(d) Amount and types of equity securifies of the applicant or of a parent 
of the applicant owned by the person and the person's associates. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

§ 70.4109. Information Regarding Affiliates. 

In case the applicant has a parent or any significant subsidiary, provide 
a list or diagram which includes the applicant and which contains the fol- 
lowing information with respect to each affiliate of the applicant which 
is a parent of the applicant, a significant subsidiary of such parent, or a 
significant subsidiary of the applicant or which is significantly involved 
or is proposed to be significantly involved in the travelers check business 
of the applicant: 

(a) State the name of the affiliate. 

(b) Show the relationship of the affiliate to the apphcant and to each 
other affiliate in the list or diagram. In case any affiliate which is a subsid- 
iary is not wholly owned by its immediate parent, state the percentage of 
voting securifies of such subsidiary which is owned by such immediate 
parent or the other basis upon which the subsidiary is controlled by the 
immediate parent. 

(c) State in a word or phrase the principal line of business of the affili- 
ate. 
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(d) In case the affiliate is significantly involved or is proposed to be 
significantly involved in the travelers check business of the applicant, 
briefiy describe such involvement. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Amendment of subsection (b) filed 4-7-97; operative 4-7-97 pursuant to Gov- 
ernment Code section 11343.4(d) (Register 97, No. 15). 

§ 70.4110. Information Regarding Controlling Persons. 

In case any person controls the applicant, provide the following infor- 
mation: 

(a) Identify the controlling person. 

(b) Describe the basis of the controlling person's control of the appli- 
cant and state the percentage of each class of vofing securities of the 
applicant which the controlling person owns, directly or indirectly, of re- 
cord or beneficially. 

(c) In case the controlling person participates in the management or 

operafions of the applicant, describe such parficipation. 

NOTE: Authority cited: Section 215. Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

§ 70.41 1 1 . Information Regarding Financial Statements 
and Reports. 

(a) In case the applicant is not a reporting company: 

(1) Provide the following financial statements of the applicant: 

(A) Balance sheet as of a date within 120 days before the filing of the 
application. 

(B) If the balance sheet called for in Subparagraph (A) of this Para- 
graph (1) is not as of the end of a fiscal year of the applicant, a balance 
sheet as of the end of the fiscal year of the applicant next preceding the 
date of such balance sheet. 

(C) Statement of income, a statement of cash flows, and a statement 
of shareholders' equity for each of the two fiscal years of the applicant 
next preceding the date of the balance sheet called for in Subparagraph 
(A) of this Paragraph (1) and, if such balance sheet is not as of the end 
of a fi seal year of the applicant, a statement of income for the interi m peri - 
od from the date of the balance sheet called for in Subparagraph (B) of 
this Paragraph (1) to the date of the balance sheet called for in Subpara- 
graph (A) of this Paragraph (1). 

(2) In case the applicant has any subsidiaries, provide the financial 
statements called for in Paragraph (1) of this Subdivision (a) on a consoli- 
dated basis. 

(b) In case the applicant has a parent which is not a reporting company, 
provide the following financial statements of such parent on a consoli- 
dated basis: 

(1) Balance sheet as of a date within 120 days before the filing of the 
application. 

(2) If the balance sheet called for in Paragraph ( 1) of this Subdivision 
(b) is not as of the end of a fiscal year of the parent, a balance sheet as of 
the end of the fiscal year of the applicant net preceding the date of such 
balance sheet. 

(3) Statement of income, a statement of cash flows, and a statement of 
shareholders' equity for each of the two fiscal years of the parent next 
preceding the date of the balance sheet called for in Paragraph (1) of this 
Subdivision (b) and, if such balance sheet is not as of the end of a fiscal 
year of the applicant, a statement of income for the interim period from 
the date of the balance sheet called for in Paragraph (2) of this Subdivi- 
sion (b) to the date of the balance sheet called for in Paragraph (1) of this 
Subdivision (b). 

(c) In case the applicant presently transacts the business of issuing 
travelers checks outside the State of California: 

(J ) Provide a statement showing the amount of travelers checks issued 
by the applicant during each of the periods covered by the statements of 
income referred to in Subparagraph (C), Paragraph (1), Subdivision (a) 
of this Section. 



(2) Provide a statement showing, as of the date of each of the balance 
sheets referred to in Paragraph (1), Subdivision (a) of this Section, the 
amount of travelers checks issued by the applicant which were outstand- 
ing, the amount of travelers checks issued by the applicant which were 
outstanding (foreign), and the amount of travelers checks issued by the 
applicant which were outstanding (woridwide). 

(3) Provide, if available, a statement showing, as of the date of each 
of the balance sheets referred to in Paragraph (1 ), Subdivision (a) of this 
Section, the amount of travelers checks issued by the applicant in the 
United States which were unpaid, the amount of travelers checks issued 
by the applicant outside the United States which were unpaid, and the to- 
tal amount of travelers checks issued by the applicant which were unpaid. 

(4) Provide a statement showing the amount of travelers checks issued 
by the applicant which were pre-clears as of the date of each of the bal- 
ance sheets referred to in Paragraph (1), Subdivision (a) of this Secfion. 

(5) Provide a statement of the eligible securities owned by the appli- 
cant as of the date of the balance sheet referred to in Subparagraph (A), 
Paragraph (1), Subdivision (a) of this Section, showing the total value of 
such eligible securiues, as determined in accordance with Financial Code 
Section 1 876. 1 (f)r and containing the following information with respect 
to each eligible security: 

(A) Identify the security, including the name of the issuer, the type of 
the security, and such other information as may be necessary to distin- 
guish the security from other securities issued by the same issuer. 

(B) State the value of the security, as determined in accordance with 
Financial Code Section 1876.1(f). 

(C) In case the qualification of the security as an eligible security de- 
pends upon the assignment of an eligible rafing by an eligible securifies 
rating service, state the rafing assigned to the security by an eligible secu- 
rifies rafing service and idenfify such eligible securifies rafing service. 

(d)( 1 ) Provide a copy of each of the last two annual reports of the appli- 
cant to its shareholders, a copy of any interim report issued by the appli- 
cant to its shareholders since the last annual report, and a copy of the last 
proxy or informafion statement issued by the applicant. 

(2) If the applicant is required to file reports with the Securifies and Ex- 
change Commission pursuant to Secfion 13 of the Securifies Exchange 
Act of 1934 and regulations of the Securities and Exchange Commission 
issued thereunder, provide a copy of each of the last two annual reports 
(Securifies and Exchange Commission Form 10-K) filed by the appli- 
cant with the Securities and Exchange Commission and a copy of each 
quarterly report (Securifies and Exchange Commission Form 10-Q) and 
current report (Securifies and Exchange Commission Form 8-K) filed by 
the applicant with the Securifies and Exchange Commission since the last 
annual report. 

(e) In case the applicant has a parent: 

( 1 ) Provide a copy of each of the last two annual reports of the parent 
to its shareholders, a copy of any interim report issued by the parent to 
its shareholders since the last annual report, and a copy of the last proxy 
or information statement issued by the parent. 

(2) If the parent is required to file reports with the Securifies and Ex- 
change Commission pursuant to Secfion 13 of the Securities Exchange 
Act of 1934 and regulafions of the Securities and Exchange Commission 
issued thereunder, provide a copy of each of the last two annual reports 
(Securities and Exchange Commission Form 10-K) filed by the parent 
with the Securifies and Exchange Commission and a copy of each quar- 
terly report (Securifies and Exchange Commission Form 1 0-Q) and cur- 
rent report (Securities and Exchange Commission Form 8-K) filed by the 
parent with the Securities and Exchange Commission since the last annu- 
al report. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1856, Fi- 
nancial Code. 

History 

1. Amendment of subsections (a)(1)(C) and (a)(2), repealer of subsections (b) and 
(d), subsection relettering, amendment of newly designated subsections (b) and 
(b)(2)-(3), repealer of newly designated subsections (c)(5) and (c)(7), and sub- 
section renumbering filed 4-7-97; operative 4—7-97 pursuant to Government 
Code section 1 1343.4(d) (Register 97, No. 15). 
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2. Amendment of subsections (a)(1)(C), (b)(3), (d)(l)-(2) and (e)(])-(2) and 
amendment of Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.41 1 2. Information Regarding Extensions of Credit. 

(a) In case the applicant or any affiliate of the applicant which is signif- 
icantly involved or is proposed to be significantly involved in the travel- 
ers check business of the applicant (other than an applicant or affiliate 
which is a bank) has extended credit or committed to extend credit in an 
amount exceeding $25,000 directly or indirectly to, or for the benefit of 
any non-California agent or any proposed California agent of the appli- 
cant (other than an agent or proposed California agent which is a subsid- 
iary of the applicant) and such extension of credit or commitment is out- 
standing, identify the parties and describe the terms of the transaction. 

(b) In case any person has made a commitment to extend credit to the 

applicant and such commitment is outstanding, identify such person (or, 

if the person was a group of banks, identify the lead bank of such group 

and indicate that it is the lead bank of a group of banks) and describe the 

terms of the commitment. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

§ 70.4113. Bnformation Regarding Legal Proceedings. 

(a) For purposes of this Section: 

(1) A proceeding involving the applicant or a subsidiary of the appli- 
cant shall not be deemed to be material: 

(A) If the proceeding is ordinary routine litigation incidental to the 
business of the applicant or of the subsidiary; or 

(B) If the proceeding involves primarily a claim for damages and if the 
amount of damages claimed (excluding interest and costs) against the 
applicant or the subsidiary does not exceed 10 percent of the current as- 
sets of the applicant and its subsidiaries on a consolidated basis. For pur- 
poses of computing the amount of damages claimed, in case a proceeding 
presents in large degree the same issues as other proceedings pending or 
known to be contemplated, the amount of damages claimed in such pro- 
ceeding shall be deemed to include the amounts of damages claimed in 
such other proceedings. 

(2) Notwithstanding the provisions of Paragraph (1) of this Subdivi- 
sion (a), each of the following proceedings shall be deemed to be materi- 
al: 

(A) Any material proceeding in which any affiliate of the applicant or 
any person who is, or who is an associate of, any 

(i) director, 

(ii) executive officer, or 

(iii) five percent voting security owner of the applicant, is a party ad- 
verse to, or has a material interest adverse to, the applicant or any subsid- 
iary of the applicant. 

(B) Any bankruptcy, receivership, or similar proceeding. 

(b) In case the applicant is not a reporting company, if the applicant or 
any subsidiary of the applicant is a party to, or any property of the appli- 
cant or of any subsidiary of the applicant is the subject of, any material 
proceeding pending before any court or governmental agency, describe 
such proceeding, including: 

(1) Title of the proceeding. 

(2) Name and address of the court or of the governmental agency be- 
fore which the proceeding is pending. 

(3) Names of the principal parties to the proceeding. 

(4) Date the proceeding was commenced. 

(5) Description of factual basis alleged to underiie the proceeding. 

(6) Relief sought in the proceeding. 

(7) Status of the proceeding. 

(c) In case the applicant is not a reporting company, if any material 
proceeding to which the applicant or any subsidiary of the applicant 
would be a party or of which any property of the applicant or of any sub- 
sidiary of the applicant would be the subject, is known to the applicant 
to be contemplated by any governmental agency, describe such proceed- 
ing, including information comparable to the information called for in 
Paragraphs (I) to (7), inclusive, of Subdivision (b) of this Section. 



NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

§ 70.41 14. Information Regarding Travelers Check or 
Payment Instrument Licenses. 

In case the applicant has any travelers check or payment instrument 
license issued by a governmental agency within the United States, pro- 
vide the following information with respect to each such license: 

(a) Name, address, and, if available, telephone number of the govern- 
mental agency by which the licen.se was issued. 

(b) Business which the applicant is authorized to transact under the li- 
cense. 

(c) Any material conditions to which the license is subject. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1. Repealer of subsection (b) and subsection relettering filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1 343 .4(d) (Register 97, No. 1 5). 

§ 70.4115. Information Regarding Business Plan. 

Provide a business plan for the applicant which includes all of the fol- 
lowing: 

(a) Description of the market that the applicant proposes to serve. 

(b) Description of the services and products proposed to be offered by 
the applicant. 

(c) Analysis of the need for the services and products proposed to be 
offered by the applicant. 

(d) Description of competition in the proposed market of the applicant, 
including the name of each other business which provides to the pro- 
posed market of the applicant services and products that are similar to any 
of the principal services and products proposed to be provided by the 
applicant. 

(e) Description of how services and products of the applicant will be 
marketed in consideration of the existing and anticipated competition. 

(0 Analysis of the capital, financial, physical and human resources re- 
quired by the applicant to successfully implement the proposed business 
plan. 

(g) In case any material element of the business plan is based on an as- 
sumption, a statement of the assumption, and the justification for the as- 
sumption. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 856, Fi- 
nancial Code. 

History 
1 . Amendment of section heading, repealer and new section, and amendment of 
Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.41 1 6. Information Regarding California Offices. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 70.4117. Information Regarding Proposed Agents. 

In case the applicant proposes to have any agents, provide the follow- 
ing information: 

(a) Describe the types of business conducted by the applicant's pro- 
posed agents. 

(b) Provide a copy of each form of contract which the applicant pro- 
poses to make with its agents in accordance with Financial Code Section 
1869. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer of subsections (a), (b) and (e), and subsection relettering filed 4-7-97; 
operative 4-7-97 pursuant to Government Code section 11343.4(d) (Register 
97, No. 15). 

§ 70.41 1 8. Information Regarding Operations. 

(a) Describe the manner in which the applicant proposes to conduct its 
travelers check business after it becomes a licensee, including the proce- 
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dures and policies which the apphcant proposes lo follow with respect to 
the following matters: 

(J) Selecting and appointing agents and non-California agents. 

(2) Distributing blank travelers checks to agents and non-California 
agents and controlling blank travelers checks. 

(3) Requiring agents which are subject to Financial Code Section 1 87 1 
to report sales of travelers checks in accordance with Financial Code Sec- 
tion 1 871, and requiring other agents and non-California agents to report 
sales of travelers checks. 

(4) Requiring agents which are subject to Financial Code Section 1 871 
to remit proceeds from sales of travelers checks in accordance with Fi- 
nancial Code Section 1871, and requiring other agents and non-Califor- 
nia agents to remit proceeds from sales of travelers checks. 

(5) Receiving and investing proceeds from sales of travelers checks. 

(6) Accounting for amounts due from agents and non-California 
agents on account of sales of travelers checks. 

(7) Accounting for unpaid travelers checks. 

(8) Paying travelers checks. 

(b) In case the apphcant presently transacts outside the State of Cali- 
fornia the business of issuing travelers checks, if its proposed operations, 
as described in accordance with Subdivision (a) of this Section, differ in 
any material respect from its present operations, describe such differ- 
ence. 

(c) State the address of each place where the applicant proposes to 
maintain records relating to its travelers check business. 

(d) In case the applicant maintains or proposes to maintain any fidelity 
bond, describe such fidelity bond. 

NOTE: Authority cited: Section 21.5, Financial Code. Reference: Section 1856, Fi- 
nancial Code. 

History 
1. Amendment of subsection (a)(2) and Note filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 

§ 70.41 1 9. Information Regarding Forms of Travelers 
Checks. 

(a) Provide a specimen copy of each form of travelers check which the 
applicant proposes to issue in the State of Cahfomia. Each such copy 
shall be certified by the secretary or by an assistant secretary of the appli- 
cant. 

(b) If the applicant proposes to issue any such form of travelers check 
only in certain circumstances (for example, only through a certain agent 
or type of agent or only in certain geographical areas), describe such cir- 
cumstances. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14 A, Division 1 and Section 1865, Financial Code. 

§ 70.4120. Information Regarding Clearing Bank. 

In case any travelers checks which the applicant proposes to issue in 
the State of California are drawn on, payable through, or payable at a 
bank state the name of the clearing bank, the address of the head office 
of the clearing bank, and the address and telephone number of the office 
of the clearing bank on which the travelers checks are drawn, or at or 
through which the travelers checks are payable. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Amendment filed 4-7-97; operafi ve 4-7-97 pursuant to Government Code sec- 
tion 11343.4(d) (Register 97, No. 15). 

§ 70.4121. Information Regarding Pro Forma Financial 
Statements. 

(a) Provide a pro forma balance sheet of the applicant as of the end of, 
a pro forma statement of income for, a pro forma statement of cash flows 
for, and a pro forma statement of shareholders' equity for, the first half- 
year of operation, the first year of operation, the second year of operation, 
and the third year of operation after the applicant becomes a licensee. 



(b) Provide a pro forma statement showing the amount of travelers 
checks issued by the applicant during the first half-year of operation, the 
first year of operation, the second year of operation, and the third year of 
operation after it becomes a licensee, detailing in each case the amount 
issued in the State of California, the amount issued in the United States, 
the amount issued outside the United States, and the total amount issued. 

(c) Provide a pro forma statement showing, as of the end of the first 
half-year of operation, the first year of operation, the second year of op- 
eration, and the third year of operation after the applicant becomes a li- 
censee, the amount of travelers checks issued by the applicant which is 
outstanding, the amount which is outstanding (foreign), and the amount 
which is outstanding (worldwide). 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

I . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11343.4(d) (Register 97, No. 15). 

§ 70.4122. Information Regarding Reasonable Promise of 
Successful Operation. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.4123. Information Regarding Compliance with 
Financial Code Section 1876.8. 

In case the applicant presently transacts the business of issuing travel- 
ers checks outside the State of California, if the value of the eligible secu- 
rities owned by the applicant, as shown in the statement called for in Sec- 
tion 70.41 1 1(c)(5) of this Chapter, is less than the amount of outstanding 
travelers checks issued by the applicant as of the date of such stateinent, 
show how the applicant plans to comply with the provisions of Financial 
Code Section 1876.8. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11343.4(d) (Register 97, No. 15). 

§ 70.4124. Information Regarding Authorization of Board. 

(a) Provide a copy of a resolution of the Board of the applicant: 

(1) Authorizing the applicant to apply for a license. 

(2) Authorizing the Commissioner to examine the applicant in connec- 
tion with the application. 

(3) Authorizing and directing all directors, officers, and employees of 
the applicant and any person having custody of any of the records of the 
applicant, to furnish to the Commissioner such information, and to per- 
mit the Commissioner to inspect and copy such records, as the Commis- 
sioner may request in connection with the application. 

(4) Authorizing any bank or other financial institution with which the 
applicant has transacted business to furnish to the Commissioner such in- 
formation, and to permit the Commissioner to inspect and copy such re- 
cords, as the Commissioner may request in connection with the applica- 
tion. 

(5) Authorizing any governmental agency which licenses or regulates 
issuers of travelers checks, issuers of payment instruments, or other fi- 
nancial institutions and which has information or records regarding the 
applicant, to furnish to the Commissioner such information, and to per- 
mit the Commissioner to inspect and copy such records, as the Commis- 
sioner may request in connection with the application. 

(b) The copy of the resolution of the board called for in Subdivision 
(a) of this Section shall be certified by the secretary or by an assistant sec- 
retary of the applicant. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Change without regulatory effect amending secfion filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 
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§ 70.41125. Segnature, Acknowledgment, and Verification. 

(a) An application for a license shall be signed at the place provided 
on the facing page in the name of the applicant by an executive officer 
of the applicant. 

(b) The signature of the applicant on an application for a license shall 
be acknowledged. 

(c) An application for a license shall be verified by the executive offi- 
cer of the applicant who signs such application on behalf of the applicant. 
Such verification shall state that such executive officer has read the appli- 
cation (including the documents incorporated therein by reference), that 
he knows the contents of the application, and that the statements made 
in the application are taie and correct. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3. Chap- 
ter 14A, Division 1, Financial Code. 

History 
J . Amendment of subsections (a) and (c) filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1343.4(d) (Register 97, No. 15). 



§70.4126. 

An application for a license shall be accompanied by the fee prescribed 

in Financial Code Section 1852.2(a). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1852.2, 

Financial Code. 

History 

1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 



§70.4127. 

An amendment to an application for a license shall be signed in the 
name of the applicant by an executive officer of the applicant or by anoth- 
er person authorized to represent the applicant in connection with such 
application and shall be verified by such executive officer or other per- 
son. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Aiticle 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Amendment filed 4-7-97 ; operati ve 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 



Administrative Standards and 

Procedures 



§ 70.4200. Scope. 

This Subarticle contains regulations which set forth administrative 

standards and procedures relating to an application for a license. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Articles 3 and 4, 

Chapter 14A, Division 1, Financial Code. 

History 

1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§70.4201. Incomplete Appiication. 

As an administrative procedure, the Commissioner generally will re- 
ject for fihng any application for a license which is not substantially com- 
plete. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Articles 3 and 4, 
Chapter 14A, Division 1, Financial Code. 

History 

1 . Amendment filed 4-7-97 ; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.4202. Public Interest. 

(a) As an administrative standard, the Commissioner generally will 
find that approving an application for a license and granting such license 
would be against the public interest, within the meaning of Financial 
Code Section 1857(a), if the Commissioner finds: 

(1) That, subject to the limitations set forth in Financial Code Section 
1857(m), the financial condition of the applicant is such that it would be 



unsafe or unsound for the applicant to engage in the business of issuing 
travelers checks in the State of California; 

(2) That the applicant, any person (including, in case such person con- 
sists of a group of persons acting in concert, each person who is a meinber 
of such group) who controls or is proposed to control the applicant, or any 
director or executive officer of the applicant or of any person who con- 
trols or is proposed to control the applicant: 

(A) Has been convicted of, or has pleaded nolo contendere to, any 
crime involving an act of fraud or dishonesty; 

(B) Has consented to or suffered a judgment in any civil action based 
upon conduct involving an act of fraud or dishonesty; 

(C) Has consented to or suffered the suspension or revocation of any 
license or other authorization or qualification to engage in any profes- 
sion, occupafion, vocafion, or other business activity, based upon con- 
duct involving an act of fraud or dishonesty; or 

(D) Is not of sound financial standing; 

(3) That the applicant is not competent to engage in the business of is- 
suing travelers checks in the State of California; or 

(4) That the applicant's plan for engaging in the business of issuing 
travelers checks in the State of California does not afford reasonable 
promise of successful operation. 

(b) Subdivision (a) of this Secfion shall not be deemed to be an exclu- 
sive list of the grounds upon which the Commissioner may find that ap- 
proving an application for a license and granting such license would be 
against the public interest, within the meaning of Financial Code Section 
1857(a). 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Section 1 857, Fi- 
nancial Code. 

History 

1 . Amendinent of subsections (a) and (b) filed 4-7-97; operative 4-7-97 pursuant 
to Government Code section 1 1 343.4(d) (Register 97, No. 1 5). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

Subarticle 4= Post-Appiroval Matters 

§ 70.4300. Scope. 

This Subarticle contains regulations relating to matters after an appli- 
cation for a license is approved by the Commissioner. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.4301. Time for Filing Documents. 

In case a provision of this Subarficle calls for an applicant to file a doc- 
ument with the Commissioner not less than a specified number of days 
or business days before such applicant is issued a license, the applicant 
is encouraged to make the filing before such deadline, if possible, so as 
to allow ample time not only for the staff of the Department to process 
the document filed but also for the applicant to make any corrections or 
changes in such document that may be found to be necessary before the 
license is issued. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.4302. Reports. 

In addition to filing with the Commissioner each report called for in 
this Subarticle, an applicant shall file with the Commissioner each report 
which the provisions of the Travelers Checks Act or of this Subchapter 
require of a licensee. A report required by any such provision shall be 
filed within the period specified in such provision; however, any report 
which is required of a licensee under the provisions of Subarticle 3 (corn- 
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mencing with Section 70.8200). Article 9 of this Subchapter and which 
relates to an event that occurs before a license is issued to an applicant 
shall be filed with the Commissioner not less than five business days be- 
fore such license is issued, notwithstanding the fact that the provision 
which requires such report may allow a longer time for filing the report. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1, Financial Code. 

History 

I. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1 , California Code of Regulations (Register 97. No. 34). 

§ 70.4303. Implementation of Proposals. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 70.4304. Report Regarding Directors, Executive Officers, 
and Balance Sheet. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 15). 

§ 70.4305. Policy Regarding Agents and Non-California 
Agents. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 70.4306. Contract. 

In accordance with Financial Code Section 1858, not less than five 
business days before an applicant is issued a license, such applicant shall 
file with the Commissioner a Contract of Applicant for License Under 
Travelers Checks Act in the form of Department Form 4020, signed in 
the name of the applicant by an executive officer of the applicant. The 
signature of the applicant on such Contract shall be acknowledged. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1858, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.4307. Appointment of Commissioner as Agent for 
Service of Process. 

In accordance with Financial Code Section 1859, not less than five 
business days before an applicant is issued a license, such appUcant shall 
file with the Commissioner an Appointment of Commissioner of Banks 
as Agent for Service of Process in the form of Department Form 4025, 
signed in the name of the applicant by an executive officer of the appli- 
cant. The signature of the applicant on such Appointment shall be ac- 
knowledged. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1859, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section heading and section filed 
8-19-97 pursuant to section 100, title l,CaUfornia Code of Regulations (Regis- 
ter 97, No. 34). 

§ 70.4308. Authorization for Release of Information. 

Not less than five business days before an applicant is issued a license, 
such applicant shall file with the Commissioner an Authorization for Re- 
lease of Information in the form of Department Form 4030, signed in the 
name of the applicant by an executive officer of the applicant. The signa- 
ture of the applicant on such Authorization shall be acknowledged. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1 and Section 1877, Financial Code. 



History 

I . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.4309. Report Regarding California Offices and 
Agents. 

Not more than 30 days nor less than five business days before an appli- 
cant is issued a license, such applicant shall file with the Commissioner 
a report containing the following information: 

(a) State the address and telephone number of each of the applicant's 
offices in the State of California at which the applicant proposes to trans- 
act travelers check business, and describe the travelers check business 
proposed to be conducted at such office. 

(b) With respect to each of the applicant's proposed agents: 

(1) State the name of the agent. 

(2) State the address and, if available, the telephone number of each 
reporting/remitting office of the agent. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter I4A, Division 1, Financial Code. 

History 

1 . Amendment of first paragraph filed 4-7-97; operative 4-7-97 pursuant to Gov- 
ernment Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.4310. Report Regarding Differences from Application. 

(a) Not more than 30 days nor less than five business days before an 
applicant is issued a license, such applicant shall file with the Commis- 
sioner a report signed by an executive officer of the applicant, stating 
whether or not the applicant or the applicant's plan for transacting the 
business of issuing travelers checks in the State of California is or is to 
be different in any material respect from what was set forth in its applica- 
tion for a license and, if so, describing such difference. 

(b) As an administrative standard, if the Commissioner finds that an 
applicant or the applicant's plan for transacting the business of issuing 
travelers checks in the State of California is or is to be different in any 
material respect from what was set forth in its application for a license 
and that, if such difference had existed at the time when the Commission- 
er decided the application, the Commissioner would have denied the 
application, the Commissioner will revoke his approval of the applica- 
tion and will not issue a license to the applicant. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 857, Fi- 
nancial Code. 

History 

1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11 343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

3. Amendment of subsection (a) and Note filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 

§ 70.431 1 . Expiration and Extension of Approval of 
Application for a License. 

(a) The Commissioner's approval of an application for a license shall, 
unless extended by the Commissioner, expire one year after the date of 
such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for a license shall contain the following information: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of the applicant's progress to date in preparing to com- 
mence transacting in the State of California the business of issuing travel- 
ers checks. 

(3) Proposed timetable for completing preparations to commence 
transacting in the State of California the business of issuing travelers 
checks. 

(4) Amount of additional time requested for completing preparations 
to commence transacting in the State of California the business of issuing 
travelers checks. 

(5) Statement of reasons why such additional time is required for com- 
pleting preparations to commence transacting in the State of California 
the business of issuing travelers check. 
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NOTE: Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter I4A, Division 1, Financial Code. 

History 

1 . Amendment of section heading and subsections (a) and (b) filed 4-7-97 ; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 
15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
.section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.4312. License — Issuance and Expiration. 

(a) Not less than one business day before an applicant is issued a li- 
cense, such applicant shall file with the Commissioner an application for 
the issuance of such license. Such application shall slate the date on 
which the applicant proposes to commence transacting in the State of 
California the business of issuing travelers checks, and shall be accompa- 
nied by the fee prescribed in Financial Code Section 1852.2. 

(b) An applicant may commence transacting in the State of California 
the business of issuing travelers checks on or after the date on which a 
license is issued to such applicant. However, such license shall expire on 
the earlier of the following dates unless the applicant shall have com- 
menced transacting in the State of California the business of issuing trav- 
elers checks on or before such date: 

(1) Date on which the Commissioner's approval of the application for 
the license expires pursuant to Section 70.431 1 of this Chapter. 

(2) Thirtieth day after the date of the issuance of the license. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Amendment of section heading and subsections (a) and (b) filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 
15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



lenewal 



ense 



lartieie 



General Provisions 



§ 70.5000. Definition of "AppSicant" and Scope. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Articles 3 and 4, 

Chapter 14A, Division 1, Financial Code. 

History 
1. Repealer of article 6 (sections 70.5000-70.520 l),subarticlel (section 70.5000) 
and section filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11343.4(d) (Register 97, No. 15). 



Subarticte 2o Application 

§70.5100. Scope. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1. Repeale rof subarticle 2 (sections 70.5100-70.5120) and section filed 4-7-97; 

operative 4-7-97 pursuant to Government Code section 11343.4(d) (Register 

97, No. 15). 

§70.5101. Definition. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1 343.4(d) (Register 97, No. 15). 

§70.5102, Tome of Filing. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Financial Code 
Section 1857. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



§ 70.5103. Facing Page. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§70.5104. Additional Information. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter I4A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 70.5105. Information Regarding Directors and Executive 

Officers. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

I . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 70.5106. Information Regarding Changes in Articles. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 1.5). 

§ 70.5107. Information Regarding Equity Security Owners. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4—7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 70.5108. Information Regarding Affiliates. 

NOTE: Authority cited: Secdon 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 70.5109. Information Regarding Changes in Control. 

NotE; Authority cited: Secfion 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code secfion 
11343.4(d) (Register 97, No. 15). 

§ 70.5110. Information Regarding Financial Statements 
and Reports. 

NOTE; Authority cited: Secfion 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
I . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 70.51 1 1 . Information Regarding Eligible Securities. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97; operafive 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 70.5112. Information Regarding Legal Proceedings. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97. No. 15). 

§ 70.51 1 3. Information Regarding Travelers Check or 
Payment Instrument Licenses. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1. Repealer filed 4-7-97; operafive 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 
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§ 70.5114. Information Regarding Changes in Business, 
Policies, or Operations. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

I . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
n 343.4(d) (Register 97, No. 13). 

§ 70.51 1 5. Information Regarding California Offices. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97. No. 15). 

§ 70.5116. Information Regarding Agents. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Goveniment Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 70.5117. Information Regarding Special Reports. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 70.5118. Information Regarding Certain Documents. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 70.51 1 9. Signature and Verification. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14 A, Division 1, Financial Code. 

History 

I . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§70.5120. Amendment. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
ter 14A, Division 1, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subarticle 3. Administrative Standards and 
Procedures 



§ 70.5200. Scope. 

NOTE; Authority cited: Secfion 215, Financial Code. Reference: Articles 3 and 4, 
Chapter 14A, Division 1, Financial Code. 

History 
1. Repealer of subarticle 3 (sections 70.5200-70.5201) and section filed 4-7-97; 

operative 4-7-97 pursuant to Government Code section 11343.4(d) (Register 

97, No. 15). 



§70.5201. Issuance of License. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 
ter 14A, Division 1 and Section 1862, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Govemment Code section 
11343.4(d) (Register 97, No. 15). 



Article 7. Licensees 



Subarticle 1. General Provisions 

§ 70.6000. Scope. 

This Article contains regulations relating to licensees. This Subarticle 
contains general provisions relating to licensees. Subarticle 2 (cominenc- 
ing with Section 70.6100) of this Article contains regulations relating to 
unsafe and unsound acts of licensees. Subarticle 3 (commencing with 
Section 70.6200) of this Article contains regulations relating to the is- 
suance of travelers checks by licensees. Subarticle 4 (commencing with 
Section 70.6300) of this Article contains regulations relating to eligible 
securities. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

Subarticle 2. Unsafe and Unsound Acts 

§70.6100. Scope. 

This Subarticle contains regulations relating to unsafe and unsound 
acts of licensees. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 7, Chap- 
ter 14A, Division 1, Financial Code. 

§ 70.61 01 . Reports by Agents. 

It generally constitutes an unsafe and unsound act for a licensee to fail 
to use its best efforts to require that, whenever an agent (other than an 
agent which is subject to the provisions of Financial Code Section 1871) 
or non-California agent sells any travelers check issued by such licensee, 
such agent or non-California agent report such sale to the licensee, as fol- 
lows: 

(a) In case the sale took place in the United States, within 30 days after 
the sale. 

(b) In case the sale took place outside the United States, within 60 days 
after the sale. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 7, Chap- 
ter 14A, Division 1, Financial Code. 

Subarticle 3. Issuance of Travelers Checks 

§ 70.6200. Scope. 

This Subarticle contains regulations relating to the issuance of travel- 
ers checks by licensees. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision ] , Financial Code. 

§ 70.6201 . Form of Travelers Check. 

The form of a travelers check which a licensee files with the Commis- 
sioner in accordance with Financial Code Section 1865 shall be certified 
by the secretary or by an assistant secretary of such licensee. 
NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Section 1 865, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect amending secfion filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulafions (Register 97, No. 34). 



Subarticle 4. Eligible Securities 

§ 70.6300. Scope. 

This Subarticle contains regulations relating to eligible securities. 
NOTE; Authority cited: Section 215, Financial Code. Reference: Article 5.1, 
Chapter 14A, Division 1, Financial Code. 

§ 70.6301 . Ownership— Ability to Transfer. 

(a) For purposes of Financial Code Section 1876.2(a)(3), a Hcensee 
shall not be deemed to be able freely to otherwise transfer an eligible se- 
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curity which consists of a deposit in a bank or savings and loan associ- 
ation unless such licensee is abJe freely to withdraw such deposit. How- 
ever, if the deposit is a savings or time deposit and is subject to 
restrictions on withdrawal usually imposed on a savings or time deposit, 
as the case may be, the licensee shall not, on account of such restrictions, 
be deemed unable freely to withdraw the deposit. 

(b) For purposes of Financial Code Section 1876. J (a)(3), a licensee 
shall not be deemed to be able freely to negotiate, assign, or otherwise 
transfer an eligible security if any negotiation, assignment, or other trans- 
fer of such eligible security would constitute a breach or event of default 
by such licensee or by any affiliate of the licensee under any contract, ob- 
ligation, note, or other security issued by the licensee or by any affiliate 
of the licensee. For example, for purposes of Financial Code Section 
1 876.2(a)(3), a licensee shall not be deemed to be able freely to negotiate, 
assign, or otherwise transfer an eligible security which consists of a de- 
posit in a bank if such licensee's failure to maintain such deposit would 
constitute a breach of a provision for compensating balances set forth in 
a loan contract between such bank and the licensee or a parent of the li- 
censee. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1876.2, 
Financial Code. 

§ 70.6302. Ownership — Documented Nominee. 

For purposes of Financial Code Section 1876.2 and this Subchapter, 
"documented nominee," when used with respect to a licensee, means a 
partnership: 

(a) The articles of partnership of which authorize it to engage in no 
business other than the business of owning, buying, selling, or otherwise 
transferring of record securities which are owned beneficially by the li- 
censee; 

(b) The partners of which include no persons other than the licensee 
and officers and employees of the licensee; 

(c) Which is controlled by the licensee; 

(d) Which is beneficially owned solely and exclusively by the licens- 
ee; and 

(e) Which is shown by the records of the licensee to comply with the 

provisions of Subdivisions (a) to (d), inclusive, of this Section. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1876.2, 
Financial Code. 

§ 70.6303. Eligible Securities Rating Services. 

The Commissioner finds that each of the securities rating services 
named in the subdivisions of this Section has been continuously engaged 
in the business of rating securities for a period of not less than three years, 
is competent to rate securities, is nationally recognized for rating securi- 
ties in a competent manner, and publishes its ratings of securities on a na- 
tionwide basis. Therefore, the Commissioner declares each of the securi- 
ties rating services named in the subdivisions of this Section to be eligible 
securities rating services for purposes of the Travelers Checks Act: 

(a) Moody's Investors Service, Inc. 

(b) Standard and Poor's Corporation. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1876.5, 
Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.6304. Eligible Ratings. 

The Commissioner finds that the ratings assigned to the respective 
classes of securities by the respective eligible securities rating services, 
as specified in the subdivisions of this Section, indicate that such respec- 
tive classes of securities are each of sufficient quality to be eligible secu- 
rities. Therefore, the Commissioner declares the ratings assigned to the 
respective classes of securities by the respective eligible securities rating 
services, as specified in the subdivisions of this Section, to be eligible rat- 
ings for purposes of the Travelers Checks Act: 

(a) Moody's Investors Service, Inc.: 



(1) Corporate, state, and municipal bonds and railroad equipment trust 
certificates: Aaa, Aa, and A. 

(2) Preferred stock: aaa, aa, and a. 

(3) Commercial paper: P-1 and P-2. 
(b) Standard and Poor's Corporation: 

(1) Corporate, state, and municipal bonds and railroad equipment trust 
certificates: AAA, AA, and A. 

(2) Preferred stock: AAA, AA, and A. 

(3) Commercial paper: A-1 and A-2. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1876.6, 
Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 1 00, title 1 , California Code of Regulations (Register 97, No. 34). 



Article 8. Agents of Licensees 

§ 70.7000. Scope. 

Article contains regulations relating to agents of licensees. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.7001 . Records. 

Each agent of a licensee shall make, keep, and preserve such records 
regarding sales by such agent of travelers checks issued by such licensee 
and related matters as may be necessary to show at any Ume the follow- 
ing: 

(a) Amount, serial number, and date of sale of each travelers check 
sold, the sale of which the agent has not yet reported to the licensee. 

(b) Serial number and date of voiding of each travelers check voided, 
the voiding of which the agent has not yet reported to the licensee. 

(c) In case the agent is authorized to redeem travelers checks on behalf 
of the licensee, the amount, serial number, and date of redemption of each 
travelers check redeemed, the redemption of which the agent has not re- 
ported to the licensee. 

(d) Total amount and serial numbers of travelers checks sold, the sale 
of which the agent reported in its last report to the licensee. 

(e) Total amount and serial numbers of travelers checks sold, on ac- 
count of which the agent has not yet remitted funds to the licensee. 

(f) Date on which the agent last remitted funds to the hcensee on ac- 
count of travelers checks sold, the total amount of such funds, and the se- 
rial numbers of such travelers checks. 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 1869, Fi- 
nancial Code. 

§ 70.7002. Remittances. 

For purposes of the second paragraph of Financial Code Section 1871 , 
"representative," when used with respect to a licensee, means a person 
who is authorized by such licensee to receive remittances on behalf of the 
licensee from agents of the licensee, who holds any such remittance in 
trust for the licensee, and who transmits any such remittance to the licens- 
ee by the next business day following receipt. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1871, Fi- 
nancial Code. 

Article 9o Reports 



Subarticle 1. General Provisions 

§ 70.8000. Scope. 

This Article contains regulafions relating to reports which licensees 
are required to file with the Commissioner. This Subarticle contains gen- 
eral provisions relating to reports which licensees are required to file with 
the Commissioner. Subarticle 1.5 (commencing with Section 70.8050) 
of this Article contains regulations relating to the annual report of a li- 
censee. Subarticle 2 (commencing with Section 70.8100) of this Article 
contains regulafions relating to the quarteriy report of a licensee. Subar- 
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tide 3 (commencing with Section 70.8200) of this Article contains regu- 
lations relating to special reports of a licensee. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1863, 
1863.1 and 1864, Financial Code. 

History 

1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. Amendment of section and Note filed 4-14-98; operative 5-14-98 (Register 
98, No. 16). 

§70.8001. Definitions. 

In this Article: 

(a) "Annual report," when used with respect to a licensee, means a re- 
port which such licensee is required to file with the Commissioner pur- 
suant to Financial Code Section 1863.1 and Subarticle 1.5 (commencing 
with Section 70.8050) of this Article. 

(b) "Quarterly report," when used with respect to a licensee, means a 
report which such licensee is required to file with the Commissioner pur- 
suant to Financial Code Section 1863 and Subarticle 2 (commencing 
with Section 70.8 J 00) of this Article. 

(c) "Special report," when used with respect to a licensee, means a re- 
port which such licensee is required to file with the Commissioner pur- 
suant to Subarticle 3 (commencing with Section 70.8200) of this Article 
or an order issued by the Commissioner under Financial Code Section 
1864. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1863, 
1863.1 and 1 864, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. New subsection (a), subsection relettering, and amendment of Note filed 
4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8002. Signature and Verification. 

An annual, quarterly, or special report of a licensee to the Commis- 
sioner shall be signed in the name of such licensee by an officer of the 
licensee and shall be verified by such officer. Such verification shall state 
that the officer has read the report (including documents incorporated 
therein by reference), that he knows the contents of the report, and that 
the statements made in the report are taie and correct. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1863, 
1863.1 and 1864, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. Amendment of section and Note filed 4-14-98; operative 5-14-98 (Register 
98, No. 16). 



Subarticle 1.5. Annual Reports 

§ 70.8050. Scope. 

This Subarticle contains regulations relating to the annual report of a 

licensee. 

NotE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 

Financial Code. 

History 

1. New subarticle 1.5 (sections 70.8050-70.8062) and section filed 4-14-98; op- 
erative 5-14-98 (Register 98, No. 16). 

§70.8051. Definition. 

In this Subarticle, "fiscal year" means the fiscal year of a licensee next 
preceding the filing of the annual report of such licensee. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 
1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8052. information Required. 

The annual report of a licensee shall contain the following: 



(a) The information called for in Subdivisions (a) and (b) of Financial 
Code Section 1863.1. 

(b) The information called for in Sections 70.8053 to 70.8062, inclu- 
sive, of this Chapter. 

Note: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 
1 . New section filed 4-14-98; operative 5-14-98 (Register 98, No, 16). 

§ 70.8053. Information Regarding Financial Statements. 

(a) In case the licensee has any subsidiaries, provide the financial state- 
ments called for in Financial Code Section 1863.1(a) on a consolidated 
basis. 

(b) In case the licensee has a parent which is not a reporting company, 
provide the following financial statements of the parent on a consolidated 
basis: 

(1) Balance sheet as of the end of the last fiscal year of the parent. 

(2) Statement of income, a statement of shareholder's equity, and a 
statement of cash flows for the last fiscal year of the parent. 

(c)(]) Provide a statement showing the amount of travelers issued by 
the licensee during the fiscal year, detailing the amount issued in the State 
of California and the total amount issued. 

(2) In case the fiscal year of the licensee is not a calendar year, provide 
a statement showing the amount of travelers checks issued by the licensee 
during the last calendar year, detailing the amount issued in the State of 
California and the total amount issued. 

(d)( 1 ) In case a parent of the licensee has, since the filing of the licens- 
ee' s last annual report (or if the annual report is the licensee's first annual 
report, since the later of (i) the beginning of the fiscal year or (ii) the date 
on which the licensee was issued its license), filed with the Securities and 
Exchange Commission a registration statement (other than a registration 
statement in the form of Securities and Exchange Commission Form 
S-8) pursuant to the Securities Act of 1933 and regulations of the Securi- 
ties and Exchange Commission issued thereunder or a notification pur- 
suant to Regulation A, E, or F of the Securities and Exchange Commis- 
sion, provide a copy of such document. 

(2) In case a parent of the licensee has, since the fiHng of the licensee's 
last annual report (or if the annual report is the license's first annual re- 
port, since the later of (i) the beginning of the fiscal year or (ii) the date 
on which the licensee was issued its license), filed with the Securities and 
Exchange Commission a registration statement, report, proxy or infor- 
mation statement, or other document pursuant to Section 12, 13, or 14 of 
the Securities Exchange Act of 1934 or regulafions of the Securities and 
Exchange Commission issued thereunder, provide a copy of such docu- 
ment. 

(3) In case a parent of the licensee has, since the filing of the licensee's 
last annual report (or if the annual report is the licensee's first annual re- 
port, since the later of (i) the beginning of the fiscal year or (ii) the date 
on which the licensee was issued its license), issued a report, notice, 
proxy or information statement, or similar document to the holders of any 
class of its securities, provide a copy of such document. However, this 
Paragraph (3) does not apply to any document a copy of which the licens- 
ee is required to provide pursuant to Paragraph (2) of this Subdivision (f). 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 

1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8054. Information Regarding Directors and Executive 
Officers. 

(a) In this Section, to be "indebted" does not include indebtedness on 
account of any of the following: 

(1) Any amount due for purchases subject to usual trade terms, for or- 
dinary travel and expense advances, or for other transactions in the ordi- 
nary course of business. 

(2) Any loan made by a bank, savings and loan association, industrial 
loan company or securities broker-dealer extending credit under Regula- 
fionT of the Board of Governors of the Federal Reserve System, provided 
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that such loans is made in the ordinary course of business, is made on sub- 
stantially the same terms (including interest rate and collateral) as those 
prevailing at the time for comparable transactions with other persons, and 
does not involve more than normal risk of collectibility or present other 
unfavorable features. 

(b) Provide a list showing, with respect to each person who was a direc- 
tor or executive officer of the licensee at the end of the fiscal year: 

(l)Name. 

(2) Title of each position held with the licensee. 

(c) Identify the executive officer of the licensee who is in charge of the 
travelers check business of the licensee. 

(d) In case the licensee is neither a reporting company nor a bank, sav- 
ings and loan association, or an industrial loan company if any person 
who at the end of the fiscal year was, or was an associate of, any director 
or executive officer of the licensee was at any time during the fiscal year 
indebted to the licensee or the licensee's subsidiaries (except any subsid- 
iary which is a bank, savings and loan association, industrial loan compa- 
ny, or broker/dealer in securities extending credit under Regulation T of 
the Board of Governors of the Federal Reserve System) in an amount 
which in the aggregate exceeds $25,000 or J percent of the licensee's to- 
tal assets, whichever is less, provide the following information: 

(1) Identify the person, and describe the person's relationship to the 
licensee. 

(2) Describe the nature of the indebtedness and of the transaction in 
which it was incurred. 

(3) State the highest aggregate amount of the indebtedness outstanding 
at any time during the fiscal year. 

(4) State the aggregate amount of the indebtedness currently outstand- 
ing. 

(5) State the rate of interest paid or charged on the indebtedness. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 863.1, 
Financial Code. 

History 
1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8055. Information Regarding Equity Security Owners. 
In case the licensee is not a reporting company and any person is 
known to the licensee to have been a 10 percent (including associates) 
equity security owner of the licensee as of the end of the fiscal year or in 
case the licensee has a parent which is not a reporting company and any 
person is known to the licensee to have been a 10 percent (including asso- 
ciates) equity security owner of such parent as of the end of the fiscal 
year, provide the following information with respect to each such 10 per- 
cent (including associates) equity security owner: 

(a) Name. 

(b) Business address. 

(c) Title of any position which the person holds with the licensee or 
with a parent of the licensee. 

(d) Amount and types of equity securities of the licensee or of a parent 
of the licensee owned by the person and the person's associates. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 
1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8056. Information Regarding Affiliates. 

In case the licensee had a parent or any significant subsidiary as of the 
end of the fiscal year, provide a list or diagram which includes the licens- 
ee and which contains the following information with respect to each af- 
filiate of the licensee which was, as of the end of the fiscal year, (i) a par- 
ent of the licensee, (ii) a significant subsidiary of such parent, (iii) a 
significant subsidiary of the licensee, or (iv) significantly involved in the 
travelers check business of the licensee. 

(a) State the name of the affiliate. 

(b) Show the relationship of the affiliate to the licensee and to each oth- 
er affiliate in the list or diagram. In case any affiliate which was a subsid- 
iary was not wholly-owned by its immediate parent, state the percentage 



of voting securities of such subsidiary which was owned by such immedi- 
ate parent or the other basis upon which the subsidiary was controlled by 
the immediate parent. 

(c) State in a word or phrase the principal line of business of the affili- 
ate. 

(d) In case the affiliate was significantly involved in the travelers 
check business of the licensee, briefiy describe such involvement. 
Note-. Authority cited: Section 215, Financial Code. Reference; Section 1863.1, 
Financial Code. 

History 

1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8057. Information Regarding California Offices. 

In case the licensee, as of the end of the fiscal year, maintained any of- 
fices in the State of California at which it transacted travelers check busi- 
ness, provide the following information with respect to each such office: 

(a) State the address and telephone number of the office. 

(b) Describe the travelers check business conducted at the office. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 
1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8058. Information Regarding Agents. 

In case the licensee had any agents as of the end of the fiscal year, pro- 
vide the following information with respect to each agent: 

(a) State the name of the agent. 

(b) State the address and, if available, the telephone number of each 
reporting/remitting office of the agent. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 
1. New secfion filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8059. Information Regarding Eligible Securities. 

State whether or not the licensee has complied with the provisions of 
Financial Code Section 1876.8 at all times since the filing of the licens- 
ee's last annual report (or if the annual report is the licensee's first annual 
report, at all times while the licensee was licensed during the fiscal year), 
and, if not, explain the circumstances. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 
1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8060. Information Regarding Changes in Control. 

If there was any change in control of the licensee since the filing of the 
last annual report (or if the annual report is the licensee's first annual re- 
port, since the later of (i) the beginning of the fiscal year or (ii) the date 
on which the licensee was issued its license), provide the following infor- 
mafion: 

(a) In case the licensee is not a reporting company: 

(1) Identify the new controlling person. 

(2) Describe the basis of the new controlling person's control of the 
licensee and state the percentage of voting securities of the licensee 
which the new controlling person owns, directly or indirectly, of record 
or beneficially. 

(3) State the date on which the new controlling person acquired con- 
trol. 

(4) Describe the transaction which resulted in the change in control, 
including: 

(A) State the nature, amount, and source of consideration for the 
change in control; and 

(B) IdenUfy the person from whom the new controlling person ac- 
quired control. 

(5) In case the new controlling person participates or proposes to par- 
ticipate in the management or operations of the licensee, describe such 
participation. 

(b) In any case: 
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(!) Provide a copy of each of the last two annual reports of the new con- 
trolling person to its shareholders, and a copy of any interim report issued 
by the new controlling person. 

(2) If the new controlling person is required to file reports with the Se- 
curities and Exchange Commission pursuant to Section J 3 of the Securi- 
ties and Exchange Act of 1934 and regulations of the Securities and Ex- 
change Commission issued thereunder, provide a copy of each of the last 
two annual reports (Securities and Exchange Commission Form 10-K) 
filed by the new controlling person with the Securities and Exchange 
Commission and a copy of each quarterly report (Securities and Ex- 
change Commission Form 10-Q) and current report (Securities and Ex- 
change Commission Form 8-K) filed by the new controlling person with 
the Securities and Exchange Commission since the last annual report. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 

]. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8061 . Information Regarding Travelers Check or 
Payment Instrument Licenses. 

(a) In case the licensee has, since the filing of the last annual report (or 
if the annual report is the licensee's first annual report, since the later of 
(i) the beginning of the fiscal year or (ii) the date on which the licensee 
was issued its license), obtained any new travelers check or payment in- 
strument license from a governmental agency within the United States, 
provide the following information with respect to each such license: 

(1) Name, address, and, if available, telephone number of the govern- 
mental agency by which the license was issued. 

(2) Business which the licensee is authorized to transact under the h- 
cense. 

(3) Any material conditions to which the license is subject. 

(b) In case any application by the licensee for a new travelers check 
or payment instrument license has, since the filing of the licensee's last 
annual report (or if the annual report is the licensee's first annual report, 
since the later of (i) the beginning of the fiscal year or (ii) the date on 
which the licensee was issued its license), been denied by a governmental 
agency within the United States, provide a copy of the order, decision, 
or other instrument by which such application was denied. 

(c) In case any travelers check or payment instrument license of the li- 
censee which was issued by a governmental agency within the United 
States has, since the filing of the licensee's last annual report (or if the 
annual report is the licensee's first annual report, since the later of (i) the 
beginning of the fiscal year or (ii) the date on which the licensee was is- 
sued its license), been suspended, revoked, voluntarily surrendered, or 
otherwise terminated or in case any travelers check or payment instru- 
ment license of the licensee which was issued by a governmental agency 
outside the United States has, since the filing of the licensee's last annual 
report (or if the annual report is the licensee's first annual report, since 
the later of (i) the beginning of the fiscal year or (ii) the date on which the 
licensee was issued its license), been suspended, revoked, or otherwise 
involuntarily terminated (other than for nonpayment of fees), provide the 
following information: 

(1) Name, address, and, if available, telephone number of the govern- 
mental agency by which the license was issued. 

(2) Describe the business which the licensee was authorized to transact 
under the license. 

(3) State the date on which the license was terminated. 

(4) State the reasons why the license was terminated. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 
1. New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 70.8062. Information Regarding Special Reports. 

In case the licensee has not filed with the Commissioner any of the spe- 
cial reports which it was required to file since the filing of its last annual 
report (or if the annual report is the licensee's first annual report, since 



the later of (i) the beginning of the fiscal year or (ii) the date on which the 

licensee was issued its licen.se), file such special report concurrently with 

the filing of the annual report and explain in the annual report the reasons 

why the licensee failed to file the special report on a timely basis. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863.1, 
Financial Code. 

History 

1 . New section filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



Subarticle 2. Quarterly Reports 

§70.8100. Scope. 

This Subarticle contains regulaUons relating to the quarterly report of 
a licensee. 

NOTE; Authority cited: Section 2 1 5, Financial Code. Reference: Section 1 863, Fi- 
nancial Code. 

§70.8101. Definition. 

In this Subarticle, "quarter," when used with respect to a quarterly re- 
port, means the calendar quarter covered by such quarterly report. 

NOTE: Authority cited: Section 21 5, Financial Code. Reference: Section 1863, Fi- 
nancial Code. 

§ 70.81 02. Time of Filing. 

A licensee shall file a quarterly report with the Commissioner within 
45 days after the end of each calendar quarter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§70.8103. Information Required. 

The quarterly report of a licensee shall contain the following: 

(a) The information called for in Financial Code Secfion 1 863, as inter- 
preted and implemented by Sections 70.8104 and 70.8105 of this Chap- 
ter. 

(b) The information called for in Sections 70.8106 to 70.8108, inclu- 
sive, of this Chapter. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1863 
and 1864, Financial Code. 

§ 70.8104. Information Regarding Eligible Securities. 

(a) The schedule of eligible securities owned by the licensee which is 
called for in Financial Code Section 1863(b) shall show the total value, 
as determined in accordance with Financial Code Section 1876.1(f), of 
the eligible securities owned by the licensee as of the end of the quarter 
and shall contain the following information with respect to each such eli- 
gible security: 

(1) Identify the security, including the name of the issuer, the type of 
the security, and such other information as may be necessary to distin- 
guish the security from other securities issued by the same issuer. 

(2) State the value of the security, as determined in accordance with 
Financial Code Section 1876.1(0- 

(3) In case the qualification of the security as an eligible security de- 
pends upon the assignment of an eligible rating by an eligible securifies 
rating service, state the rafing assigned to the security by an eligible secu- 
rities rating service and identify such eligible securities rating service. 

(b) In case any of the eligible securities included in the schedule called 
for in Financial Code Section 1876.1(f) is owned of record by a docu- 
mented nominee of the licensee which is not listed as such in the current 
edition of the Nominee List published by the American Society of Corpo- 
rate Secretaries, Inc., state the name of such documented nominee. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1863, Fi- 
nancial Code. 

§ 70.8105. Information Regarding Agents. 

The list of names and addresses of agents of the licensee appointed or 
terminated during the quarter which is called for in Financial Code Sec- 
tion 1863(c) shall contain the following informafion: 
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(a) In case any person became an agent of the licensee during the quar- 
ter, provide the following information: 

( 1 ) State the name of the agent. 

(2) State the address and, if available, the telephone number of each 
reporting/remitting office of the agent. 

(b) In case any person ceased to be an agent of the licensee during the 
quarter, provide the following information: 

(1) State the name of the person. 

(2) State the address of each reporting/remitting office of the person. 

NOTE: Authority cited: Section 21 3. Financial Code. Reference: Section 1863, Fi- 
nancial Code. 

§ 70.8106. ioformatson Regarding Financial Statements. 

(a) Provide a statement showing, as of the end of the quarter, the 
amount of travelers checks issued by the applicant which were outstand- 
ing, the amount of travelers checks issued by the applicant which were 
outstanding (foreign), and the amount of travelers checks issued by the 
applicant which were outstanding (worldwide). 

(b) Provide, if available, a statement showing, as of the end of the quar- 
ter, the amount of travelers checks issued by the applicant in the United 
States which were unpaid, the amount of travelers checks issued by the 
applicant outside the United States which were unpaid, and the total 
amount of travelers checks issued by the applicant which were unpaid. 

(c) Provide a statement showing the amount of travelers checks issued 

by the licensee which were pre-clears as of the end of the quarter. 

NOTE; Authority cited: Section 215, Financial Code. Reference: Sections 1863 
and 1864, Financial Code. 

§ 70.8107. Information Regarding Extensions of Credit. 

(a) In case the licensee or any affiliate of the licensee which is signifi- 
cantly involved in the travelers check business of the licensee (other than 
a licensee or affihate which is a bank) has extended credit or committed 
to extend credit in an amount exceeding $25,000 directly or indirectly to, 
or for the benefit of, any agent or non-California agent of the licensee 
(other than an agent or non-California agent which is a subsidiary of the 



licensee) and such extension of credit or commitment was outstanding 

at the end of the quarter, identify the parties and describe the terms of the 

transaction. 

(b) In case any person has made a commitment to extend credit to the 

licensee and such commitment was outstanding at the end of the quarter, 

identify such person (or, if the person was a group of banks, identify the 

lead bank of such group and indicate that it is the lead bank of a group 

of banks) and describe the terms of the commitment. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1863 
and 1 864, Financial Code. 

§ 70.8108. Information Regarding Changes in Accounting 
Policies. 

In case there was any material change in the accounting policies of the 

licensee during the quarter, describe such change. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 1863 
and 1864, Financial Code. 

Subarticle Z, Speciaii Reports 

§ 70.8200. Scope. 

This Subarticle contains regulations relating to special reports of a li- 
censee. 

NOTE: Authority cited: Section 2 1 5, Finaiicial Code. Reference: Section 1 864, Fi- 
nancial Code. 

§70.8201. Fidelity Bond. 

Whenever the coverage provided by a fidelity bond covering direc- 
tors, officers, or employees of a licensee is reduced (including any reduc- 
tion in the scope of coverage with respect to persons or acts covered or 
any reduction in policy limits) upon the initiative of the surety or insurer 
or whenever any such bond is terminated, such licensee shall, within 10 
business days, file with the Commissioner a report describing the circum- 
stances. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1864, Fi- 
nancial Code. 
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History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.8202. Acquisition or Disposition of Assets. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1864, Fi- 
nancial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11 343.4(d) (Register 97, No. 15). 

§ 70.8203. Filings witli Securities and Exchange 
Commission. 

(a) Whenever a licensee files with the Securities and Exchange Com- 
mission a registration statement (other than a registration statement in the 
form of Securities and Exchange Commission Form S-8) pursuant to the 
Securities Act of J 933 and regulations of the Securities and Exchange 
Commission issued thereunder or a notification pursuant to Regulation 
A, E, or F of the Securities and Exchange Commission, such licensee 
shall, within 10 business days, file with the Commissioner a report con- 
taining a copy of such document. 

(b) Whenever a licensee files with the Securities and Exchange Com- 
mission a registration statement, report, proxy or information statement, 
or other document pursuant to Section 12, 13, or 14 the Securities Ex- 
change Act of 1934 or regulations of the Securities and Exchange Com- 
mission issued thereunder, such licensee shall, within 10 business days, 
file with the Commissioner a report containing a copy of such document. 

(c) Whenever a licensee files with the Securities and Exchange Com- 
mission an amendment of any document referred to in Subdivision (a) or 
(b) of this Section, such licensee shall, within 10 business days, file with 
the Commissioner a report containing a copy of such amendment. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1864, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.8204. Reports to Holders of Securities. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1864, Fi- 
nancial Code. 

History 

1 . Repealer filed 4-7-97; operative 4—7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 70.8205. Defaults and Events of InsoSvency. 

Whenever any of the following events involving a licensee occurs, 
such licensee shall immediately file with the Commissioner a report de- 
scribing the circumstances: 

(a) If the licensee without probable legal cause dishonors or defaults 
in the payment of any travelers check, payment instrument, note, or other 
security. 

(b) If the licensee or any subsidiary of the licensee applies for an adju- 
dicafion of bankruptcy, reorganization, arrangement, or other relief un- 
der any bankruptcy, reorganization, insolvency, or moratorium law. 

(c) If any person applies against the licensee or any subsidiary of the 
licensee or against the business and property the licensee or of any sub- 
sidiary of the licensee for the appointment of a receiver or similar officer 
or for other relief of the type referred to in Subdivision (b) of this Section, 
or any such relief is granted. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1864, Fi- 
nancial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.8206. Legal Proceedings. 

(a) For purposes of this Section: 

( 1 ) A proceeding involving a licensee or a subsidiary of a licensee shall 
not be deemed to be material: 

(A) If the proceeding is ordinary routine litigation incidental to the 
business of the licensee or of the subsidiary; or 



(B) If the proceeding involves primarily a claim for damages and if the 
amount of damages claimed (excluding interest and costs) against the li- 
censee or the subsidiary does not exceed 10 percent of the current assets 
of the licensee and its subsidiaries on a consolidated basis. For purposes 
of computing the amount of damages claimed, in case a proceeding pres- 
ents in large degree the same issues as other proceedings pending or 
known to be contemplated, the amount of damages claimed in such pro- 
ceeding shall be deemed to include the amount of damages claimed in 
such other proceedings. 

(2) Notwithstanding the provisions of Paragraph (1) of this Subdivi- 
sion (a), each of the following proceedings shall be deemed to be materi- 
al: 

(A) Any material proceeding in which any affiliate of the licensee or 
any person who is, or who is an associate of, any 

(i) director, 

(ii) executive officer, or 

(iii) five percent voting security owner of the licensee, is a party ad- 
verse to, or has a material interest adverse to, the licensee or any subsid- 
iary of the licensee. 

(B) Any bankruptcy, receivership, or similar proceeding. 

(b) In case a licensee is not a reporting company, whenever any materi- 
al proceeding to which such licensee or any subsidiary of the licensee is 
a party or of which any property of the licensee or of any subsidiary of 
the licensee is the subject, is commenced by or before any court or gov- 
ernmental agency, the licensee shall, within 10 business days, file with 
the Commissioner a report describing such proceeding, including: 

(1) Title of the proceeding. 

(2) Name and address of the court or of the governmental agency be- 
fore which the proceeding was commenced. 

(3) Names of the principal parties to the proceeding. 

(4) Date the proceeding was commenced. 

(5) Description of the factual basis alleged to underlie the proceeding. 

(6) Relief sought in the proceeding. 

(c) Whenever a licensee or any subsidiary of a licensee becomes the 
subject of any of the following proceedings by or before any court or gov- 
ernmental agency, such licensee shall, within 10 business days, file with 
the Commissioner a report describing such proceeding, including the in- 
formation called for in Paragraphs (1) to (6), inclusive, of Subdivision (b) 
of this Section. 

(!) Proceeding to revoke or suspend a licensee or other authorization 
or qualificaUon of the licensee or subsidiary to transact the business of 
issuing or selling travelers checks, the business of issuing or selling pay- 
ment instruments, the business of banking, or the business of a bank hold- 
ing company. 

(2) Proceeding to prohibit, temporarily or permanently the licensee or 
subsidiary from transacting any business of the kind referred to in Para- 
graph (1) of this Subdivision (d) or from engaging in any conduct or prac- 
tice with respect to any such business. 

(3) Proceeding to impose any monetary or other penalty upon the li- 
censee or subsidiary for having violated any law relating to any business 
of the kind referred to in Paragraph (1) of this Subdivision (d). 

(d) Whenever any proceeding of the type referred to in Subdivision (b) 

or (c) of tills Section is concluded, the licensee shall, within 10 business 

days, file with the Commissioner a report idenufying the proceeding and 

describing the conclusion of the proceeding. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Section 1 864, Fi- 
nancial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

Article 10. Voluntary Surrender of License 

§ 70.9000. Scope. 

This Article contains regulations relating to the voluntary surrender of 
a license. 
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NOTE: Authority cited: Section 2 ] 5, Financial Code. Reference: Chapter 14A, Di- 
vision 1, Financial Code. 

§ 70.9001 . Surrender of License. 

A licensee may surrender its license by filing with the Commissioner 
such license and a report containing such information as the Commis- 
sioner may by order require. 

NOTE: Authority cited: Section 2 1 5, Financial Code. Reference: Chapter 1 4A, Di- 
vision I, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 70.9002. Effective Date of Surrender. 

(a) Except as otherwise provided in Subdivision (b) of this Section, a 
voluntary sui render of a license shall be effective on the thirtieth day after 
such license and the report called for in Section 70.9001 of this Chapter 
are filed with the Commissioner or on such earlier date as the Commis- 
sioner may by order specify. 

(b) if a proceeding to revoke or suspend a license is pending at the time 
when such license and the report called for in Section 70.9001 are filed 
with the CoiTimissioner or if a proceeding to revoke or suspend a license 
or to impose conditions upon the surrender of a license is instituted before 
the thirtieth day after such license and the report called for in Section 
70.9001 of this Chapter are filed with the Commissioner, the voluntary 
surrender of such license shall become effective at such tiine and upon 
such conditions as the Commissioner may by order specify. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Chapter 14 A, Di- 
vision 1, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subchapter 80. Payment Instruments 



Article 1. General Provisions 



Subarticle 1. Citation and Construction 

§80.1. Scope. 

(a) This Subchapter contains regulations relating to payment instru- 
ments. 

(b) This Article contains general provisions relating to this Subchapt- 
er. The succeeding articles of this Subchapter contain regulations relat- 
ing to various subjects regarding payment instruments. 

(c) This Subarticle contains regulations relating to the citation and 
construction of this Subchapter. Subarticle 2 (commencing with Section 
80.100) of this Article contains regulations relating to definitions. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

History 
1. New Subchapter 80 (Articles 1-9, Sections 80.1-80.8310, not consecutive) 
filed 7-16-80; designated effective 9-2-80 (Register 80, No. 29). 

§ 80.2. Citation. 

(a) This Subchapter shall be known and may be cited as the "Payment 
Instruments Regulations." 

(b) The first unit of the number of each section in this Subchapter is 
"80." However, in citing a section of this Subchapter, a person may omit 
the first unit of the number of such section if it is clear that such person 
is referring to a section of this Subchapter. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.3. Unsafe and Unsound Acts. 

(a) Any act which is designated in this Subchapter as an "unsafe and 
unsound act" is an act which, in the usual or typical circumstances en- 
countered, constitutes an unsafe and unsound act within the meaning of 



the Payment Instruments Law. However, it is impossible to foresee or to 
provide for all the varying circumstances which may arise in a particular 
case. Also, the acts designated in this Subchapter as "unsafe and unsound 
acts" are not intended to constitute a complete compilation of all the acts 
which constitute unsafe or unsound acts within the meaning of the Pay- 
ment Instruments Law. Therefore, the Commissioner may, if and when 
warranted in any particular case, upon application or on the Commission- 
er's own initiative, decide that in such case an act which is designated in 
this Subchapter as an "unsafe and unsound act" does not constitute an un- 
safe or unsound act within the meaning of the Payment Instruments Law. 
Also, the Commissioner may decide that an act which is not designated 
in this Subchapter as an "unsafe aiid unsound act" constitutes an unsafe 
or unsound act within the meaning of the Payment Instruments Law. 

(b) Subject to the qualifications set forth in Subdivision (a) of this Sec- 
tion, whenever a licensee commits any act which is designated in this 
Subchapter as an "unsafe and unsound act," such licensee shall be 
deemed: 

(1 ) To be transacting and conducting its business in an unsafe and un- 
sound iTianner within the meaning of the Payment Instruments Law; and 

(2) If and to the extent that such act affects the condition of the licens- 
ee, to be in an unsafe and unsound condition within the meaning of the 
Payment Instruments Law. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

History 
I. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4. References to Corporations. 

In this Subchapter, unless otherwise expressly provided, references to 
corporations or to aspects of corporations apply to all types of corpora- 
tions, whether for profit, nonprofit, or of any other type. For the sake of 
convenience, references in this Subchapter to corporations and to aspects 
of corporations are set forth in terms appropriate to corporations for prof- 
it. However, whenever any reference in this Subchapter to a corporation 
or to an aspect of a corporation is applicable to a type of corporation other 
than a corporation for profit, if the term of such reference is not appropri- 
ate to such type of corporation, the term of the reference shall be con- 
strued to be the closest equivalent term of reference appropriate to the 
type of corporation. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.5. Financial Statements and Accounting 

Items — Generally Accepted Accounting 
Principles. 

In this Subchapter, unless otherwise expressly provided, references to 
financial statements and references to assets, liabiUties, income, share- 
holders' equity, and similar accounting items mean such financial state- 
ments and such accounting items prepared or determined in conformity 
with generally accepted accounting principles then applicable, fairly 
presenting in conformity with generally accepted accounting principles 
the matters which they purport to present, subject to any specific account- 
ing treatment required by the Commissioner, this Subchapter, the Pay- 
ment Instruments Law, or any other applicable law. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 

§ 80.6. Financial Statements — Certification. 

Whenever the Commissioner or this Subchapter requires that a finan- 
cial statement be filed with the Commissioner but does not require that 
such financial statement be set forth on a form provided by the Commis- 
sioner, if the financial statement is available as cenified by an indepen- 
dent certified public accountant, the financial statement as so certified 
shall be filed with the Commissioner. 
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NOTE: Authority cited: Section 33202. Financial Code. Reference: Division 16, 
Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title I, California Code of Regulations (Register 97, No. 34). 

§ 80.7. Fonancial Statements — Consolidating Statements. 

Whenever this Chapter requires that a consolidating financial state- 
ment of a person be filed with the Commissioner, such statement need not 
include detail regarding any non-significant subsidiary of such person. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

History 
1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.8. Acteons of Courts and Governmental Agencies. 

Whenever this Chapter requires that information be provided regard- 
ing an action taken by a court or a governmental agency (for example, the 
suspension or revocation of a license or other authorization or qualifica- 
tion to transact a business), information need not be provided regarding 
any such action which has been reversed or vacated. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.9. Forms of Payment Instruments. 

For purposes of this Subchapter, the Payment Instruments Law, and 
Section 14.1 of Chapter 1347 of the Statutes of 1978, payinent instru- 
ments issued by a person which are identical in form except for the fol- 
lowing differences shall be deemed to be in the same form: 

(a) Differences in face amount, provided that such face amounts are 
denominated in the same currency. 

(b) Differences in the name or logo, or both, of the agent who sells the 
payment instruments on behalf of the person, provided that such names 
and logos are set forth in substantially the same style. 

NOTE: Authority cited: Sections 21 5 and 33202, Financial Code. Reference: Divi- 
sion 16, Financial Code and Section 14.1, Chapter 1347, Statutes of 1978. 



^ubarticle 



Definitions 



Part 1o General Provisions 

§80.100. Scope. 

This Subarticle contains regulations relating to definitions. This Part 
contains general provisions relating to definitions. Part 2 (commencing 
with Section 80.125) of this Subarticle contains regulations relating to 
the definitions set forth in Article 3 (commencing with Section 33040), 
Chapter 1 of the Payment Instruments Law. Part 3 (commencing with 
Section 80. 1 50) of this Subarticle contains definitions for this Subchapt- 
er. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. Subarticle 2. Definitions — Payment Instruments Law 

Part 2= Definitions — Payment instruments 

Law 

§80.125. Scope. 

This Part contains regulations relating to the definitions set forth in Ar- 
ticle 3 (commencing with Section 33040), Chapter 1 of the Payment In- 
struments Law. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Article 3, 
Chapter 1, Division 16, Financial Code. 

§ 80.126. California Agent. 

In the case of an agent of an issuer of payment instruments who is au- 
thorized to sell or sells both inside and outside the State of California pay- 
ment instruments issued by such issuer, "California agent," as defined in 
Financial Code Section 33045, means such agent with respect to sales in- 



side the State of California of payment instruments issued by the issuer 
and related matters. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33045, 
Financial Code. 

§80.127. Insured Bank. 

"Insured bank," as defined in Financial Code Section 33051 , includes 
an office of a bank organized under the laws of a foreign nation, which 
office is located in the United States and the deposits of which office are 
insured by the Federal Deposit Insurance Corporation. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33051 , 
Financial Code. 

History 

1 . Amendment of Notb filed 4-7-97; operative 4-7-97 pursuant to Government 
Code section 11343.4(d) (Register 97, No. 15). 



Part 3. Definitions— Regulations 

§80.150. Scope. 

This Part contains definifions for this Subchapter. Subject to addition- 
al definitions contained in this Subchapter which are applicable to specif- 
ic provisions of this Subchapter and unless the context otherwise re- 
quires, the definifions in this Part apply throughout this Subchapter. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.151. Definitions in Payment Instruments Law. 

Subject to additional definifions contained in this Subchapter which 
are applicable to specific provisions of this Subchapter and unless this 
Subchapter otherwise provides or the context otherwise requires, the def- 
inifions in Arficle 3 (commencing with Secfion 33040), Chapter 1 and 
Section 33560 of the Payment Instruments Law apply throughout this 
Subchapter. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.152. Percent Equity Security Owner, 

" percent equity security owner," when used with respect to a corpo- 

rafion or other organization, means any person who owns, directly or in- 
directly, of record or beneficially, the specified percentage or more of any 
class of the equity securities of such corporation or other organization. 
NOTE; Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.153. Percent (Including Associates) Equity Security 

Owner. 

" percent (including associates) equity security owner," when used 

with respect to a corporation or other organization, means any person 
who owns, directly or indirectly, of record or beneficially, equity securi- 
ties of such corporation or other organization which, when combined 
with the equity securities of the corporation or other organization owned, 
directiy or indirectiy, of record or beneficially, by all associates of such 
person, constitute the specified percentage or more of any class of the eq- 
uity securities of the corporation or other organization. 
NOTE; Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.154. Percent Voting Security Owner. 

" percent voting security owner," when used with respect to a corpo- 
ration or other organization, means any person who owns, directly or in- 
directly, of record or beneficially, the specified percentage or more of the 
voting securities of such corporation or other organization. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.155. Percent (Including Associates) Voting Security 

Owner. 

" percent (including associates) voting security owner," when used 

with respect to a corporation or other organization, means any person 
who owns, directiy or indirectly, of record or beneficially, voting securi- 
ties of such corporation or other organization which, when combined 
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with the voting securities of the corporation or other organization owned, 
directly or indirectly, of record or beneficially, by all associates of such 
person, constitute the specified percentage or more of the voting securi- 
ties of the corporation or other organization. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.156. Associate. 

"Associate," when used to indicate a relationship with a specified per- 
son who is related with a licensee or an applicant for a license, means: 

(a) Any corporation or other organization (other than the licensee or 
applicant or a majority-owned subsidiary of the licensee or applicant) of 
which the specified person is an executive officer or partner or is, directly 
or indirectly, the beneficial owner of JO percent or more of any class of 
the equity securities. 

(b) Any trust or other estate in which the specified person has a sub- 
stantial beneficial interest or as to which the specified person serves as 
a trustee or in any similar fiduciary capacity. 

(c) Any relative or spouse of the specified person, or any relative of 
such spouse, who has the same home as the specified person or who is 
a director or executive officer of the licensee or appi icant or of any parent 
or subsidiary of the licensee or applicant. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.157. Beneficial. 

"Beneficial," when used with respect to ownership of securities by a 
specified person, includes, in addition to direct and indirect beneficial 
ownership by such specified person, direct and indirect beneficial owner- 
ship: 

(a) By the spouse (except where legally separated) and minor children 
(including stepchildren and adopted children) of the specified person; 
and 

(b) By any other relative of the specified person who has the same 

home as the specified person. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.158. California Corporation. 

"California corporation" means a corporation which is organized un- 
der the laws of the State of California. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.159. Clearing Bank. 

"Clearing bank," when used with respect to a payment instrument, 
means the bank on which such payment instrument is drawn or at or 
through which such payment instrument is payable. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.160. Documented Nominee. 

"Documented nominee" has the meaning set forth in Section 80.5302 
of this Chapter. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.1 61 . Equity Security. 

"Equity security" means any stock or similar security, or any security 
convertible, with or without consideration, into such a security or carry- 
ing any warrant or right to purchase such a security, or any such warrant 
or right. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.162. Executive Officer. 

"Executive officer," when used with respect to a specified person (oth- 
er than an individual), means the president, the secretary, the chief finan- 
cial officer, any vice-president in charge of a principal business function 
(such as sales, administration, or finance), or any other person who per- 
forms similar policy-making functions for such specified person. In the 



case of a licensee or of an applicant for a license, "executive officer" in- 
cludes the person in charge of the payment instrument business. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.163. Extend Credit. 

(a) To "extend credif to a person includes: 

(1 ) To make or renew a loan to the person. 

(2) To purchase a security or other asset from the person under a repur- 
chase agreement. 

(3) To acquire a note, draft, contract, or similar instrument with respect 
to which the person is liable, whether as maker, endorser, guarantor, or 
otherwise. 

(4) To guarantee or become surety upon an obligation with respect to 
which the person is an obligor or obligee. 

(b) Notwithstanding the provisions of Subdivision (a) of this Section, 
to "extend credit" to a person does not include: 

(1) In case the person extending credit is an issuer of payment instru- 
ments or travelers checks and the person to whom credit is extended is 
authorized to sell payment instruments or travelers checks on behalf of 
the first person, any amount due from the second person to the first person 
on account of sales of payment instruments or travelers checks issued by 
the first person. 

(2) In case the person extending credit is a bank, the giving of immedi- 
ate credit upon uncollected items deposited in the ordinary course of 
business. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.164. Foreign Corporation. 

"Foreign corporation" means any corporation other than a corporation 
organized under the laws of the State of California. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.165. Majority-Owned Subsidiary. 

"Majority-owned subsidiary" means a subsidiary more than 50 per- 
cent of whose outstanding securities representing the right (other than as 
affected by events of default) to vote for the election of directors, is 
owned by the subsidiary' s parent and/or one or more of the parent' s other 
majority-owned subsidiaries. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.166. Parent. 

"Parent," when used with respect to a specified person (other than an 
individual), means any person (other than an individual) which controls 
such specified person, directly or indirectly through one or more interme- 
diaries. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.1 67. Payment Instrument or Travelers Check License. 

"Payment instrument or travelers check license" means any license or 
other form of authorization or qualification by which a person is per- 
mitted to transact the business of issuing or selling payment instruments 
or the business of issuing or selling travelers checks. However, "travelers 
check or payment instrument license" does not include any such authori- 
zation or qualification which is issued by a city, county, or other local 
agency. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.168. Pre-Clear. 

"Pre-clear," when used to designate a payment instrument, means a 

payment instrument which is sold by an agent of the issuer and which is 

paid by the issuer before the issuer receives a report of the sale from such 

agent. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 
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§80.169. Records. 

"Records" includes books, accounts, and other records. 
NOTE; Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.170. Reporting Company. 

"Reporting company" means a person (other than an individual) 
which meets all of the following requirements: 

(a) A class of the equity securities of the person is registered pursuant 
to Section 12 of the Securities Exchange Act of 1934 and regulations of 
the Securities and Exchange Commission issued thereunder. 

(b) The person is required to file reports and other documents under 
Sections 13 and 14 of the Securities Exchange Act of 1934 and regula- 
tions of the Securities and Exchange Commission issued thereunder, has 
filed all documents so required to be filed for the last three years (or, if 
the person was subject to such requirements for less than the last three 
years, for such lesser period), and has filed all documents so required to 
be filed in a timely manner for the last one year (or, if the person was sub- 
ject to such requirements for less than the last one year, for such lesser 
period). 

(c) In case the person or a subsidiary of the person is subject to Section 
80.8306 of this Chapter, the person or such subsidiary has filed with the 
Commissioner all documents required to be filed under Section 80.8306 
for the last three years (or, if the person or the subsidiary was subject to 
Section 80.8306 for less than the last three years, for such lesser period), 
and has filed with the Commissioner all documents so required to be filed 
in a timely manner for the last one year (or, if the person was subject to 
Section 80.8306 for less than the last one year, for such lesser period). 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.171. ReportSng/Remotting Office. 

"Repordng/remitting office," when used with respect to a California 
agent of an issuer of payment instruments means: 

(a) In case the California agent is a bank, savings and loan association, 
industrial loan company, or credit union which maintains its head office 
in the State of California, such head office. 

(b) In any other case, each location from which the California agent 
reports sales in the State of California of payment instruments to the issu- 
er or from which the agent remits the proceeds of such sales to the issuer. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

HtSTORY 
1. Amendment of subsection (a) filed 4-7-97; operative 4-7-97 pursuant to Gov- 
ernment Code section 11343.4(d) (Register 97, No. 15). 

§80.172. Security. 

"Security" has the meaning set forth in Corporations Code Section 
25019. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.173. Significantly involved in Payment Instrument 
Business. 
"Significantly involved in payment instrument business," when used 
with respect to an affiliate of an issuer of payment instruments, means 
that such affiliate manages or performs a significant aspect of the pay- 
ment instrument business of such issuer, such as: 

(a) Distributing blank payment instruments to agents of the issuer; 

(b) Receiving reports of sales of payment instruments or remittances 
of proceeds from sales of payment instruments from agents of the issuer; 

(c) Holding or invesUng proceeds from sales of payment instruments; 
or 

(d) Serving as a clearing bank for the issuer. However, "significantly 
involved in payment instrument business" does not include any affiliate 



of an issuer of payment instruments solely on account of the fact that such 
affiliate is an agent of such issuer. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.174. Significant Subsidiary. 

"Significant subsidiary" means a subsidiary or a subsidiary and its 
subsidiaries which meet any of the following requirements on the basis 
of the most recent annual financial statements of such subsidiary and of 
its parent: 

(a) The parent's and its other subsidiaries' investments in and ad- 
vances to, or their proportionate share (based on their equity interests) of 
the total assets (after intercompany eliminations) of, the subsidiary ex- 
ceed 10 percent of the total assets of the parent and its consolidated sub- 
sidiaries. 

(b) The parent's and its other subsidiaries' proportionate share (based 
on their equity interests) of the total sales and revenues (after intercompa- 
ny eliminations) of the subsidiary exceeds 10 percent of the total sales 
and revenues of the parent and its consolidated subsidiaries. 

(c) The parent's and its other subsidiaries' equity in the income before 
income taxes and extraordinary items of the subsidiary exceeds 10 per- 
cent of (1) such income of the parent and its consolidated subsidiaries or 
(2) if such income of the parent and its consolidated subsidiaries is at least 
10 percent lower than the average of such income for the last five fiscal 
years, such average income. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.175. Subsidiary. 

"Subsidiary," when used with respect to a specified person (other than 
an individual), means any person (other than an individual) controlled by 
such specified person, directly or indirectly through one or more interme- 
diaries. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§80.176. Unpaid. 

"Unpaid," when used with respect to a payment instrument, means that 
such payment instrument has been issued and sold and has not yet been 
paid by the issuer. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

§ 80.1 77. Voting Securities. 

"Voting securities" means securities the holders of which are present- 
ly entitled to vote for the election of directors. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Division 16, 
Financial Code. 

Article 4. Exemptions 

§ 80.3000. Scope. 

This Article contains regulations relating to exemptions from the Pay- 
ment Instruments Law. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Chapter 2, Di- 
vision 16, Financial Code. 

§ 80.3001 . Construction of Exemptions. 

For purposes of Financial Code Sections 33401(b) and 341 15: 

(a) Any person which is exempted from the Payment Instalments Law 
by Section 80.3002(a) of this Chapter shall be deemed to be a person re- 
ferred to in Financial Code Section 33100(a), and the provision of Sec- 
tion 80.3002(a) of this Chapter applicable to such person shall be deemed 
to be the paragraph of Financial Code Section 33100(a) applicable to the 
person. 

(b) Any person which is exempted from the Payment Instruments Law 
by order of the Commissioner (other than a person exempted only as a 
California agent of a person so exempted) shall be deemed to be a person 
referred to in Financial Code Section 33 100(a), and any provision of such 
order which specifies or limits such person's activities with respect to 
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selling payment instaimenls shall be deemed to be the paragraph of Fi- 
nancial Code Section 331 00(a) applicable to the person. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33102. 33401, and 34) 15, Financial Code. 

History 

1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.3002. Exemptions. 

The Commissioner finds that exempting the persons and transactions 
specified in the subdivisions of this Section from the Payment Instru- 
ments Law is in the public interest and that the regulation of such persons 
and transactions is not necessary for the purposes of the Payment Instru- 
ments Law. Accordingly, the Commissioner exempts the persons and 
transactions specified in the subdivisions of this Section from the Pay- 
ment Instruments Law. 

(a) Any bank organized under the laws of a foreign nation which main- 
tains a federal agency (as defined in Section 1 (b)(5) of the International 
Banking Act of 1 978) or federal branch (as defined in Section 1 (b)(6) of 
the International Banking Act of 1978) in the State of California, when 
selling any foreign currency payment instrument which is issued by such 
bank and which is not designated on its face by the term "money order" 
or "travelers check" or by any similar term. 

(b) Any California agent of any person referred to in Subdivision (a) 
of this Section, when selling any payment instrument which is issued by 
such person and which such person is permitted to sell under the provi- 
sions of Subdivision (a) appHcable to such person. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33102, 
Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Article 5. Issuance of License 



Subarticle 1. General Provisions 



§ 80.4000. Definition of "Applicant" and Scope. 

(a) In this Article, "apphcant" means a corporation which applies to 
the Commissioner for a license. 

(b) This Article contains regulations relating to the issuance of a li- 
cense pursuant to Chapter 4 (commencing with Section 33400) of the 
Payment Instruments Law. This Subarticle contains general provisions 
relating to the issuance of a license. Subarticle 2 (commencing with Sec- 
tion 80.4100) of this Article contains regulations relating to an applica- 
tion for a hcense. Subarticle 3 (commencing with Section 80.4200) of 
this Article contains regulations which set forth adininistrative standards 
and procedures relating to an application for a license. Subarticle 4 (com- 
mencing with Section 80.4300) of this Article contains regulations relat- 
ing to matters after an application for a license is approved by the Com- 
missioner. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Chapter 4, Di- 
vision 16, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title L California Code of Regulations (Register 97, No. 34). 



Subarticle 2. Application 



§80.4100. Scope. 

This Subarticle contains regulations relating to an application for a li- 
cense. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 



§ 80.41 01 . tnciuded Applicatoons. 

(a) An application for a license shall, unless otherwise provided in 
such application, be deemed to include an application for approval pur- 
suant to Financial Code Section 33521 of each form of payment instru- 
ment issued by the applicant which is filed with such application for a li- 
cense in accordance with Section 80.41 19 of this Chapter. Approval of 
such an application for a license shall, unless otherwise provided in such 
approval, be deemed to include approval of such included application 
and of each such form of payment instrument. 

(b) An application for a license shall, unless otherwise provided in 
such application, be deemed to include an application for approval pur- 
suant to Financial Code Section 33522 of each bank which is proposed 
in such application for a license in accordance with Section 80.4120 of 
this Chapter as a clearing bank for payment instruments issued by the 
applicant. Approval of such an application for a license shall, unless 
otherwise provided in such approval, be deemed to include approval of 
such included application and of each such bank. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220, 
Chapter 4, Division 16, and Sections 33521 and 33522, Financial Code. 

§ 80.4102. Facing Page. 

An application for a license shall have as its first page a facing page 
in the form of Department Form 5010 and shall contain the information 
called for therein. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§ 80.4103. Additional Information. 

An application for a license shall contain, in addition to the informa- 
tion called for in the facing page, the information called for in Sections 
80.4104 to 80.4124, inclusive, of this Chapter. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§ 80.4104. Information Regarding History and Business. 

(a) Describe the business of the applicant. 

(b) In case any of the following has occurred or is pending with respect 
to the applicant or any subsidiary of the applicant, describe the circum- 
stances: 

(1) (A) If any court or governmental agency has suspended or revoked 
any license or other authorization or qualification of the applicant or of 
the subsidiary to transact the business of issuing or selling payment in- 
struments, the business of issuing or selling travelers checks, the business 
of banking, the business of a bank holding company, or the securities 
business. 

(B) In case any court or governmental agency has temporarily or per- 
manently 

1 . prohibited the applicant or the subsidiary from transacting any busi- 
ness of the kind referred to in Subparagraph (A) of this Paragraph (1), 

2. prohibited the applicant or the subsidiary from engaging in any con- 
duct or practice with respect to any such business, or 

3. imposed any monetary or other penalty upon the applicant or the 
subsidiary for having violated any law relating to any such business. 

(C) If the applicant or the subsidiary is the subject of any pending pro- 
ceeding of the kind referred to in Subparagraph (A) or (B) of this Para- 
graph (1). 

(2) (A) If any court or governmental agency has, for any reason other 
than nonpayment of fees, suspended or revoked any license or other au- 
thorization or qualification of the applicant or of the subsidiary to engage 
in any profession, occupation, vocation, or other business activity (other 
than a license or other authorization or qualification of the kind referred 
to in Paragraph (1) of this Subdivision (c)). 

(B) If the applicant or the subsidiary is the subject of any pending pro- 
ceeding of the kind referred to in Subparagraph (A) of this Paragraph (2). 

(3) (A) If the applicant or the subsidiary has applied for reorganization, 
arrangement, or other relief under any bankruptcy, reorganization, insol- 
vency, or moratorium law. 
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(B) If any person has applied against the applicant or the subsidiary or 
against any business or property of the applicant or of the subsidiary for 
the appointment of a receiver, fiscal agent, or similar officer or for other 
relief of the kind described in Subparagraph (A) of this Paragraph (3), and 
such application is pending or such relief has been granted. 

(4) If any court has entered judgment against the apphcant or the sub- 
sidiary in any civil action based upon conduct involving fraud or dishon- 
esty. 

(5) If the applicant or the subsidiary has pleaded nolo contendere to, 
been convicted of, or been charged as a defendant in a pending criminal 
proceeding with, any crime relating to any business of the kind referred 
to in Subparagraph (A), Paragraph (1 ) of this Subdivision (c) or any crime 
involving fraud or dishonesty. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 

and Chapter 4, Division 16, Financial Code. 

History 

1. Repealer of subsection (a), subsection relettering, and redesignation of newly 
designated subsections (b)(l)(B)(i)-(iii) to subsections (b)(l)(B)l .-3. filed 
4-7-97; operative 4-7-97 pursuant to Government Code section 1 1343.4(d) 
(Register 97, No. 15). 

§ 80.4105. Information Regarding Directors and Executive 
Officers. 
(a) In this Section: 

(1) "Associated organization," when used with respect to a subject 
person and a legal proceeding, means any person (other than an individu- 
al) which was an associate of such subject person at or within two years 
before the commencement of such proceeding. 

(2) To be "indebted" does not include indebtedness on account of any 
of the following: 

(A) Any amount due for purchases subject to usual trade terms, for or- 
dinary travel and expense advances, or for other transactions in the ordi- 
nary course of business. 

(B) Any loan made by a bank, savings and loan association, or securi- 
ties broker-dealer extending credit under Regulation T of the Board of 
Governors of the Federal Reserve System, provided that such loan is 
made in the ordinary course of business, is made on substantially the 
same terms (including interest rate and collateral) as those prevailing at 
the time for comparable transactions with other persons, and does not in- 
volve more than normal risk of collectibility or present other unfavorable 
features. 

(3) "Subject person of the applicant" means: 

(A) In case the applicant is a reporting company, 
(i) the chief executive officer of the applicant, 
(ii) the chief financial officer of the applicant, 

(iii) the person in charge of the payment instrument business of the 
applicant, or 

(i v) any other person who is a director or executive officer of the appli- 
cant and who was not listed as such in the last annual report (Securities 
and Exchange Commission Form 10-K) filed by the applicant pursuant 
to Section 13 of the Securities Exchange Act of 1934 and regulations of 
the Securities and Exchange Commission issued thereunder or who was 
not listed as a nominee for director in the last proxy statement issued by 
the parent to its shareholders. 

(B) In case the applicant is not a reporting company but a parent of the 
applicant is a reporting company, 

(i) the chief executive officer of the applicant, 

(ii) the chief financial officer of the applicant, 

(iii) the person in charge of the payment instrument business of the 
applicant, or 

(i v) any other person who is a director or executive officer of the appli- 
cant and who was not listed as a director or executive officer of the parent 
in the last annual report (Securities and Exchange Commission Form 
10-K) filed by the parent pursuant to Section 13 of the Securities Ex- 
change Act of 1934 and regulations of the Securities and Exchange Com- 
mission issued thereunder or who was not listed as a nominee for director 



in the last proxy statement issued by the parent to its shareholders. 

(C) In case neither the applicant nor a parent of the applicant is a report- 
ing company, each director and executive officer of the applicant. 

(b) Provide a list showing, with respect to each person who is a director 
or executive officer of the applicant: 

(l)Name. 

(2) Title of each position held with the applicant. 

(c) Identify the executive officer of the applicant who is in charge of 
the payment instrument business of the applicant. 

(d) Provide the following information with respect to each subject per- 
son of the applicant: 

(1) Give a brief account of the subject person's business experience 
during the last five years, including his principal occupations during such 
period and the naine and principal address of any corporation or other or- 
ganization in which such occupafions were carried out. 

(2) (A) In case any court or governmental agency has suspended or re- 
voked any license or other authorization or qualification of the subject 
person or of any associated organization of the subject person to transact 
the business of issuing or selling payment instruments, the business of is- 
suing or selling travelers checks, the business of banking, the business of 
a bank holding company, or the securifies business, describe the circum- 
stances. 

(B) In case any court or governmental agency has temporarily or per- 
manently 

(i) prohibited the subject person or any associated organization of the 
subject person from transacdng any business of the kind referred to in 
Subparagraph (A) of this Paragraph (2), 

(ii) prohibited the subject person or any associated organizafion of the 
subject person from engaging in any conduct or pracfice with respect to 
any such business, 

(iii) removed the subject person or any associated organization of the 
subject person from, or prohibited the subject person or any associated 
organization of the subject person from having, any position or associ- 
afion with an organizafion engaged in any such business, or (iv) imposed 
any monetary or other penalty upon the subject person or any associated 
organizafion of the subject person for having violated any law relafing to 
any such business, describe the circumstances. 

(C) In case the subject person or any associated organization of the 
subject person is the subject of any pending proceeding of the kind re- 
ferred to in Subparagraph (A) or (B) of this Paragraph (2), describe the 
circumstances. 

(3) (A) In case any court or governmental agency has, for any reason 
other than nonpayment of fees, suspended or revoked any license or other 
authorization or qualification of the subject person to practice any profes- 
sion, occupation, or vocation (other than a license or other authorization 
or qualification of the kind referred to in Paragraph (2) of this Subdivi- 
sion (d)), describe the circumstances. 

(B) In case the subject person is the subject of any pending proceeding 
of the kind referred to in Subparagraph (A) of this Paragraph (3), describe 
the circumstances. 

(4) (A) In case the subject person or any associated organization of the 
subject person has applied for an adjudication of bankruptcy, reorganiza- 
tion, arrangement, or other relief under any bankruptcy, reorganization, 
insolvency, or moratorium law, describe the circumstances. 

(B) In case any person has applied against the subject person or any 
associated organization of the subject person or against any business or 
property of the subject person or of any associated organization of the 
subject person for the appointment of a receiver, fiscal agent, or similar 
officer or for other relief of the kind described in Subparagraph (A) of this 
Paragraph (4), and such apphcation is pending or such relief has been 
granted, describe the circumstances. 

(5) In case any court has entered judgment against the subject person 
or any associated organization of the subject person in any civil action 
based upon conduct involving fraud or dishonesty, describe the circum- 
stances. 
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(6) In case the subject person or any associated organization of the sub- 
ject person has pleaded nolo contendere to, been convicted of, or been 
charged as a defendant in a pending criminal proceeding with, any crime 
relating to any business of the kind referred to in Subparagraph (A). Para- 
graph (2) of this Subdivision (d) or any crime involving fraud or dishon- 
esty, describe the circumstances. 

(e) In case the applicant is neither a reporting company nor a bank nor 
a savings and loan association, if any person who is, or is an associate of, 
any director or executive officer of the applicant was at any time during 
the last three years indebted to the applicant or the applicant's subsid- 
iaries (except any subsidiary which is a bank, savings and loan associ- 
ation, or broker/dealer in securities extending credit under Regulation T 
of the Board of Governors of the Federal Reserve System) in an amount 
which in the aggregate exceeds $10,000 or 1 percent of the applicant's 
total assets, whichever is less, provide the following information: 

(1) Identify the person, and describe the person's relationship to the 
applicant. 

(2) Describe the nature of the indebtedness and of the transaction in 
which it was incurred. 

(3) State the highest aggregate amount of the indebtedness outstanding 
at any time during the period since the filing of the applicant's last appli- 
cation for renewal of its license. 

(4) State the aggregate amount of the indebtedness currently outstand- 
ing. 

(5) State the rate of interest paid or charged on the indebtedness. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§ 80.4106. Information Regarding Corporate Matters. 

(a) Provide a copy of the articles of the applicant, as amended to the 
date of the filing of the application, or, if the applicant has no articles, so 
state and provide a copy of the closest equivalent document, as amended 
to the date of the filing of the application. Such copy of the articles or of 
the closest equivalent document, as amended, shall be certified, in case 
the applicant is a California corporation, by the Secretary of State of the 
State of California or, in case the applicant is a foreign corporation, by 
an appropriate public official of the domiciliary jurisdiction of the appli- 
cant. 

(b) In case the applicant is a California corporation, provide a Certifi- 
cate of Good Standing issued by the Secretary of State of the State of Cal- 
ifornia as of a date within 30 days before the filing of the application, cer- 
tifying that the applicant is a corporation which is duly organized, 
subsisting, and in good standing under the laws of the State of California. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16. Financial Code. 

§ 80.4107. information Regarding Securities. 

With respect to each type of security of the applicant which is issued 
and outstanding or which is proposed to be issued: 

(a) Describe such type of security. 

(b) State the amount of the securities of such type which are issued and 

outstanding or which are proposed to be issued. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§ 80.4108. Information Regarding Equity Security Owners. 

In case the applicant is not a reporting company and any person is 
known to the applicant to be a 10 percent (including associates) equity 
security owner of the applicant, or in case the applicant has a parent 
which is not a reporting company and any person is known to the appli- 
cant to be a 10 percent (including associates) equity security owner of 
such parent, provide the following information with respect to each such 
10 percent (including associates) equity security owner: 

(a) Name. 

(b) Business address. 

(c) Title of any position which the person holds with the applicant or 
with a parent of the applicant. 



(d) Amount and types of equity securities of the applicant or of a parent 
of the applicant owned by the person and the person's associates. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4. Division 16, Financial Code. 

§ 80.4109. Information Regarding Affiliates. 

In case the applicant has a parent or any significant subsidiary, provide 
a list or diagram which includes the applicant and which contains the fol- 
lowing information with respect to each affiliate of the applicant which 
is a parent of the applicant, a significant subsidiary of such parent, or a 
significant subsidiary of the applicant or which is significantly involved 
or is proposed to be significantly involved in the payment instalment 
business of the applicant: 

(a) State the name of the affiliate. 

(b) Show the relationship of the affiliate to the applicant and to each 
other affiliate in the list or diagram. In case any affiliate which is a subsid- 
iary is not wholly owned by its immediate parent, state the percentage of 
voting securities of such subsidiary which is owned by such immediate 
parent or the other basis upon which the subsidiary is controlled by the 
immediate parent. 

(c) State in a word or phrase the principal line of business of the affili- 
ate. 

(d) In case the affiliate is significantly involved or is proposed to be 
significantly involved in the payment instrument business of the appli- 
cant, briefly describe such involvement. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 

1. Change without regulatory effect amending subsection (b) filed 7-2-91 pur- 
suant to section 100, title 1, California Code of Regulations (Register 91, No. 
40). 

2. Amendment of subsection (b) filed 4-7-97; operative 4-7-97 pursuant to Gov- 
ernment Code section 1 1343.4(d) (Register 97, No. 15). 

§ 80.4110. Information Regarding Controlling Persons. 

In case any person controls the applicant, provide the following infor- 
mation: 

(a) Identify the controlling person. 

(b) Describe the basis of the controlling person's control of the appli- 
cant and state the percentage of each class of voting securities of the 
applicant which the controlling person owns, directly or indirectly, of re- 
cord or beneficially. 

(c) In case the controlling person participates in the management or 
operations of the applicant, describe such participation. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§ 80.4111. Information Regarding Financial Statements 
and Reports. 

(a) In case the applicant is not a reporting company: 

(1) Provide the following financial statements of the applicant: 

(A) Balance sheet as of a date within 120 days before the filing of the 
applicadon. 

(B) If the balance sheet called for in Subparagraph (A) of this Para- 
graph (1) is not as of the end of a fiscal year of the applicant, a balance 
sheet as of the end of the fiscal year of the applicant next preceding the 
date of such balance sheet. 

(C) Statement of income, a statement of cash flows, and a statement 
of shareholders' equity for each of the two fiscal years of the applicant 
next preceding the date of the balance sheet called for in Subparagraph 
(A) of this Paragraph (1) and, if such balance sheet is not as of the end 
of a fiscal year of the applicant, a statement of income for the interim peri- 
od from the date of the balance sheet called for in Subparagraph (B) of 
this Paragraph (1 ) to the date of the balance sheet called for in Subpara- 
graph (A) of this Paragraph (1). 

(2) In case the applicant has any subsidiaries, provide the financial 
statements called for in Paragraph (1) of this Subdivision (a) on aconsoli- 
dated basis. 
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(b) In case the applicant has a parent which is not a reporting company, 
provide the following financial statements of such parent on a consoli- 
dated basis. 

(1) Balance sheet as of a date within 120 days before the filing of the 
application. 

(2) If the balance sheet called for in Paragraph (1) of this Subdivision 
(b) is not as of the end of a fiscal year of the parent, a balance sheet as of 
the end of the fiscal year of the applicant next preceding the date of such 
balance sheet. 

(3) Statement of income, a statement of cash flows, and a statement of 
shareholders' equity for each of the two fiscal years of the parent next 
preceding the date of the balance sheet called for in Paragraph (1 ) of this 
Subdivision (b) and, if such balance sheet is not as of the end of the fiscal 
year of the applicant, a statement of income for the interim period from 
the date of the balance sheet called for in Paragraph (2) of this Subdivi- 
sion (b) to the date of the balance sheet called for in Paragraph ( 1 ) of this 
Subdivision (b). 

(c) In case the applicant presently transacts outside the State of Cali- 
fornia the business of selling payment instruments issued by it: 

(1) Provide a statement showing the amount of payment instruments 
issued and sold by the applicant during each of the periods covered by the 
statements of income referred to in Subparagraph (C), Paragraph (1), 
Subdivision (a) of this Section. 

(2) Provide, if available, a statement showing the amount of payment 
instruments issued and sold by the applicant which were unpaid as of the 
date of each of the balance sheets referred to in Paragraph (1), Subdivi- 
sion (a) of this Section. 

(3) Provide a statement showing the amount of payment instruments 
issued and sold by the applicant which were reported outstanding as of 
the date of the balance sheet referred to in Subparagraph (A), Paragraph 
(1), Subdivision (a) of this Section. 

(4) Provide a statement showing the amount of payment instruments 
issued and sold by the applicant which were pre-clears as of the date of 
each of the balance sheets referred to in Paragraph (1), Subdivision (a) 
of this Section. 

(5) Provide a statement of the ehgible securities owned by the appli- 
cant as of the date of the balance sheet referred to in Subparagraph (A), 
Paragraph (1), Subdivision (a) of this Section, showing the total value of 
such eligible securities, as determined in accordance with Financial Code 
Section 33560(g). 

(d)( 1) Provide a copy of each of the last two annual reports of the appli- 
cant to its shareholders, a copy of any interim report issued by the appli- 
cant to its shareholders since the last annual report, and a copy of the last 
proxy or information statement issued by the applicant. 

(2) If the applicant is required to file reports with the Securities and Ex- 
change Commission pursuant to Section 13 of the Securities Exchange 
Act of 1934 and regulations of the Securities and Exchange Commission 
issued thereunder, provide a copy of each of the last two annual reports 
(Securities and Exchange Commission Form 10-K) filed by the apph- 
cant with the Securities and Exchange Commission and a copy of each 
quarterly report (Securities and Exchange Commission Form 10-Q) and 
current report (Securities and Exchange Commission Form 8-K) filed by 
the applicant with the Securities and Exchange Commission since the last 
annual report. 

(e) In case the applicant has a parent: 

(1) Provide a copy of each of the last two annual reports of the parent 
to its shareholders, a copy of any interim report issued by the parent to 
its shareholders since the last annual report, and a copy of the last proxy 
or information statement issued by the parent. 

(2) If the parent is required to file reports with the Securities and Ex- 
change Commission pursuant to Section 13 of the Securities Exchange 
Act of 1 934 and regulations of the Securifies and Exchange Commission 
issued thereunder, provide a copy of each of the last two annual reports 
(Securities and Exchange Commission Form 10-K) filed by the parent 
with the Securities and Exchange Commission and a copy of each quar- 



teriy report (Securities and Exchange Commission Form 10-Q) and cur- 
rent report (Securifies and Exchange Commission Form 8-K) filed by the 
parent with the Securities and Exchange Commission since the last annu- 
al report. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33220 and 33403, Financial Code. 

H [STORY 

1 . Amendment of .subsections (a)( 1 )(C) and (a)(2), repealer of subsections (b) and 
(d), subsection relettering, amendment of newly designated subsections (b), 
(b)(2) and (b)(3), repealer of newly designated subsection (c)(5), amendment 
of newly designated subsection (c)(6) and repealer of newly designated subsec- 
tions (c)(6)(A)-(c)(7) filed 4-7-97; operative 4-7-97 pursuant to Government 
Code section J J 343.4(d) (Register 97, No. 1 5). 

2. Amendment of subsections (a)(1)(C), (b)(3), (d)(l)-(2) and (e)(l)-(2) and 
amendment of Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 80.41 1 2. Information Regarding Extensions of Credit. 

(a) In case the applicant or any affiliate of the applicant which is signif- 
icanfiy involved or is proposed to be significantly involved in the pay- 
ment instrument business of the applicant (other than an applicant or af- 
filiate which is a bank) has extended credit or committed to extend credit 
in an amount exceeding $25,000 directly or indirectly to, or for the bene- 
fit of, any non-California agent or any proposed California agent of the 
applicant (other than a non-California agent or proposed California 
agent which is a subsidiary of the applicant) and such extension of credit 
or commitment is outstanding, idenUfy the parfies and describe the terms 
of the transaction. 

(b) In case any person has made a commitment to extend credit to the 
applicant and such commitment is outstanding, identify such person (or, 
if the person was a group of banks, identify the lead bank of such group 
and indicate that it is the lead bank of a group of banks) and describe the 
terms of the commitment. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§ 80.4113. Information Regarding Legal Proceedings. 

(a) For purposes of this Secfion: 

(1) A proceeding involving the applicant or a subsidiary of the appli- 
cant shall not be deemed to be material: 

(A) If the proceeding is ordinary roufine litigafion incidental to the 
business of the applicant or of the subsidiary; or 

(B) If the proceeding involves primarily a claim for damages and if the 
amount of damages claimed (excluding interest and costs) against the 
applicant or the subsidiary does not exceed 10 percent of the current as- 
sets of the applicant and its subsidiaries on a consolidated basis. For pur- 
poses of compufing the amount of damages claimed, in case a proceeding 
presents in large degree the same issues as other proceedings pending or 
known to be contemplated, the amount of damages claimed in such pro- 
ceeding shall be deemed to include the amounts of damages claimed in 
such other proceedings. 

(2) Notwithstanding the provisions of Paragraph (1) of this subdivi- 
sion (a), each of the following proceedings shall be deemed to be materi- 
al: 

(A) Any material proceeding in which any affiliate of the applicant or 
any person who is, or who is an associate of, any 

(i) director, 

(ii) execufive officer, or 

(iii) five percent voting security owner of the applicant, is a party ad- 
verse to, or has a material interest adverse to, the applicant or any subsid- 
iary of the applicant. 

(B) Any bankruptcy, receivership, or similar proceeding. 

(b) In case the applicant is not a reporting company, if the applicant or 
any subsidiary of the applicant is a party to, or any property of the appli- 
cant or of any subsidiary of the applicant is the subject of, any material 
proceeding pending before any court or governmental agency, describe 
such proceeding, including: 

(1) Title of the proceeding. 
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(2) Name and address of the court or of the governmental agency be- 
fore which the proceeding is pending. 

(3) Names of the principal parties to the proceeding. 

(4) Date the proceeding was commenced. 

(5) Description of factual basis alleged to underlie the proceeding. 

(6) Relief sought in the proceeding. 

(7) Status of the proceeding. 

(c) In case the applicant is not a reporting company, if any material 
proceeding to which the applicant or any subsidiary of the applicant 
would be a party or of which any property of the applicant or of any sub- 
sidiary of the applicant would be the subject, is known to the applicant 
to be contemplated by any governmental agency, describe such proceed- 
ing, including information comparable to the information called for in 
Paragraphs (1) to (7), inclusive, of subdivision (b) of this Section. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§ 80.4114. Information Regarding Payment Instrument or 
Travelers Check Licenses. 

In case the applicant has any payment instruinent or travelers check 
license issued by a governmental agency within the United States, pro- 
vide the following information with respect to each such license: 

(a) Name, address, and, if available, telephone number of the govern- 
mental agency by which the license was issued. 

(b) Business which the applicant is authorized to transact under the U- 
cense. 

(c) Any material conditions to which the license is subject. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 
1. Repealer of subsection (b) and subsection relettering filed 4-7-97; operative 
4-7-97 pursuant to Government Code section 1 1343.4(d) (Regisler97, No. 15). 



§ 80.4115. Information Regarding Business Plan. 

Provide a business plan for the applicant which provides all of the fol- 
lowing: 

(a) Description of the market that the applicant proposes to serve. 

(b) Description of the services and products proposed to be offered by 
the applicant. 

(c) Analysis of the need for the services and products proposed to be 
offered by the applicant. 

(d) Description of competition in the proposed market of the applicant, 
including the name of each other business which provides to the pro- 
posed market of the applicant services and products that are similar to any 
of the principal services and products proposed to be provided by the 
applicant. 

(e) Description of how services and products of the applicant will be 
marketed in consideration of the existing and anticipated competition. 

(f) Analysis of the capital, financial, physical and human resources re- 
quired by the applicant to successfully implement the proposed business 
plan. 

(g) In case any material element of the business plan is based on an as- 
sumption, a statement of the assumption, and the justification for the as- 
sumption. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33220 and 33403, Financial Code. 

History 
1. Amendment of section heading, repealer and new section, and amendment of 
Note filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 



§ 80.41 1 6. Information Regarding California Offices. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



§ 80.4117. Information Regarding Proposed California 
Agents. 

In case the applicant proposes to have any California agents, provide 
the following information: 

(a) Describe the types of business conducted by the applicant's pro- 
posed California agents. 

(b) Provide a copy of each form of contract which the applicant pro- 
poses to make with its California agents in accordance with Financial 
Code Section 33700. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 

1. Repealerof subsections (a), (b)and (e)and subsection relettering filed 4-7-97; 
operative 4-7-97 pursuant to Government Code section 1 1343.4(d) (Register 
97, No. 15). 



§ 80.4118. Information Regarding Operations. 

(a) Describe the manner in which the applicant proposes to conduct its 
payment instrument business after it becomes a licensee, including the 
procedures and policies which the applicant proposes to follow with re- 
spect to the following matters: 

(1) Selecting and appointing agents. 

(2) Distributing blank payment instruments to agents and controlling 
blank payment instruments. 

(3) Requiring agents to report sales of payment instruments in accor- 
dance with Article 3 (commencing with Section 33730), Chapter 6 of the 
Payment Instruments Law. 

(4) Requiring California agents which are subject to Article 4 (com- 
mencing with Section 33740), Chapter 6 of the Payment Instruments 
Law to remit proceeds from sales of payment instruments in accordance 
with Article 4, Chapter 6 of the Payment Instruments Law, and requiring 
other agents to remit proceeds from sales of payment instruments. 

(5) Receiving and investing proceeds from sales of payment instru- 
ments. 

(6) Accounting for amounts due from agents on account of sales of 
payment instruments. 

(7) Accounting for unpaid payment instruments. 

(8) Paying payment instruments. 

(b) In case the applicant presently transacts outside the State of Cali- 
fornia the business of selling payment instruments issued by it, if its pro- 
posed operations, as described in accordance with Subdivision (a) of this 
Section, differ in any material respect from its present operations, de- 
scribe such difference. 

(c) State the address of each place where the applicant proposes to 
maintain records relating to its payment instrument business. 

(d) In case the applicant maintains or proposes to maintain any fidelity 
bond, describe such fidehty bond. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33220 and 33403, Financial Code. 

History 

1. Change without regulatory effect amending subsection (a)(2) filed 8-28-91 
pursuant to section 100, title 1 , California Code of RegulaUons (Register 92, No. 
4). 

2. Amendment of subsection (a)(2) and NOTE filed 4-14-98; operative 5-14-98 
(Register 98, No. 16). 

§ 80.4119. Information Regarding Forms of Payment 
Instruments. 

(a) Provide a specimen copy of each form of payment instrument is- 
sued by the applicant which the applicant proposes to sell in the state of 
California. 

(b) In case the applicant proposes to sell a form of payment instrument 
only in certain circumstances (for example, only through a certain Cali- 
fornia agent or type of California agent or only in certain geographical 
areas), describe such circumstances. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220, 
Chapter 4, Division 16, and Section 33521, Financial Code. 



• 
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§ 80.4120. Information Regarding Clearing Bank. 

In case any payment instruments issued by the applicant which the 
appHcant proposes to sell in the State of California are drawn on, payable 
through, or payable at a bank state the name of the clearing bank, the ad- 
dress of the head office of the clearing bank, and the address and tele- 
phone number of the office of the clearing bank on which the payment 
instruments are drawn, or at or through which the payment instruments 
are payable. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220, 
Chapter 4. Division 16, and Section 33522, Financial Code. 

History 
] . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§ 80.4121. Information Regarding Pro Forma Financial 
Statements. 

(a) Provide a pro forma balance sheet of the applicant as of the end of, 
a pro forma statement of income for, a pro forma statement of cash flows 
for, and a pro forma statement of shareholders' equity for, the first half- 
year of operation, the first year of operation, the second year of operation 
and the third year of operation. 

(b) Provide a pro forma statement showing the amount of payment in- 
struments issued and sold by the applicant during the first half year of op- 
eration, the first year of operation, the second year of operation and the 
third year of operation, detailing in each case the amount sold in the State 
of California and the total amount sold. 

(c) Provide a pro forma statement showing the amount of payment in- 
struments issued and sold by the applicant which are reported outstand- 
ing as of the end of the first half year of operation, the first year of opera- 
tion, the second year of operation, and the third year of operation. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 
1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 1 1343.4(d) (Register 97, No. 15). 

§ 80.4122. Information Regarding Reasonable Promise of 
Successful Operation. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 
1. Repealer filed 4-14-98; operative 5-14-98 (Register 98, No. 16). 

§ 80.4123. Information Regarding Compliance with 
Financial Code Section 33567. 
In case the applicant presently transacts outside the State of California 
the business of selling payment instruments issued by it, if the value of 
the eligible securities owned by the applicant, as shown in the statement 
called for in Section 80.41 1 1(c)(5) of this Chapter, is less than the amount 
of reported outstanding payment instruments issued by the applicant as 
of the date of the balance sheet referred to in Section 80.41 1 1 (a)(l )(A), 
show how the applicant plans to comply with the provisions of Financial 
Code Section 33567. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 
1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11343.4(d) (Register 97, No. 15). 

§ 80.4124. Information Regarding Authorization of Board. 
(a) Provide a copy of a resolution of the board of the applicant: 

(1) Authorizing the applicant to apply for a license. 

(2) Authorizing the Commissioner to examine the applicant in connec- 
tion with the apphcation. 

(3) Authorizing and directing all directors, officers, and employees of 
the applicant and any person having custody of any of the records of the 
applicant, to furnish to the Commissioner such information, and to per- 
mit the Commissioner to inspect and copy such records, as the Commis- 
sioner may request in connection with the application. 



(4) Authorizing any bank or other financial institution with which the 
applicant has transacted business to furnish to the Commissioner such in- 
formation, and to permit the Commissioner to inspect and copy such re- 
cords, as the Commissioner may request in connection with the applica- 
tion. 

(5) Authorizing any governmental agency which licenses or regulates 
issuers of payment instruments, issuers of travelers checks, or other fi- 
nancial institutions and which has information or records regarding the 
applicant, to furnish to the Commissioner such inforination, and to per- 
mit the Commissioner to inspect and copy such records, as the Coinmis- 
sioner may request in connection with the application. 

(b) The copy of the resolution of the board called for in Subdivision 
(a) of this Section shall be certified by the secretary or by an assistant sec- 
retary of the applicant. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4125. Signature, Acknowledgment, and Verification. 

(a) An application for a hcense shall be signed at the place provided 
on the facing page in the name of the applicant by an executive officer 
of the applicant. 

(b) Tlie signature of the applicant on an application for a license shall 
be acknowledged. 

(c) An apphcation for a license shall be verified by the executive offi- 
cer of the applicant who signs such apphcation on behalf of the applicant. 
Such verification shall state that such executive officer has read the appli- 
cation (including the documents incorporated therein by reference), that 
he knows the contents of the application, and that the statements made 
in the apphcation are true and correct. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§80.4126. Fee. 

An apphcation for a license shall be accompanied by the fee prescribed 

in Financial Code Section 33301(a). 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33301 , 
Financial Code. 

§80.4127. Amendment. 

An amendment to an application for a license shall be signed in the 
name of the applicant by an executive officer of the applicant or by anoth- 
er person authorized to represent the applicant in connection with such 
application and shall be verified by such executive officer or other per- 
son. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 



Subarticie 3. 



Administrative Standards ai 

Procedures 



§ 80.4200. Scope. 

This Subarticie contains regulations which set forth administrative 
standards and procedures relating to an application for a license. 
NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

§ 80.4201 . Incomplete Application. 

As an administrative procedure, the Commissioner generally will re- 
ject for filing any application for a license which is not substantially com- 
plete. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 
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Subarticle 4. Post-Approval Matters 

§ 80.4300. Scope. 

This Subarticle contains regulations relating to matters after an appli- 
cation for a license is approved by the Commissioner. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33203 
and Chapter 4, Division 16, Financial Code. 

History 
1. Change without reguiatoiy effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4301 . Time for Filing Documents. 

In case a provision of this Subarticle calls for an applicant to file a doc- 
utnent with the Commissioner not less than a specified number of days 
or business days before such applicant is issued a license, the applicant 
is encouraged to make the filing before such deadline, if pos.sible, so as 
to allow ample time not only for the staff of the Department to process 
the docuiTient filed but also for the applicant to make any corrections or 
changes in such document that may be found to be necessary before the 
license is issued. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33203 
and Chapter 4, Division 16, Financial Code. 

History 

1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4302. Reports. 

In addition to tiling with the Commissioner each report called for in 
this Subarticle. an applicant shall file with the Commissioner each report 
which the provisions of the Payment Instruments Law or of this Subchap- 
ter require of a licensee. A report required by any such provision shall be 
filed within the period specified in such provision; however, any report 
which is required of a Ucensee under the provisions of Subarticle 4 (com- 
mencing with Section 80.8300), Article 9 of this Subchapter and which 
relates to an event that occurs before a license is issued to an applicant 
shall be filed with the Commissioner not less than five business days be- 
fore such license is issued, notwithstanding the fact that the provision 
which requires such report may allow a longer time for filing the report. 
NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33203, 
Chapter 4, Division 16, and Sections 33901 and 33902, Financial Code. 

History 
1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4303. Implementation of Proposals. 

Not less than five business days before an applicant is issued a license, 
such applicant shall implement each of the proposals which it repre- 
sented in its application for a license, explicitly or implicitly, that it would 
implement before commencing to transact in the State of California the 
business of selling payment instruments issued by it (for example, pro- 
posals to appoint officers, sell securities, or obtain financing) and shall 
file with the Commissioner a report regarding the implementaUon of 
each such proposal. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 
33203, 33221, and 33223, Chapter 4, Division 16, Financial Code. 

History 

1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4304. Certificate of Good Standing. 

In case an applicant is a foreign corporation, such applicant shall, not 
less than five business days before being issued a license, file with the 
Commissioner a Certificate of Good Standing — Foreign Corporadon of 
the Secretary of State of the State of California, certifying that the appli- 
cant has qualified to transact intrastate business in the State of California 
and is in good corporate standing under the laws of the State of Califor- 
nia. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33203 
and Chapter 4, Division 16, Financial Code. 



History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4305. Report Regarding Directors, Executive Officers, 
and Balance Sheet. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 
33203 and 33221, and Chapter 4, Division 16, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4—7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 80.4306. Policy Regarding Agents. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33202, 
Chapter 4, Division 16, Financial Code. 

History 

1 . Change without regulatory effect amending subsection (b) filed 8-28-91 pur- 
suant to section 100, title 1, California Code of Regulations (Register 92, No. 
4). 

2. Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 80.4307. Agreement. 

In accordance with Financial Code Section 33280, not less than five 
business days before an applicant is issued a license, such applicant shall 
file with the Commissioner an Agreement of Applicant for License Un- 
der Payment Instruments Law in the form of Department Form 5020, 
signed in the name of the applicant by an execufive officer of the appli- 
cant. The signature of the applicant on such Agreement shall be acknowl- 
edged. 
NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 

33202 and 33280, and Chapter 4, Division 16, Financial Code. 

History 

1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4308. Appointment of Commissioner as Agent for 
Service of Process. 

In accordance with Financial Code Secfion 33261, not less than five 
business days before an applicant is issued a license, such applicant shall 
file with the Commissioner an Appointment of Commissioner of Finan- 
cial Institufions as Agent for Service of Process in the form of Depart- 
ment Form 5025, signed in the name of applicant by an execufive officer 
of the applicant. The signature of the applicant on such Appointment 
shall be acknowledged. 
NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 

33203 and 33261, and Chapter 4, Division 16, Financial Code. 

History 
1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4309. Authorization for Release of Information. 

Not less than five business days before an applicant is issued a license, 
such applicant shall file with the Commissioner an Authorizafion for Re- 
lease of Information in the form of Department Form 5030, signed in the 
name of the applicant by an execufive officer of the applicant. The signa- 
ture of the applicant on such Authorization shall be acknowledged. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33203, 
Chapter 4, Division 16, and Section 33903, Financial Code. 

History 
1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.4310. Report Regarding Differences from Application. 

(a) Not more than 30 days nor less than five business days before an 
applicant is issued a license, such applicant shall file with the Commis- 
sioner a report signed by an executive officer of the applicant, stating 
whether or not the applicant or the applicant's plan for transacting in the 
State of California the business of selling payment instruments issued by 
it is or is to be different in any material respect from what was set forth 
in its application for a license and, if so, describing such difference. 

(b) As an administrafive standard, if the Commissioner finds that an 
applicant or the applicant's plan for transacting in the State of California 



Page 176 



Register 98, No. 16; 4-17-98 



Title 10 



Commissioner of Financial Institutions 



the business of selling payment instruments issued by it is or is to be dif- 
ferent in any material respect from what was set forth in its application 
for a license and that, if such difference had existed at the time when the 
Commissioner decided such application, the Commissioner would have 
denied the application, the Commissioner will revoke his approval of the 
application and will not issue a license to the applicant. 
NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 
33203, 33221, 33403 and 33406, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

2. Amendment of subsection (a) and Note filed 4-14—98: operative 5-14—98 
(Register 98, No. 16). 

§ 80.4311. Expiration and Extension of Approval of 
Application for License. 
(a) The Commissioner's approval of an application for a license shall, 



unless extended by the Commissioner, expire one year after the date of 
such approval. 

(b) An application for an extension of the Commissioner's approval 
of an application for a license shall contain the following information: 

(1) Date on which the approval is scheduled to expire. 

(2) Description of the applicant's progress to date in preparing to com- 
mence transacting in the State of California the business of selling pay- 
ment instruments issued by it. 

(3) Proposed timetable for completing preparations to commence 
transacting in the State of California the business of selling payment in- 
struments issued by it. 



[The next page is 177.] 



Page 176.1 



Register 98, No. 16; 4-17-98 



Commissioner of Financial Institutions 



§ 80.5300 



(4) Amount of additional time requested for completing preparations 
to commence transacting in the State of California the business of selling 
payment instruments issued by it. 

(5) Statement of reasons why such additional time is required for com- 
pleting preparations to commence transacting in the State of California 
the business of selling payment instruments issued by it. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33203 and 33220, and Chapter 4, Division 16, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 80.4312. License — Issuance and Expiration. 

(a) Not less than one business day before an applicant is issued a li- 
cense, such applicant shall file with the Commissioner an application for 
the issuance of such license. Such applicant shall state the date on which 
the applicant proposes to commence transacting in the State of California 
the business of selling payment instruments issued by it, and shall be ac- 
companied by the fee prescribed in Financial Code Section 33301(b). 

(b) An applicant may commence transacting in the State of California 
the business of selling payment instruments issued by it on or after the 
date on which a license is issued to such applicant. However, such license 
shall expire on the earlier of the following dates unless the applicant shall 
have commenced transacting in the State of California the business of 
selling payment instruments issued by it on or before such date: 

(1) Date on which the Commissioner's approval of the application for 
the license expires pursuant to Section 80.4311 of this Chapter. 

(2) Thirtieth day after the date of the issuance of the license. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33203, 33220, and 33301, and Chapter 4, Division 16, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 80.4313. Reports Regarding Commencement of 

Business, CaSifornia Offices, and California 
Agents. 
Not more than five business days after commencing to transact in the 
State of California the business of selling payment instruments issued by 
it, an applicant shall file with the Commissioner a report containing the 
following information: 

(a) State the date on which the applicant commenced to transact in the 
State of California the business of selling payment instruments issued by 
it. 

(b) State the address and telephone number of each of the applicant's 
offices in the State of California at which the applicant transacts payment 
instrument business, and describe the payment instrument business con- 
ducted at each such office. 

(c) In case the applicant had any California agents as of the date on 
which it commenced to transact in the State of California the business of 
selling payment instruments issued by it, provide the following informa- 
tion with respect to each California agent: 

(1) State the name of each California agent. 

(2) State the address and, if available, the telephone number of each 
reporting/remitting office of the California agent. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33203, 33221 , 33760 and 33902, Chapter 4, Division 16, Financial Code. 

History 

1 . Amendment of section heading, and first paragraph, new subsections (c)-(c)(2) 
and amendment of Note filed 4-7-97; operative 4-7-97 pursuant to Govern- 
ment Code section 11343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section and NOTE filed 8-19-97 
pursuant to section 100, title 1 , California Code of Regulations (Register 97, No. 

34). 
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Subarticle 1= General Provisions 

§ 80.5000. Scope. 

This Article contains regulations relating to licensees. This Subarticle 
contains general provisions relating to licensees. (Subarticle 2 of this Ar- 
ticle is reserved.) Subarticle 3 (commencing with Section 80.5200) of 
this Article contains regulations relating to the sale by a licensee of pay- 
ment instruments issued by it. Subarticle 4 (commencing with Section 
80.5300) of this Article contains regulations relating to eligible securi- 
ties. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Chapter 5, Di- 
vision 16, Financial Code. 

Subarticle 3. Sale of Payment Instruments 

§ 80.5200. Scope. 

This Subarticle contains regulations relating to the sale by a licensee 
of payment instruments issued by it. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Article 2, 
Chapter 5, Division 16, Financial Code. 

§ 80.5201. Forms of Payment instruments. 

(a) An application by a licensee for approval under Financial Code 
Section 33521 of the form of a payment instrument issued by such licens- 
ee shall contain the following: 

(1) Provide a specimen copy of the form of payment instrument. 

(2) In case the licensee proposes to sell the form of payment instrument 
only in certain circumstances (for example, only through a certain Cali- 
fornia agent or type of California agent or only in certain geographical 
areas), describe such circumstances. 

(b) As an administrative standard, the Commissioner will generally 
deny an application by a licensee for approval of a form of payment in- 
strument issued by such licensee which identifies the agent through 
which the licensee proposes to sell such form of payment instrument un- 
less such form of payment instrument (1) indicates that such agent is an 
agent of the licensee and (2) identifies the licensee at least as conspicu- 
ously as it does the agent. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 
33220 and 33521, Financial Code. 

History 
1 . Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.5202. Clearing Banks. 

An application by a licensee for approval of a clearing bank under Fi- 
nancial Code Secfion 33522 shall state the name of the clearing bank, the 
address of the head office of the clearing bank, and the address and tele- 
phone number of the office of the clearing bank on which payment instru- 
ments issued by the licensee are to be drawn or at or through which such 
payment instruments are to be payable. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33220 and 33522, Financial Code. 

History 
1 . Amendment filed 4-7-97; operative 4-7-97 pursuant to Government Code sec- 
tion 11343.4(d) (Register 97, No. 15). 

Subarticle 4. Eligible Securities 

§ 80.5300. Scope. 

This Subarticle contains regulations relating to eligible securities. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Article 3, 
Chapter 5, Division 16, Financial Code. 
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§ 80.5301 . Ownership— Ability to Transfer. 

(a) For purposes of Financial Code Section 3356 J (a)(3), a licensee 
shall not be deemed to be able freely to otherwise transfer an eligible se- 
curity which consists of a deposit in a bank or savings and loan associ- 
ation unless such licensee is able freely to withdraw such deposit. How- 
ever, if the deposit is a savings or time deposit and is subject to 
restrictions on withdrawal usually imposed on a savings or time deposit, 
as the case may be, the licensee shall not, on account of such restrictions, 
be deemed unable freely to withdraw the deposit. 

(b) For purposes of Financial Code Section 33561(a)(3), a licensee 
shall not be deemed to be able freely to negotiate, assign, or otherwise 
transfer an eligible security if any negotiation, assignment, or other trans- 
fer of such eligible security would constitute a breach or event of default 
by such licensee or by any affiliate of the licensee under any contract, ob- 
ligation, note, or other security issued by the licensee or by any affiliate 
of the licensee. For example, for purposes of Financial Code Section 
33561(a)(3), a licensee shall not be deemed to be able freely to negotiate, 
assign, or otherwise transfer an eligible security which consists of a de- 
posit in a bank if such licensee's failure to maintain such deposit would 
constitute a breach of a provision for compensating balances set forth in 
a loan contract between such bank and the licensee or a parent of the li- 
censee. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33561 , 
Financial Code. 

§ 80.5302. Ownership — Documented Nominee. 

For purposes of Financial Code Section 33561 and this Subchapter, 
"documented nominee," when used with respect to a licensee, means a 
partnership: 

(a) The articles of partnership of which authorize it to engage in no 
business other than the business of owning, buying, selling, or otherwise 
transferring of record securities which are owned beneficially by the li- 
censee; 

(b) The partners of which include no persons other than the licensee 
and officers and employees of the licensee; 

(c) Which is controlled by the licensee; 

(d) Which is beneficially owned solely and exclusively by the licens- 
ee; and 

(e) Which is shown by the records of the licensee to comply with the 
provisions of Subdivisions (a) to (d), inclusive, of this Section. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33561 and 33902, Financial Code. 

§ 80.5303. Eligible Securities Rating Services. 

The Commissioner finds that each of the securities rating services 
named in the subdivisions of this Section has been continuously engaged 
in the business of rating securities for a period of not less than three years, 
is competent to rate securities, is nationally recognized for rating securi- 
ties in a competent manner, and publishes its ratings of securities on a na- 
tionwide basis. Therefore, the Commissioner declares each of the securi- 
ties rating services named in the subdivisions of this Section to be eligible 
securities rating services for purposes of the Payment Instruments Law: 

(a) Moody's Investors Service, Inc. 

(b) Standard and Poor's Corporation. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33564, 
Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.5304. Eligible Ratings. 

The Commissioner finds that the ratings assigned to the respective 
classes of securities by the respective eligible securities rating services, 
as specified in the subdivisions of this Section, indicate that such respec- 
tive classes of securities are each of sufficient quality to be eligible secu- 
rities. Therefore, the Commissioner declares the ratings assigned to the 
respective classes of securities by the respective eligible securities rating 



services, as specified in the subdivisions of this Section, to be eligible rat- 
ings for purposes of the Payment Instruments Law: 

(a) Moody's Investors Service, Inc.: 

( 1 ) Corporate, state, and municipal bonds and railroad equipment trust 
certificates: Aaa, Aa, and A. 

(2) Preferred stock: aaa, aa, and a. 

(3) Commercial paper: P-1 and P-2. 

(b) Standard and Poor's Corporation: 

(1 ) Corporate, state, and municipal bonds and railroad equipment trust 
certificates: AAA, AA, and A. 

(2) Preferred stock: AAA, AA, and A. 

(3) Commercial paper: A-1 and A-2. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33565. 
Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Article 8. Records 

§ 80.7000. Scope. 

This Article contains regulations relating to the records of licensees. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33900, 
Financial Code. 

§ 80.7001. Generally Accepted Accounting Principles. 

A licensee shall make, keep, and preserve records in such form, in such 
manner, and for such time as is in accordance with generally accepted ac- 
counting principles. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33900, 
Financial Code. 

Article 9. Reports 



Subarticle 1. General Provisions 

§ 80.8000. Scope. 

This Article contains regulations relating to reports which licensees 
are required to file with the Commissioner. This Subarticle contains gen- 
eral provisions relating to reports which licensees are required to file with 
the Commissioner. Subaru cle 2 (commencing with Secfion 80.8100) of 
this Article contains regulations relating to the annual report of a licens- 
ee. Subarticle 3 (commencing with Section 80.8200) of this Arficle con- 
tains regulations relafing to the quarterly report of a licensee. Subarticle 
4 (commencing with Section 80.8300) of this Arficle contains regula- 
Uons relating to special reports of a licensee. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221, 33760, 33761, 33762, 33901, and 33902, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§80.8001. Definitions. 

In this Article: 

(a) "Annual report," when used with respect to a licensee, means a re- 
port which such licensee is required to file with the Commissioner pur- 
suant to Financial Code Secfion 33901 and Subarficle 2 (commencing 
with Secfion 80.8100) of this Article. 

(b) "Quarterly report," when used with respect to a licensee, means a 
report which such licensee is required to file with the Commissioner pur- 
suant to Subarficle 3 (commencing with Secfion 80.8200) of this Arficle. 

(c) "Special report," when used with respect to a licensee, means a re- 
port which such licensee is required to file with the Commissioner pur- 
suant to Subarticle 4 (commencing with Section 80.8300) of this Article 
or an order issued by the Commissioner under Financial Code Secfion 
33902. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221, 33760, 33761. 33762, 33901, and 33902, Financial Code. 
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History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.8002. Signatuire and Verification. 

An annual, quarterly, or special report of a licensee shall be signed in 
the name of such licensee by an officer of the licensee and shall be veri- 
fied by such officer. Such verification shall state that the officer has read 
the report (including documents incorporated therein by reference), that 
he knows the contents of the report, and that the statements made in the 
report are true and correct. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221, 33760, 33761, 33762, 33901, and 33902, Financial Code. 

Subarticle 2= Annual Reports 



§80.8100. Scope. 

This Subarticle contains regulations relating to the annual report of a 
licensee. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901, Financial Code. 



§80.8101. 

In this Subarticle, "fiscal year" means the fiscal year of a licensee next 

preceding the filing of the annual report of such licensee. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901, Financial Code. 

§80.8102. Information Required. 

The annual report of a licensee shall contain the following: 

(a) The information called for in Subdivisions (a) and (b) of Financial 
Code Section 33901. 

(b) The information called for in Sections 80.8103 to 80.8110, inclu- 
sive, of this Chapter. 

(c) The information called for in Sections 80.8204 to 80.8210, inclu- 
sive, of this Chapter, relating to the fourth quarter of the fiscal year. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901 , Financial Code. 

§ 80.8103. Boformation Regarding Financial Statements. 

(a) In case the licensee has any subsidiaries, provide the financial state- 
ments called for in Financial Code Section 33901(a) on a consolidated 
basis. 

(b) In case the licensee has a parent which is not a reporting company, 
provide the following financial statements of such parent on a consoli- 
dated basis. 

(1) Balance sheet as of the end of the last fiscal year of the parent. 

(2) Statement of income, a statement of shareholders' equity, and a 
statement of cash flows for the last fiscal year of the parent. 

(c)(1) Provide a statement showing the amount of payment instru- 
ments issued and sold by the licensee during the fiscal year, detailing the 
amount sold in the State of California and the total amount sold. 

(2) In case the fiscal year of the licensee is not a calendar year, provide 
a statement showing the amount of payment instruments issued and sold 
by the licensee during the last calendar year, detailing the amount sold 
in the State of California and the total amount sold. 

(d) Provide a statement showing the amount of payment instruments 
issued and sold by the licensee which were reported outstanding as of the 
end of the fiscal year. 

(e) Provide, if available, a statement showing the amount of payment 
instruments issued and sold by the licensee which were unpaid as of the 
end of the fiscal year. 

(f) Provide a statement showing the amount of payment instruments 

issued and sold by the licensee which were pre-clears as of the end of the 

fiscal year. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901, Financial Code. 



History 
1. Amendment of subsection (a), redesignation and amendment of subsections 
(b)( 1 )-(b)( 1 )(B) to (b)-(b)(2), and repealer of former subsections (b)(2) and (g) 
filed 4-7-97; operative 4-7-97 pursuant to Governmeni Code section 
1 1343.4(d) (Register 97, No. 15). 



§ 80.8104. Information Regarding Directors and Executive 
Officers. 

(a) In this Section, to be "indebted" does not include indebtedness on 
account of any of the following: 

(1 ) Any amount due for purchases subject to usual trade terms, for or- 
dinary travel and expense advances, or for other transactions in the ordi- 
nary course of business. 

(2) Any loan made by a bank, savings and loan association, industrial 
loan company, or securities broker-dealer extending credit under Regu- 
lation T of the Board of Governors of the Federal Reserve System, pro- 
vided that such loans is made in the ordinary course of business, is made 
on substantially the same terms (including interest rate and collateral) as 
those prevailing at the time for comparable transactions with other per- 
sons, and does not involve more than normal risk of collectibility or pres- 
ent other unfavorable features. 

(b) Provide a list showing, with respect to each person who was a direc- 
tor or executive officer of the licensee at the end of the fiscal year: 

(1) Name. 

(2) Title of each position held with the licensee. 

(c) Identify the executive officer of the licensee who is in charge of the 
payment instrument business of the licensee. 

(d) In case the licensee is neither a reporting company nor a bank nor 
a savings and loan association, if any person who at the end of the fiscal 
year was, or was an associate of, any director or executive officer of the 
licensee was at any time during the fiscal year indebted to the licensee or 
the hcensee's subsidiaries (except any subsidiary which is a bank, sav- 
ings and loan association, industrial loan company, or broker/dealer in 
securities extending credit under Regulation T of the Board of Governors 
of the Federal Reserve System) in an amount which in the aggregate ex- 
ceeds $25,000 or 1 percent of the licensee' s total assets, whichever is less, 
provide the following information: 

(1) Identify the person, and describe the person's relationship to the 
licensee. 

(2) Describe the nature of the indebtedness and of the transaction in 
which it was incurred. 

(3) State the highest aggregate amount of the indebtedness outstanding 
at any time during the fiscal year. 

(4) State the aggregate amount of the indebtedness currently outstand- 
ing. 

(5) State the rate of interest paid or charged on the indebtedness. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901, Financial Code. 

History 
1 . Amendment of subsections (a)(2) and (d) filed 4-7-97; operative 4-7-97 pur- 
suant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 80.8105. Information Regarding Equity Security Owners. 
In case the licensee is not a reporting company and any person is 
known to the licensee to have been a 10 percent (including associates) 
equity security owner of the licensee as of the end of the fiscal year or in 
case the licensee has a parent which is not a reporting company and any 
person is known to the licensee to have been a 10 percent (including asso- 
ciates) equity security owner of such parent as of the end of the fiscal 
year, provide the following information with respect to each such 10 per- 
cent (including associates) equity security owner: 

(a) Name. 

(b) Business address. 

(c) Title of any position which the person holds with the licensee or 
with a parent of the licensee. 

(d) Amount and types of equity securities of the licensee or of a parent 
of the licensee owned by the person and the person's associates. 
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NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
3322] and 33901. Financial Code. 

§ 80.8106. Information Regarding Affiliates. 

In case the licensee had a parent or any significant subsidiary as of the 
end of the fiscal year, provide a list or diagram which includes the appli- 
cant and which contains the following information with respect to each 
affiliate of the applicant which was, as of the end of the fiscal year, (i) a 
parent of the licensee, (ii) a significant subsidiary of such parent, (iii) a 
significant subsidiary of the licensee, or (iv) significantly involved in the 
payment instrument business of the licensee. 

(a) State the name of the affiliate. 

(b) Show the relationship of the affiliate to the licensee and to each oth- 
er affiliate in the list or diagram. In case any affiliate which was a subsid- 
iary was not wholly owned by its immediate parent, state the percentage 
of voting securities of such subsidiary which was owned by such immedi- 
ate parent or the other basis upon which the subsidiary was controlled by 
the immediate parent. 

(c) State in a word or phrase the principal line of business of the affili- 
ate. 

(d) In case the affiliate was significantly involved in the payment in- 
strument business of the licensee, briefly describe such involvement. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901, Financial Code. 

History 
1 . Amendment of subsection (b) filed 4-7-97; operative 4-7-97 pursuant to Gov- 
ernment Code section 1 1343.4(d) (Register 97, No. 15). 

§ 80.8107. Information Regarding California Offices. 

In case the licensee, as of the end of the fiscal year, maintained any of- 
fices in the State of California at which it transacted payment instrument 
business, provide the following information with respect to each such of- 
fice: 

(a) State the address and telephone number of the office. 

(b) Describe the payment instrument business conducted at the office. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901, Financial Code. 

§ 80.8108. Information Regarding California Agents. 

In case the licensee had any California agents as of the end of the fiscal 
year, provide the following information with respect to each California 
agent: 

(a) State the name of the California agent. 

(b) State the address and, if available, the telephone number of each 
reporting/ remitting office of the California agent. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901, Financial Code. 

§ 80.8109. Information Regarding Special Reports. 

In case the licensee has not filed with the Commissioner any of the spe- 
cial reports wliich it was required to file since the filing of its last quarterly 
report (or, if the licensee has not filed any quarterly report, since it be- 
came a licensee), file such special report concurrently with the filing of 
the annual report and explain in the annual report the reasons why the li- 
censee failed to file the special report on a timely basis. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221, 33901, and 33902, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 80.8110. Information Regarding Certain Documents. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33901, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 



Subarticle 3. Quarterly Reports 

§ 80.8200. Scope. 

This Subarficle contains regulations relating to the quarterly report of 
a licensee. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

§80.8201. Definition. 

In this Subarticle, "quarter" means the quarter of the fiscal year of a 
licensee next preceding the filing of the quarterly report of such licensee. 
NOTE: Authority cited: Section 33202. Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

§ 80.8202. Filing and Information Required. 

Not more than 45 days after the end of each quarter (except the fourth 
quarter) of its fiscal year, a licensee shall file with the Commissioner a 
quarterly report containing the information called for in Sections 
80.8203 to 80.8211, inclusive, of this Chapter. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.8203. Information Regarding Financial Statements. 

(a) In case the licensee is not a reporting company, provide the follow- 
ing financial statements of the licensee on a nonconsolidated basis: 

(1) Balance sheet as of the end of the quarter. 

(2) Statement of income for the quarter. 

(b) Provide a statement showing the amount of payment instalments 
issued and sold by the licensee which were reported outstanding as of the 
end of the quarter. 

(c) Provide, if available, a statement showing the amount of payment 
instruments issued and sold by the licensee which were unpaid as of the 
end of the quarter. 

(d) Provide a statement showing the amount of payment instruments 
issued and sold by the licensee which were pre-clears as of the end of the 
quarter. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 
1. Relettering of subsection (e) to subsection (d) filed 4-7-97; operative 4-7-97 
pursuant to Government Code section 1 1343.4(d) (Register 97, No. 15). 

§ 80.8204. Information Regarding Eligible Securities. 

(a) State whether or not the licensee complied with the provisions of 
Financial Code Section 33567 at all times during the quarter, and, if not, 
describe the circumstances. 

(b) Provide a statement of the eligible securities owned by the licensee 
as of the end of the quarter, showing the total value of such eligible securi- 
ties, as determined in accordance with Financial Code Section 33560(g), 
and containing the following information with respect to each eligible se- 
curity: 

(1) Identify the security, including the name of the issuer, the type of 
the security, and such other information as may be necessary to distin- 
guish the security from other securities issued by the same issuer. 

(2) State the value of the security, as determined in accordance with 
Financial Code Section 33560(g). 

(3) In case the quahfication of the security as an eligible security de- 
pends upon the assignment of an eligible rating by an eligible by an eligi- 
ble securities rating service, state the rating assigned to the security by 
an eligible securities rating service and identify such eligible securities 
rating service. 

(c) In case any of the eligible securities included in the statement called 
for in Subdivisions (b) of this Section is owned of record by a docu- 
mented nominee of the hcensee which is not listed as such in the current 
edition of the Nominee List published by the American Society of Corpo- 
rate Secretaries, Inc., state the name of such documented nominee. 
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NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

§ 80.8205. Onfoirmation Regarding Extensions of Credit. 

(a) In case the licensee or any affiliate of the licensee which is signifi- 
cantly involved in the payment instrument business of the licensee (other 
than a licensee or affiliate which is a bank) has extended credit or com- 
mitted to extend credit in an amount exceeding $25,000 directly or indi- 
rectly to, or for the benefit of, any agent of the licensee (other than an 
agent which is a subsidiary of the licensee) and such extension of credit 
or commitment was outstanding at the end of the quarter, identify the par- 
ties and describe the terms of the transaction. 

(b) In case any person has made a commitment to extend credit to the 
licensee and such commitment was outstanding at the end of the quarter, 
identify such person (or, if the person was a group of banks, identify the 
lead bank of such group and indicate that it is the lead bank of a group 
of banks) and describe the terms of the commitment. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

§ 80.8206. Information Regarding Changes in Business, 

Policies, or Operations. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 80.8207. Information Regarding Changes in Accounting 
Policies. 
In case there was any material change in the accounting policies of the 
licensee during the quarter, describe such change. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

§ 80.8208. Information Regarding Changes in Articles. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 80.8209. Information Regarding Changes in Board or 

Executive Officer Staff. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
1 1343.4(d) (Register 97, No. 15). 

§ 80.8210. Information Regarding Payment Instrument or 
Travelers Check Licenses. 

(a) In case the licensee obtained any new payment instrument or trav- 
elers check license during the quarter from a governmental agency within 
the United States, provide the following information with respect to each 
such license: 

( 1 ) Name, address, and, if available, telephone number of the govern- 
mental agency by which the license was issued. 

(2) Business which the applicant is authorized to transact under the li- 
cense. 

(3) Any material conditions to which the license is subject. 

(b) In case any application by the licensee for a new payment instal- 
ment or travelers check license was denied during the quarter by a gov- 
ernmental agency within the United States, provide a copy of the order, 
decision, or other instrument by which such apphcation was denied. 

(c) In case any payment instrument or travelers check license of the li- 
censee which was issued by governmental agency within the United 
States was suspended, revoked, voluntarily surrendered, or otherwise 
terminated during the quarter or in case any payment instrument or trav- 
elers check license of the licensee which was issued by a governmental 
agency outside the United States was suspended, revoked, or otherwise 



involuntarily terminated (other than for nonpayment of fees) during the 
quarter, provide the following information: 

(1) State the name, address, and, if available, telephone number of the 
governmental agency by which the license was issued. 

(2) Describe the business which the applicant was authorized to trans- 
act under the license. 

(3) State the date on which the license was terminated. 

(4) State the reasons why the license was terminated. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1 . Repealer of subsection (a)(2) and subsection renumbering filed 4-7-97; opera- 
tive 4-7-97 pursuant to Government Code section 1 1 343.4(d) (Register 97, No. 
15). 

§ 80.821 1 . Information Regarding Filing of Special 
Reports. 

In case the licensee has not filed with the Commissioner any of the spe- 
cial reports which the licensee was required to file since the filing of its 
last quarterly or annual report, whichever was filed more recently (or, in 
case the licensee has not filed any quarterly or annual report, since it be- 
came a licensee), file such special report concurrently with the filing of 
the quarterly report and explain in the quarterly report the reasons why 
the licensee failed to file the special report on a timely basis. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 

Subarticle 4o Special! Reports 

§ 80.8300. Scope. 

This Subarticle contains regulations relating to special reports of a li- 
censee. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221, 33760, 33761, 33762, and 33902, Financial Code. 

§80.8301. California Offices. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 
1 . Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 80.8302. California Agents. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Secfions 
33221, 33760, 33761, 33762, and 33902, Financial Code. 

History 

1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Government Code section 
11343.4(d) (Register 97, No. 15). 

§ 80.8303. Fidelity Bond. 

Whenever the coverage provided by a fidelity bond covering direc- 
tors, officers, or employees of a licensee is reduced (including any reduc- 
tion in the scope of coverage with respect to persons or acts covered or 
any reduction in policy limits) upon the initiative of the surety or insurer 
or whenever any such bond is terminated, such licensee shall, within 10 
business days, file with the Commissioner a report describing the circum- 
stances. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 97, No. 34). 

§ 80.8304. Change in Control. 

(a) In this Section, for a person to "take action to acquire control" of 
a hcensee means for the person to: 

(1 ) Make a tender offer for, a request or invitation for tenders of, or an 
offer to exchange securities for, securities of the licensee or a parent of 
the licensee, if the person would by consummation thereof acquire con- 
trol of the licensee; 
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(2) Make an agreement (including an agreement to merge a parent of 
the licensee or to purchase securities of the licensee or of a parent of the 
licensee), if the person would by consummation tliereof acquire control 
of the licensee; or 

(3) Acquire control of the licensee. 

(b) Whenever any person takes action to acquire control of a licensee, 
such licensee shall, within 10 business days, file with the Commissioner 
a report containing the following information: 

(1) Identify the person. 

(2) Describe the action taken to acquire control of the licensee, includ- 
ing: 

(A) Identify the party from whom the person acquired or proposes to 
acquire control of the licensee. 

(B) State the nature, amount, and source of consideration paid or pro- 
posed to be paid for control of the licensee. Describe the basis on which 
the person controls or proposes to control the licensee, and state the per- 
centage of voting securities of the licensee which the person owns or pro- 
poses to own, directly or indirectly, of record or beneficially. 

(3) In case the person participates or proposes to participate in the man- 
agement or operations of the licensee, describe such participation. 

(4) Provide a copy of each of the last three annual reports of the person 
to its shareholders, a copy of any interim report issued by the person to 
its shareholders since the last annual report, and a copy of the last proxy 
or information statement issued by the person. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1. Repealer of subsection (b)(5) fded 4-7-97; operative 4-7-97 pursuant to Gov- 
ernment Code section 1 1343.4(d) (Register 97, No. 15). 

2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 80.8305. Acquisition or Disposition of Assets. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1. Repealer filed 4-7-97; operative 4-7-97 pursuant to Govemment Code section 
1 1 343.4(d) (Register 97, No. 15). 



§ 80.8306. Filings with Securities and Exchange 
Commission. 

(a) Whenever a licensee or a parent of a licensee files with the Securi- 
ties and Exchange Commission a registration statement (other than a reg- 
istration statement in the form of Securities and Exchange Commission 
Form S-8) pursuant to the Securities Act of 1933 and regulations of the 
Securities and Exchange Commission issued thereunder or a notification 
pursuant to Regulation A, E, or F of the Securities and Exchange Com- 
mission, such licensee shall, within 1 business days, file with the Com- 
missioner a report containing a copy of such document. 

(b) Whenever a hcensee or a parent of a licensee files with the Securi- 
ties and Exchange Commission a registration statement, report, proxy or 
information statement, or other document pursuant to Section 12, 13, or 
14 the Securities Exchange Act of 1934 or regulations of the Securities 
and Exchange Commission issued thereunder, such licensee shall, within 
10 business days, file with the Commissioner a report containing a copy 
of such document. 

(c) Whenever a licensee or a parent of a licensee files with the Securi- 
ties and Exchange Commission an amendment of any document referred 
to in Subdivision (a) or (b) of this Section, such licensee shall, within 10 
business days, file with the Commissioner a report containing a copy of 
such amendment. 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



§ 80.8307. Reports to Holders of Securities. 

NOTE: Authoritv cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1 . Repealer filed 4-7-97: operative 4-7-97 pursuant to Government Code section 
1 ] 343.4(d) (Register 97, No. 1 5). 

§ 80.8308. Defaults and Events of Insolvency. 

Whenever any of the following events involving a licensee occurs, 
such licensee shall immediately file with the Commissioner a report de- 
scribing the circumstances: 

(a) If the licensee without probable legal cause dishonors or defaults 
in the payment of any payment instrument, travelers check, note, or other 
security. 

(b) If the licensee or any subsidiary of the licensee applies for an adju- 
dication of bankruptcy, reorganization, arrangement, or other rehef un- 
der any bankruptcy, reorganization, insolvency, or moratorium law. 

(c) If any person applies against the licensee or any subsidiary of the 
licensee or against the business and property the licensee or of any sub- 
sidiary of the licensee for the appointment of a receiver or similar officer 
or for other relief of the type referred to in Subdivision (b) of this Section, 
or any such relief is granted. 

NOTE: Authority cited: Section 33202. Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 
1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§ 80.8309. Legal Proceedings. 

(a) For purposes of this section: 

(1 ) A proceeding involving a licensee or a subsidiary of a licensee shall 
not be deemed to be material: 

(A) If the proceeding is ordinary routine litigation incidental to the 
business of the licensee or of the subsidiary; or 

(B) If the proceeding involves primarily a claim for damages and if the 
amount of damages claimed (excluding interest and costs) against the li- 
censee or the subsidiary does not exceed 10 percent of the current assets 
of the licensee and its subsidiaries on a consolidated basis. For purposes 
of computing the amount of damages claimed, in case a proceeding pres- 
ents in large degree the same issues as other proceedings pending or 
known to be contemplated, the amount of damages claimed in such pro- 
ceeding shall be deemed to include the amount of damages claimed in 
such other proceedings. 

(2) Notwithstanding the provisions of Paragraph (1) of this Subdivi- 
sion (a), each of the following proceedings shall be deemed to be materi- 
al: 

(A) Any material proceeding in which any affiliate of the licensee or 
any person who is, or who is an associate of, any (i) director, (ii) executive 
officer, or (iii) five percent voting security owner of the licensee, is a 
party adverse to, or has a material interest adverse to, the licensee or any 
subsidiary of the licensee. 

(B) Any bankruptcy, receivership, or similar proceeding. 

(b) In case a licensee is not a reporting company, whenever any materi- 
al proceeding to which such licensee or any subsidiary of the licensee is 
a party or of which any property of the licensee or of any subsidiary of 
the licensee is the subject, is commenced by or before any court or gov- 
ernmental agency, the licensee shall, within 10 business days, file with 
the Commissioner a report describing such proceeding, including: 

(1) Title of the proceeding. 

(2) Name and address of the court or of the governmental agency be- 
fore which the proceeding was commenced. 

(3) Names of the principal parties to the proceeding. 

(4) Date the proceeding was commenced. 

(5) Description of the factual basis alleged to underlie the proceeding. 

(6) Relief sought in the proceeding. 

(c) Whenever a licensee or any subsidiary of a licensee becomes the 
subject of any of the following proceedings by or before any court or gov- 
ernmental agency, such licensee shall within 10 business days, file with 
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the Commissioner a report describing such proceeding, including the in- 
formation called for in Paragraphs (1) to (6), inclusive, of Subdivision (b) 
of this Section. 

(1) Proceeding to revoke or suspend a license or other authorization 
or qualification of the licensee or subsidiary to transact the business of 
issuing or selling payment instruments, the business of issuing or selling 
travelers checks, the business of banking, or the business of a bank hold- 
ing company. 

(2) Proceeding to prohibit, temporarily or permanently, the licensee or 
subsidiary from transacting any business of the kind referred to in Para- 
graph ( 1 ) of this Subdivision (c) or from engaging in any conduct or prac- 
tice with respect to any such business. 

(3) Proceeding to impose any monetary or other penalty upon the li- 
censee or subsidiary for having violated any law relating to any business 
of the kind referred to in Paragraph (1) of this Subdivision (c). 

(d) Whenever any proceeding of the type referred to in Subdivision (b) 

or (c)of this Section is concluded, the licensee shall, within 10 business 

days, file with the Commissioner a report identifying the proceeding and 

describing the conclusion of the proceeding. 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 

§80.8310, Grlmioal Proceedings. 

(a) Whenever the chief executive officer of a licensee, the chief finan- 
cial officer of a licensee, or the person in charge of the payment instru- 
ment business of a licensee is charged by complaint, information, or in- 
dictment with a crime against the interests of, or a crime relating to the 
business of, such licensee or any parent or subsidiary of the licensee or 



a crime involving fraud or dishonesty, the licensee shall, within 10 busi- 
ness days, file with the Commissioner a report containing the following 
information: 

(1 ) State the name of the person charged, and describe the relationship 
of the person with the licensee. 

(2) State the date on which the charge was issued. 

(3) Slate the name and address of the prosecuting agency. 

(4) Summarize the allegations made by the prosecuting agency. 

(b) Whenever any criminal proceeding of the type referred to in Subdi- 
vision (a) of this Section is concluded, the licensee shall, within 10 busi- 
ness days, file with the Commissioner a report identifying such criminal 
proceeding and describing the conclusion of the criminal proceeding. 
NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 
33221 and 33902, Financial Code. 

History 

1. Change without regulatory effect amending section filed 8-19-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 34). 



Subchapter 95= Forms 

§95.1. Scope. 

This Subchapter contains illustrations of selected Department forms. 
NOTE: Authority cited for Subchapter 95 (Sections 95.1-95.2030, not consecu- 
tive): Sections 215, 3800.5, 31 101 and 33202, Financial Code. Reference: Divi- 
sions 1,15 and 16, Financial Code. 

History 
1. New Subchapter 95 (Sections 95.1-95.2030, not consecutive) filed 12-29-78; 

designated effective 3-1-79 (Register 79, No. 2). 

§ 95.2. Personal Financial Statement. 

(a) The following is an illustration of the face side of Department 
Form 2: 



• 
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Form 2 

California Department of Financial Institutions 

PERSONAL FINANCIAL STATEMENT FOR THE CONFIDENTIAL USE OF 
THE COMMISSIONER OF FINANCIAL INSTITUTIONS, STATE OF CALIFORNIA 

Name 

Address 

Business or Occupation 

TO THE COMMISSIONER OF FINANCIAL INSTITUTIONS, STATE OF CALIFORNIA, 
SAN FRANCISCO, CALIFORNIA 94104 
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(b) The following is an illustration of the reverse side of Department 
Form 2: 

STOCKS, BONDS. AND OTHER INVESTMENTS 



• 



SCMKOUtC OF LIABILITIES SKCUHBD BV ASSmi OTHKII THAN RCAL. ESTATE 



rt*9 eir oaLiaATtsN 



easemmoH ar wsetmn^^ 



Aonsunv e>r Becumw 



STATCMENT OF NET WORTM AN© INCOME AND EXPENSES 

r@m THE PERIOO BESINNINO tS ^ AND ENDING. 



flLi. m DATES 



mm'mmim &^ iim&§» mwm&oi'SEm 

SM Mesas worn nmtm M Asevi raen »9«.i.««eK@ seimcst: 

Qs&a»in. WAsn. eewHimew*. fsss, svs 

otG€«ira dwi &OWI vaam •ksimss cm Mtertitiaw 

DISSMK eon &«MI> raoa PAttTMMHiPS. S^NWCAtn. KMLft. B«e. 

agnfs AM* »si9Ag.9Bi@ 

tfsimv9 ivm iJ9mi @k SNVitt nuts . 

oeieeac rae« BWvasTHiSMVii 

mmsm iR«e«s-D?9SB8g 

7@rft& osedQS wm ftmtm . 




omeaisv ^as® 



TSTAi. MMte^teas ros raMOB .... 



AIX ©UESnONS SHOULD BE ANSWERED 

(kiB? aascrs. 9@AB«8*an NT^e^HieAVgs ®viiia vmam At mA? c» •■a* * 



£^{is ^tttne AMV .SHftsntiiTO «miAvt«9BK» sr miits pimmms AMtMOT van > . 



..AMOUNT •- 



E9awi a? MMiPioAav 

St?a7S ■AfilMHB AMOMMT MafeOVW MWH ai.t. MOIKC* AT ANT ONB TIN! WNinQ TIAN 

^ ^ : B*T«_„ 



&9sm iiiniH»ei awhsnt 



sm»» &t.% teunco at ant <m» tibc euNinfl tcak 

.3A?iI 



• 



The undersigned hereby certifies that the foregoing statement has been carefully read by the undersigned, 
that it is a true and correct statement of the undersigned's financial condition. This statement may be retained 
by the Commissioner of Financial Institutions, State of California, for confidential official use. 



The foregoing is a statement of my financial condition on . 
Date signed Sign here 



., 19_ 



NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 



8-19-97 pursuant to section 100,ntle 1, California Code of Regulations (Regis- 
ter 97, No. 34). 
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NOTE: Authority cited: Section 215, Financial Code. 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
8-1 9-97 pursuant to section 100, title 1 , California Code of Resulations (Regis- 
ter 97, No. 34). 
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§ 95.10. Application for Authority to Organize Bank. 

The following is an illustration of Department Form 10: 

Form ] 0(7-1-97) 

California Department of Financial Institutions 

APPLICATION FOR AUTHORITY TO ORGANIZE BANK 

(Facing Page) 

To: Commissioner of Financial Institutions Date: 



The undersigned hereby apply for authority to organize and establish a corporation under the laws of the State of California to 
engage in: 

( ) commercial banking business ( ) trust business (Check one or both) 

at 

(Street address or vicinity) 

under the name 

with shareholders' equity of $ 

The documents attached hereto are hereby referred to any by this reference incorporated herein. 

The person authorized to represent the applicants in connection with this application is: 

Name: Telephone: 

Address: 



APPLICANTS 

Name and 

Business or Occupation Address Signature 



(If additional space is required, continue on attached sheet.) 

(This is a facing page only. For instructions on completing and signing this application, refer to the Regula- 
tions of the Commissioner of Financial Institutions. Signatures must be acknowledged.) 



NOTE: Authority cited: Section 215, Financial Code. Reference: Section 360, Fi- 8-1 9-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 

nancial Code. ter 97, No. 34). 

History 
1. Change without regulatory effect amending section and adding new Note filed 
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§ 95.20. Applocaltoon by CaSifomoa State Bank for Authority History 

to Establish Office. ' • Change without regulatory effect amending section and adding new Note filed 

M^T^r- A .u •. •• J c .• 01C IT- ■ ir^ I n f c r cm J 8-19-97 Dursuant to scction 100, title 1 , California Codc of Regulations (Rcgis- 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 501 and ier97 No ^4^ & ^ c 

542, Financial Code. , . - j. 

j^,j..^Q^Y -• Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 1 9). 

1 . Change without regulatory effect amending section and adding new NOTB filed g 9524. Application by California State Bank for Authority 
8-19-97 pursuant to section 100. title 1, Call tornia Code otReeulations (Regis- ^ '^^ . ^„. 

ter 97, No. 34). to Discontinue Offoce. 

2. Repealer filed 5-6-98; operative 6-5-98 (Register 98, No. 1 9). HISTORY 

1. Repealer filed 5-6-98; operafive 6-5-98 (Register 98, No. 19). 
§ 95.22. Application by California State Bank for Approval 

to Relocate Office. § 95.25. Uniform California Application/Notice Form. 
NOTE: Authority cited: Section 2 15, Financial Code. Reference: Sections 420, 507 The following is an illustration of Department Form 25 and of the in- 

and 546, Financial Code. slructions for Department Form 25: 
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Form 25 (3/11/98) 
California Department of 
Financial Institutions 



Uniform California Application/Notice 



Type of Application or Notice: BRANCH 

ATM FACILITY 

PLACE OF BUSINESS/LPO 



ESTABLISH 


RELOCATE 


DISCONTINUE 








~-if;»!:,':.kt\i ■.;-:;■ !-;h.«.;;!s. 


iiiiiiii:!^^^^^^^ 


llllilli^^^^^^^^^^^^^ 
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In shaded area, neither application or notice required for federal purposes. 
(Check one or more appropriate boxes) 



Report for Exempted Transaction? (Yes/No) 
APPLICANT INFORMATION: 

Name: 



Address: 



Correspondent's Name: 
Address: 



City 



State 



Zip Code 



City 



State 



Zip Code 



LOCATION: 

Official Name of Branch: 
Proposed Address: 



Address of Office 
to be Discontinued: 



Proposed Date 



City 



City 



County 



State 



Zip Code 



County 



State 



Zip Code 



APPLICATION DETAILS: 

1. Please briefly describe the services to be provided from the location, or in the case of a discontinuance, services which will 

no longer be provided. 

2. Are premises or equipment to be purchased or leased from an officer, director or ten (10) percent shareholder in connection 

with this application? If so, provide details. 

3. Please provide a brief statement as to why the subject of this application will promote the public convenience and advantage, 

or not have a material adverse effect on the public convenience and advantage. 

4. Is the establishment or relocation of the branch consistent with intrastate branching restrictions which may exist in the state 

where the branch is located? 

5. If there is any requirement to provide prior notification to the bank's customers, or general public notification through newspa- 

per publication, please provide the date and place of such notification. 

(Branch Discontinuance requires 90-days prior notice to appropriate federal agency) 

For Applications Involving Branch Offices Only (Information for federal purposes): 

6. If the bank's last CRA rating was not at least satisfactory, please provide a detailed explanation of how the subject of this appli- 

cation will promote the bank's efforts to meet its CRA goals, and correct any current deficiencies. 

7. If enacted, will the subject of this application result in the demolition or significant alternation of any structure which may have 

historic or cultural significance? For FDIC purposes, non-member banks must also provide a letter from the State Office of 
Historic Preservation. 

8. Does the proposed branch comply with local zoning ordinances? 



Officer's Signature: 



Name: 



Date: 
Title: 
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Uniform Application 
California and Interstate 

Application Instructions 



I. 

A version of this "Uniform Application" was developed by the State/Federal Working Group for the purpose of reducing regula- 
tory burden, by elimination of the need for banks to file multiple different application forms for common applications. By provid- 
ing the information in this applicationynotice. applicant will meet the requirements of the California Department of Financial 
Institutions. It is expected that a version of this application form will be adopted by the FDIC, FRB and all other State Banking 
Departments in the future. In the minority of cases where additional information is required, you will receive a separate request 
for additional information to supplement the apphcation. You may also use the top part of this form for filing a "Notice" where 
no formal application is required. 

II. FILING INSTRUCTIONS 

File one copy of this apphcation with the California Department of Financial Institutions in the regional office where you are 
located. If application involves an interstate activity, there is no need to file a separate application with any state except your home 
state. 

Banks with a CAMELS rating of 1 or 2 are exempt from the application process, and need only file the top part of the form as 
a notice or report. 



Check the appropriate box for establishment, relocation, or discontinuance. Also check whether the application concerns a 
"branch office"; "place of business" other than a branch office such as a "loan production office" (LPO) or representative office; 
or an automated service location such as a stand alone automated teller machine, or cash dispensing machine. The activity con- 
ducted at the location will determine whether the office is considered a "branch" under state or federal statutes. Note if the Form 
is being used to file a report of an exempted transaction. 



A. Name and Address: Bank's full name and headquarters office address. 

B. Correspondent: Provide the name and address of the individual the bank wants to handle any inquiries or requests 

concerning this application. 

C. Popular Name: Please indicate the popular or official name of the office or proposed office such as "Main Street 

Office" or "Produce Mart Office." 

D. Proposed Location: Provide the complete street address of the location where the bank wishes to establish or relocate 

a new physical facility. 

E. Address of Office 

to be Discontiiniued: If the application involves the discontinuance, or relocation of an existing facility, provide the ad- 
dress of the location where the business will be discontinued. 

For additional information on the application process, you may wish to contact the Assistant Deputy Commissioner assigned 
to your bank. 



This part of the Form applies only In cases where the applicant Is required to file an application or notice of discontinu- 
ance. However, this part of the Form does not apply in cases where the applicant proposes to relocate or discontinue an 
automated teller machine branch office. In any event, the applicant should provide all Information required by appllcl- 

able statutes. The Information provided by the applicant in response to this part of the Form should be set forth on contin- 
uatioini pages attached to the Form. 

1. Only a brief description is necessary, such as "full service branch", or "mortgage loan origination". It is not necessary to 
provide a complete laundry list of proposed activities, but just the principal purpose of the office. 

2. If the proposed transaction will result in the purchase or lease of any asset from an "insider" (officer, director or 10 percent 
equity security holder) or one of his/her interests, or will result in the payment of money to an "insider" or one of his/her 
interests for services, please provide details. 
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3. Provide an affirmative statement as to why the proposed transaction meets relevant standards for public convenience and 
advantage. Brief comments such as "will be adding new services" or "new competitor to the area" will generally be suffi- 
cient. In cases where the public benefit from the transaction becomes more problematic, the response will call for greater 
detail of the perceived benefits. 

4. "The Riegle-Neal Interstate Banking and Branching Efficiency Act" makes initial entry, and subsequent branch expan- 
sion, subject to the laws of the individual states where the branch is to be located. If the state where the branch is to be located 
imposes hmitations on the establishment of branch offices, please provide an affirmative statement that the proposed 
branch office will be in compliance with any restrictions in existence. 

5. California and your primary federal regulator have requirements for public notification of the establishment, and particu- 
larly the discontinuance, of any branch office. In response to this question, please provide information concerning what 
public notification steps have been undertaken or contemplated. Your response will be evaluated in relation to statutory 
requirements. Some relocations may be considered branch closures, and subject to the customer notice requirement of 90 
days specified in the "FFIEC Policy Statement Concerning Branch Closing Policies" issued in September 1993. 

The following three questions apply only to applications involving the establishment of new branches to comply with spe- 
cific federal requirements. These questions need not be answered for applications filed only with the California Depart- 
ment of Financial Institutions. 

6. The primary federal regulator, and many state regulators, are required to consider the bank's compliance with the Commu- 
nity Reinvestment Act ("CRA"), or a state equivalent, before approving new branch offices. If the bank's most recent 
"CRA" evaluation was not at least satisfactory, you must provide detailed justification as to why the deficiencies in the 
bank's "CRA" evaluation should not preclude approval of the branch application. Where the bank's most recent CRA eval- 
uation was "Needs to Improve" or worse, you should consult with your appropriate regulator before filing an application 
for a branch office. 

7. Banks not members of the Federal Reserve System should provide an affirmative statement as to whether the site is in- 
cluded in or eligible for inclusion in the National Register of Historic Places. In the case of applications to establish or relo- 
cate a branch office, please provide evidence that clearance has been obtained from the State Historic Preservation Officer 
(SHPO). FDIC will act on applications prior to obtaining SHPO clearance; however, such approvals will be expressly con- 
ditioned upon obtaining clearance. 

8. Please provide an affirmative statement that the establishment of the proposed branch office will be in compliance with 
any relevant local zoning ordinances. For banks not a member of the Federal Reserve System, also briefly indicate the effect 
upon local traffic patterns. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 490, HISTORY 

501, 507, 510, 511, 542, 546, 547, 552, 557 and 558, Financial Code. 1. New section filed 5-6-98; operative 6-5-98 (Register 98, No. 19). 

2. Editorial correction of Form 25 (Register 98, No. 23). 
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§ 95.60. AppSicatioo for Representattive's License. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 6 and 
7, Chapter 97, Statutes of 1981 . 

History 

1. Repealer filed 10-15-81 as an emergency; effective upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.62. Appointment of Superintendent as Agent for 
Service of Process. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effective upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-1 1-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.64. Appointment of Superintendent as Agent for 
Service of Process. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfions 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effective upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-1 1-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.66. AppDocation for Approval to Relocate Office of 
Licensed Representative of Foreign Bank. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Secfions 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effecfive upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.70. Application by Foreign Bank to Establish Agency 

or Branch Office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfions 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effective upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.72. Appointment of Superintendent as Agent for 

Service of Process. 
NOTE: Authority cited: Section 215, Financial Code. Reference: Secfions 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effective upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.74. Application by Foreign Bank for Approval to 

Accept Foreign Deposits. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Secfions 6 and 
7, Chapter 97, Statutes of 1981 . 



History 

1. Repealer filed 10-15-81 as an emergency; effective upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 1 1). 

§ 95.76. Application by Foreign Bank for Approval to 
Relocate Agency or Branch Office. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Sections 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effective upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.78. Application by Foreign Bank for Approval to 
Discontinue Agency or Branch Office. 

NOTE; Authority cited: Secfion 215, Financial Code. Reference: Sections 6 and 
7, Chapter 97, Statutes of 1981 . 

History 

1. Repealer filed 10-15-81 as an emergency; effecfive upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register82, No. 11). 

§ 95.80. Oath of Manager of Agency or Branch Office of 
Foreign Bank. 

NOTE: Authority cited: Section 215, Financial Code. Reference: Secfions 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effective upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.82. Application for Approval and Order: Deposit of 
Securities by Foreign Bank. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Sections 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effecfive upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Certificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.84. Application for Order: Withdrawal of Securities by 

Foreign Bank. 

NOTE: Authority cited: Secfion 215, Financial Code. Reference: Sections 6 and 
7, Chapter 97, Statutes of 1981. 

History 

1. Repealer filed 10-15-81 as an emergency; effecfive upon filing (Register 81, 
No. 44). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-12-82. 

2. Cerfificate of Compliance transmitted to OAL 2-11-82 and filed 3-12-82 
(Register 82, No. 11). 

§ 95.51 2. Report of Reserve Condition. 

History 
1. Change without regulatory effect repealing secfion filed 7-2-91 pursuant to 
section 100, tide 1, California Code of Regulations (Register 91, No. 40). 
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Register 98, No. 19; 5-8-9 



§ 95.1010 BARCLAYS CALIFORNIA CODE OF REGULATIONS Title 10 

§ 95.1010. Application for License as Business and 
Industrial Development Corporation. 

The following is an illustration of Department Form 1010; 

Form 1010 (7-1-97) 

California Department of Financial Institutions 

APPLICATION FOR LICENSE AS BUSINESS AND INDUSTRIAL 
DEVELOPMENT CORPORATION 

(Facing Page) 

To: Commissioner of Financial Institutions Date: 

{Htm of Applicant) 

(Street address) 

. . California , 

[CTtyl (County) "" (Zip Code) 

hereby appHles for a license to transect business as a business and Industrial 
development corporation. 

The Applicant proposes to coamence transacting business as a business and industrial 

devetopinent corporation on . 

IKtel 

The documents attached hereto are hereby referred to and by this reference Iniicorporated 
herein. 



By 



(Name of Applicant) 
(Signature) 



(Nam and Title) 



(Vel^hone) 

(This is a facing page only. For instructions on completing and signing this application, refer to the Regula- 
tions of the Commissioner of Financial Institutions. The signature of the Applicant must be acknowledged.) 

NOTE: Authority cited: Section 31101, Financial Code. Reference: Section 3 1 107, 8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 

Financial Code. ter 97, No. 34). 

History 

1 . Change without regulatory effect amending section and adding new Note filed 
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Title no Commissioner of Financial Institutions § 9f 

§ 95.1020. Appointment of Commissioneir as Agent for 
Service of Process. 
The following is an illustration of Department Form 1020: 

Form 1020 (7-1-97) 

California Department of Financial Institutions 

APPOINTMENT OF COMMISSIONER OF FINANCIAL INSTITUTIONS AS 
AGENT FOR SERVICE OF PROCESS 

(Name) 
(Street Address) 



• 



(City) (State) (Zip Code) 

(hereinafter referred to as the "Appointing Party'"), in accordance with California Financial 
Code Section 31113, hereby irrevocably appoints the Commissioner of Financial Institutions 
of the State of California and his successor from time to time in office to be the Appointing 
Party's attorney to receive service of any lawful process in any noncriminal judicial or ad- 
ministrative proceeding against the Appointing Party, or any successor, executor, or adminis- 
trator of the Appointing Party, which arises under the Cahfornia Business and Industrial De- 
velopment Corporations Law (Division 15 (commencing with Section 31000) of the 
California Financial Code) or under any regulation or order issued under the California Busi- 
ness and Industrial Development Corporations Law, with the same force and validity as if 
served personally on the Appointing Party. 

The Appointing party is: (Check and complete one of the following.) 

( ) An apphcant for a license under the California Business and Industrial Development Cor- 
poration Law. 
( ) A licensee under the California Business and Industrial Development corporations Law. 

( ) An affiliate of , an applicant for a license 

(Name of Applicant) 
under the California Business and Industrial Development Corporations Law. 

( ) An affiliate of , a licensee under the California 

(Name of Licensee) 
Business and Industrial Development Corporations Law. 

The definitions set forth in Article 3 (commencing with Section 31030), Chapter 1 of the 
California Business and Industrial Development Corporations Law shall apply to the provi- 
sions of this Appointment. 

Dated: 



(Name of Appointing Party) 
By 



(Signature) 



(Name and Title) 

(The signature of the Appointing Party must be acknowledged.) 

NOTE: Authority cited : Section 31101, Financial Code. Reference: Section 31113, 8-1 9-97 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 

Financial Code. ter 97, No. 34). 

History 
I . Change without regulatory effect amending section and adding new Note filed 
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TMe 10 Commissioner of Financial! Institutions § 95.1(D2S 

§ 95.1025. Agreement of Affsliate of Business and 
Industrial Development Corporation. 
The following is an illustration of Department Form 1025: 

Form 1025(7-1-97) 

California Department of Financial Institutions 

AGREEMENT OF AFFILIATE OF BUSINESS AND 
INDUSTRIAL DEVELOPMENT CORPORATION 



(Name of Affiliate) 



(Street Address) 



(City) (State) (Zip Code) 

(Hereinafter referred to as the "Affiliate"), which is an affiliate of 

(Name of Business and Industrial Development Corporation) 
(hereinafter referred to as the "Business and Industrial Development Corporation"), hereby 
agrees with the Commissioner of Financial Institutions of the State of Cahfomia and his suc- 
cessor from time to time in office (hereinafter referred to as the "Commissioner") in accor- 
dance with California Financial Code Section 3 11 53 that, if and so long as the Business and 
Industrial Development Corporation is a licensee under the California Business and Indus- 
trial Development Corporations Law (Division 15 (commencing with Section 31000) of the 
California Financial Code) and so long as the Affiliate continues to be an affiliate of the 
Business and Industrial Development Corporation, the Affiliate will comply with all applica- 
ble provisions of the California Business and Industrial Development Corporations Law, as 
said Law may be amended from time to time, and with all applicable provisions of any regu- 
lation or order which may be issued from time to time under the California Business and 
Industrial Development Corporations Law. 

No waiver by the Commissioner of any failure of the Affiliate to comply with the Agreement 
shall be deemed to be a waiver of any failure to comply thereafter occurring. 

The definitions set forth in Article 3 (commencing with Section 31030), Chapter 1 of the 
California Business and Industrial Development Corporations Law shall apply to the provi- 
sions of this Agreement. 

This Agreement shall be governed by, and construed in accordance with, the laws of the 
State of California. 

Dated: 



(Name of Affiliate) 
By 



(Signature) 



(Name and Title) 

(The signature of the Affiliate must be acknowledged.) 

NOTE: Authority cited: Section 31 101, Financial Code. Reference: Section 3 11 53, 8-19-97 pursuant to section 100, title 1, California Code of Regulations (Regis- 

Financial Code. ter 97, No. 34). 

History 
1 . Change without regulatory effect amending section and adding new Note filed 
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§ 95.2010 BARCLAYS CALIFORNIA CODE OF REGULATIONS Title 10 

§ 95.2010. Small Business Loan Program: Application for History 

Certification as Lender Participant. l- Repealer filed 2-17-83; effective thirtieth day thereafter (Register 83, No. 8). 

NOTE: Authority cited: Section 3800.5, Financial Code. Reference: Chapter 22, j. nc onon CmoOi ia.ioinAo<> i «o« Dmnrom. Dan^rt «f 

Division 1. Financial Code ^ 95.2030. Small Business Loan Program. Report of 

History Default/Application for Payment. 

1 . Repealer filed 2-17-83; effective thirtieth day thereafter (Register 83, No. 8). NOTE; Authority cited: Section 3800.5, Financial Code. Reference: Chapter 22, 

Division L Financial Code. 

§ 95.2020. Small Business Loan Program: Application to History 

Record Loan. ' • Repealer filed 2-1 7-83; effective thirtieth day thereafter (Register 83, No. 8). 

NOTE: Authority cited: Section 3800.5, Financial Code. Reference: Chapter 22, NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 
Division 1, Financial Code. ter 14A, Division 1, Financial Code. 
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TiltEe 10 Commissioner of Financial Institutions § 9- 

§ 95.4010. Applflcafjon for License Under Travelers Checks 
Act 
The following is an illustration of Department Form 4010: 

Form 4010 (7-1-97) 

California Department of Financial Institutions 

APPLICATION FOR LICENSE UNDER TRAVELERS CHECKS ACT 

(Facing Page) 

To: Commissioner of Financial Institutions Date: 



(Name of Applicant) 
which maintains its principal place of business at 



(Street address) 



(City) (State or Nation) (Zip Code) 

hereby applies for a license under the California Travelers Check Act. 

The documents attached hereto are hereby referred to an by this reference incorporated herein. 



By. 



(Name of Applicant) 



(Signature) 



(Name and Title) 



(Telephone No.) 

(This is a facing page only. For instructions on completing and signing this application, refer to the Regula- 
tions of the Cominissioner of Financial Institutions. The signature of the Applicant must be acknowledged.) 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- 2. Amendment of section heading and form filed 4-7-97; operative 4-7-97 pur- 

ter 14A, Division 1, Financial Code. suant to Government Code section 11343.4(d) (Register 97, No. 15). 

History 3. Change without regulatory effect amending section filed 8-19-97 pursuant to 

1. New section filed 7-16-80; effective 7-2-80; designated effecfive 9-2-80 section 100, title 1, California Code of Regulations (Register 97, No. 34). 
(Register 80, No. 29). 
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§ 95.4020 BARCLAYS CALIFORNIA CODE OF REGULATIONS Title 10 

§ 95.4020. Contract of Applicant for License Under 
Travelers Checks Act. 

The following is an illustration of Department Form 4020: 

Form 4020 (7-1-97) 

California Department of Financial Institutions 

CONTRACT OF APPLICANT FOR LICENSE UNDER TRAVELERS CHECK ACT 



(Name of Applicant) 
(hereinafter referred to as the "Applicant"), which is applying for a license under the Califor- 
nia Travelers Checks Act (Chapter 14A (commencing with Section 1851), Division 1 of the 
California Financial Code), in accordance with California Financial Code Section 1858 and 
in consideration of the issuance to the Applicant of a license under the California Travelers 
Checks Act, hereby agrees with the State of California, by and through the Commissioner of 
Financial Institutions of the State of California, and his successor from time to time in office 
(hereinafter referred to as the "Commissioner"), that the Applicant shall comply with the 
laws of the State of California, all regulations and orders issued by the Commissioner, and 
all of the provisions, obligations, and requirements of the California Travelers Checks Act, 
including, but not limited to, the provisions of Article 6 (commencing with Section 1877) of 
the California Travelers Checks Act relating to examinations. 

No waiver by the Commissioner of any failure of the Applicant to comply with this Contract 
shall be deemed to be a waiver of any failure to comply thereafter occurring. 

This Contract shall be governed by, and construed in accordance with, the laws of the State 
of California. 

Dated: 



(Name of Applicant) 



By. 



(Signature) 



(Name and Title) 
(The signature of the Applicant must be acknowledged.) 

NOTE: Authority cited: Section 2L'), Financial Code. Reference: Section 1 858, Fi- HISTORY 

nancial Code. 1 . New section filed 7-16-80; designated effective 9-2-80 (Register 80, No. 29). 

2. Change without regulatory effect amending section and Note filed 8-19-97 

pursuant to section 1 00, title 1 , California Code of Regulations (Register 97, No. 

34). 
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Title W Commissioner of Financial Institutions § 95.4025 

§ 95.4025. AppoBntment of Gommissiones' of Financial 
Institutions as Agent for Service of Process. 
The following is an illustration of Department Form 4025: 

Form 4025 (7-1-97) 

Califomia Department of Financial Institutions 

APPOINTMENT OF COMMISSIONER OF FINANCIAL INSTITUTIONS 
AS AGENT FOR SERVICE OF PROCESS 

(Name of Applicant) 
(hereinafter referred to as the "Applicant"), which is applying for a license under the Califor- 
nia Payment Instruments Law (Division 16 (commencing with Section 33000) of the Califor- 
nia Financial Code), in accordance with California Financial Code Section 33261, hereby 
irrevocably appoints the Commissioner of Financial Institutions of the State of Califomia 
and his successor from time to time in office be the Applicant's agent to receive service of 
any lawful process in any noncriminal judicial or administrative proceeding against the 
Applicant, or any successor, executor, or administrator of the Apphcant, which arises under 
the California Payment Instruments Law or under any regulation or order issued under the 
California Payment Instruments Law, with the same force and validity as if served personally 
on the Applicant. 

Dated: 



(Name of Applicant) 
By 



(Signature) 



(Name and Title) 
(The signature of the Applicant must be acioiowiedged.) 

NOTE: Authority cited: Section 2 15, Financial Code. Reference: Section 1859,Fi- 2. Change without regulatory effect amending section heading and section filed 

nancial Code. 8-19-97 pursuant to section 100, title 1, Califomia Code of Regulations (Regis- 

HlSTORY ter 97, No. 34). 
1. New section filed 7-16-80; designated effective 9-2-80 (Register 80, No. 29). 
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§ 95.4030 BARCLAYS CALIFORNIA CODE OF REGULATIONS Title 10 

§ 95.4030. Authorization for Release of Information. 

The following is an illustration of Department Form 4030: 

Form 4030 (7-1-97) 

California Department of Financial Institutions 

AUTHORIZATION FOR RELEASE OF INFORMATION 



(Name of Applicant) 
(hereinafter referred to as the "Applicant"), which is applying for a license under the Califor- 
nia Payment Instruments Law (Division 16 (commencing with Section 33000) of the Califor- 
nia Financial Code), hereby irrevocably authorizes any bank or other financial institution 
with which the Applicant may at any time transact business and any governmental agency 
which licenses or regulates issuers of payment instruments, issuers of travelers checks, or 
other financial institutions and which at any time has information or records regarding the 
Applicant, to furnish to the Commissioner of Financial Institutions of the State of California 
such information, and to permit him to inspect and copy such records, as he may request 
from time to time. 



Dated: 



(Name of Applicant) 
By 



(Signature) 



(Name and Title) 
(The signature of the Applicant must be acknowledged.) 

NOTE; Authority cited: Section 215, Financial Code. Reference: Article 4, Chap- 2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
ter 14A, Division 1 and Section 1877, Financial Code. section 100, title 1, California Code of Regulations (Register 97, No. 34). 

History 

1. New section filed 7-16-80; designated effective 9-2-80 (Register 80, No. 29). 
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Tiitne 10 Commissioner of Financial Institutions § 95.4O4<0> 

§ 95.4040. AppSocation for Renewal of License Under History 

Travelers Checks Act. l. New Section filed 7-I6-8O; designated effective 9-2-80 (Register 80, No. 29). 

NOTE: Authority cited: Section 215, Financial Code. Reference: Article 3, Chap- ^- '^fP^^'^.tl'^ii'^-^-^^A^PM^^yc "^^"^"^ ""''"''"^ '"^ Government Code section 

ter 14A,Div.sion 1, Financial Code. 11343.4(d) (Register 97, No. 15). 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33220 
and Chapter 4, Division 16, Financial Code. 



• 
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§ 95.5010 BARCLAYS CALIFORNIA CODE OF REGULATIONS Title 10 

§ 95.5010. Application for License Under Payment 
Instruments Law. 

The following is an illustration of Department Form 5010: 

Form 5010 (7-1-97) 

California Department of Financial Institutions 

APPLICATION FOR LICENSE 
UNDER PAYMENT INSTRUMENTS LAW 

(Facing Page) 
To: Commissioner of Financial Institutions Dale: 



(Name of Applicant) 
which is corporation organized under the laws of 



(State or Nation) 



and which maintains its principal place of business at 



(Street Address) 



(City) (State or Nation) (Zip Code) 

hereby applies for a license under the California Payment Instruments Law. 

The documents attached hereto are hereby referred to and by this reference incorporated herein. 



(Name of Applicant) 



By. 



(Signature) 



(Name and Title) 



(Telephone No.) 

(This is a facing page only. For instructions on completing and signing this application, refer to the Regula- 
tions of the Commissioner of Financial Institutions. The signature of the Applicant must be acknowledged.) 

NOTE; Authority cited: Section 33202, Financial Code. Reference: Section 33220 2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
and Chapter 4, Division 16, Financial Code. section 100, title 1, California Code of Regulations (Register 97, No. 34). 

History 

1 . New Section filed 7-16-80; designated effective 9-2-80 (Register 80, No. 29.) 
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Title 10 Commissioner of Financial Institutions § 95.S®20 

§ 95.5020. Agreemeot of Applicant for License Under 
Payment Snstruments Law. 
The following is an illustration of Department Form 5020: 

Form 5020 (7-1-97) 

California Department of Financial Institutions 

AGREEMENT OF APPLICANT FOR LICENSE UNDER 
PAYMENT INSTRUMENTS LAW 



(Name of Applicant) 
(hereinafter referred to as the "Applicant"), which is applying for a license under the Califor- 
nia Payment Instruments Law (Division 16 (commencing with Section 33000) of the Califor- 
nia Financial Code, in accordance with California Financial Code Section 33280 and in con- 
sideration of the issuance to the Applicant of a license under the California Payment 
Instruments Law, hereby agrees with the Commissioner of Financial Institutions of the State 
of California and his successor from time to time in office (hereinafter referred to as the 
"Commissioner"), that the Applicant shall comply with all applicable provisions of the Cali- 
fornia Payment Instruments Law and of any regulations or order issued under the Payment 
Instruments Law. 

No waiver by the Commissioner of any failure of the Applicant to comply with the Agree- 
ment shall be deemed to be a waiver of any failure to comply thereafter occurring. 

The definitions set forth in Article 3 (commencing with Section 33040), Chapter 1 of the 
California Payment Instruments Law shall apply to the provisions of this Agreement. 

This Agreement shall be governed by, and construed in accordance with, the laws of the 
State of California. 



• 



Dated: 



By. 



(Name of Applicant) 



(Signature) 



(Name and Title) 



(The signature of the Applicant must be acknowledged.) 



NOTE: Authority cited: Section 33202, Financial Code. Reference: Sections 2. Change without regulatory effect amending section filed 8-19-97 pursuant to 
33202 and 33280, and Chapter 4, Division 16, Financial Code. section 100, title 1, California Code of Regulations (Register 97, No. 34). 

History 

] . New section filed 7-16-80; designated effective 9-2-80 (Register 80, No. 29). 
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§ 95.5025 BARCLAYS CALIFORNIA CODE OF REGULATIONS Title 10 

§ 95.5025. Appointment of Commissioner of Financial 
Institutions as Agent for Service of Process. 

The following is an illustration of Department Form 5025: 

Form 5025 (7-1-97) 

California Department of Financial Institutions 

APPOINTMENT OF COMMISSIONER OF FINANCIAL INSTITUTIONS 
AS AGENT FOR SERVICE OF PROCESS 



(Name of Applicant) 
(hereinafter referred to as the "Applicant"), which is applying for a license under the Califor- 
nia Travelers Checks Act (Chapter J4A (commencing with Section 1851) of the California 
Financial Code), in accordance with California Financial Code Section 1859, hereby irrevoc- 
ably appoints the Commissioner of Financial Institutions of the State of California and his 
successor from time to time in office be the Applicant's agent to receive service of any law- 
ful process in any noncriminal judicial or administrative proceeding against the AppHcant, or 
any successor, executor, or administrator of the Applicant, which arises under the California 
Travelers Checks Act or under any regulation or order issued under the California Travelers 
Checks Act, with the same force and validity as if served personally on the AppHcant. 



Dated: 



(Name of Applicant) 



By. 



(Signature) 



(Name and Title) 



(The signature of the Applicant must be acknowledged.) 



NOTE; Authority cited: Section 33202, Financial Code. Reference: Sections 2. Change without regulatory effect amending section heading and section filed 

33202 and 33261, and Chapter 4, Division 16, Financial Code. 8-1 9-97 pursuant to section 100, title 1, California CodeofRegulations(Regis- 

HlSTORY ter97,No.34). 
1 . New section filed 7-16-80; designated effective 9-2-80 (Register 80, No. 29). 
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Title 10 Commissioner of Financial Institutions § 95S 

§ 95.5030. Authorization for Release of Information. 
The following is an illustration of Department Form 5030: 

Form 5030 (7-1-97) 

California State Banking Department 

AUTHORIZATION FOR RELEASE OF INFORMATION 



(Name of Applicant) 
(hereinafter referred to as the "Applicant"), which is applying for a license under the Califor- 
nia Travelers Checks Act (Chapter J4A (commencing with Section 1851), Division 1 of the 
California Financial Code), hereby irrevocably authorizes any bank or other financial institu- 
tion with which the Applicant may at any time transact business and any governmental 
agency which licenses or regulates issuers of payment instruments, issuers of travelers 
checks, or other financial institutions and which at any time has information or records re- 
garding the Applicant, to furnish to the Commissioner of Financial Institutions of the State of 
California such information, and to permit him to inspect and copy such records, as he may 
request from time to time. 



Dated: 



(Name of Applicant) 



By. 



(Signature) 



(Name and Title) 

NOTE: Authority cited: Section 33202, Financial Code. Reference: Section 33203, HISTORY 

Chapter 4, Division 16, and Section 33903, Financial Code. 1. Change without regulatory effect adding new section filed 8-19-97 pursuant to 

section 100, title 1, California Code of Regulations (Register 97, No. 34). 



• 



* * 



• 
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L Savings am 
Commissioner 



These rules and regulations as hereinafter set forth are hereby issued 
under the authority contained in Section 5255 of the law. 

The words "the law" as used herein mean the Savings and Loan Asso- 
ciation Law, now Division 2, Part 1 in the Financial Code and formerly 
the Building and Loan Association Act of 1931, as amended. 

The words "the regulations" as used herein mean Chapter 2, Title 10, 
Investment, California Administrative Code. 



lapter 1 = General Provisions 

(Originally Printed 3-22-45) 



ICIO 



§100.100. Terms Defined. 

The definitions set forth in Article 2, Chapter I, Part 1, Division 2 of 
the Financial Code and Sections 1916.5 and 1916.6 of the Civil Code are 
incorporated herein by reference. 

NOTE: Authority cited: Section 5255, Financial Code; and Section 1916.5, Civil 
Code. Reference: Section 1916.5 and 1916.6, Civil Code. 

History 
1 . Change without regulatory effect renumbering former Section 240.1 to Section 

100.100 (Register 87, No. 14). For prior history, see Register 79, No. 21 . 

§ 101.100. Definitoon of Terms Used in Regulatory 
Provisions. 

(a) "Value or aggregate amount of outstanding shares and investment 
certificates" referred to in Section 5070, 6700.1, and 8150 of the law. 

The above term means the aggregate of the balances representing the 
liability to holders of shares, including dividends applicable therein, and 
the aggregate of the balances representing the liability to holders of in- 
vestment certificates, including interest accrued since the date of the last 
apportionment and not yet credited to investment certificate or withdraw- 
able share accounts. 

(b) "Total Assets" means the total assets as stated on the statement of 
financial condition as prepared in accordance with generally accepted ac- 
counting principles. 

(c) "Unpaid balance of all loans," as referred to in Section 7170 and 
7171 of the law, means the total of all loans secured by real property, plus 
secured advances, property improvement loans and Government Nation- 
al Mortgage Association (GNMA) Mortgage-backed Securities, less any 
participating interest sold in such loans, any valuation allowance estab- 
lished and wrap-around loan funds withheld for payment on prior liens. 

(d) "Insured loans," as referred to in Section 7200 through 7206 of the 
law, means loans that are insured or guaranteed wholly or in part by the 
U.S. Government or one of its agencies. 

(e) "Surplus Profits," referred to in Section 741 of the law, means un- 
appropriated retained earnings from prior periods plus unallocated earn- 
ings from operations for the current year. Unappropriated retained earn- 
ings available for cash or earnings of the current year or of prior years, 
but such dividends, except with the prior written consent of the commis- 
sioner, shall not be paid (I) from such surplus profits of the current year 
and prior years where there remains a total deficit caused by operations 
or losses sustained in the current and prior years, or (2) in an amount 



which, along with any federal income tax payable by reason of the divi- 
dend, would be in excess of the accumulated surplus profits. 

(0 "Scheduled items" means those assets defined in Section 561.1 5 of 
the Rules and Regulafions for Insurance of Accounts of the Federal 
Home Loan Bank Board. 

(g) "Current market value" means the highest price estimated in terms 
of money which a property will bring if exposed for sale in the open mar- 
ket with a reasonable time allowed to find a purchaser, buying with 
knowledge of all the uses and purposes to which the property is adapted 
and for which ii is capable of being used. 

(h) "Statutory Net Worth," as referred to in Sections 5120 and 6475 
of the law, consists of the total of the balances in capital stock, paid-sur- 
plus, undivided profits, current earnings and general reserves. In certain 
preapproved cases this may include subordinated debt. Paid-in capital 
(permanent capital and paid-in surplus) other than cash shall not be in- 
cluded in statutory net worth without the prior written approval of the 
commissioner. The commissioner may prescribe additional accounts for 
either inclusion in or exclusion from statutory net worth. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 5120 
and 6574, Financial Code. 

History 

] . Change without regulatory effect renumbering former Section 1 01 to Section 
101 .100 (Register 87, No. 14). For prior history, see Register 84, No. 49. 

§101.137. Escrow. 

"Escrow" means any transaction wherein one person, for the purpose 
of effecting the sale, transfer, encumbering, or leasing of real or personal 
property to another person, delivers any written instrument, money, evi- 
dence of Utle to real or personal property, or other thing of value to a third 
person to be held by such third person until the happening of a specified 
event or the performance of a prescribed condition, when it is then to be 
delivered by such third person to a grantee, grantor, promisee, promisor, 
obligee, obligor, bailee, bailor, or any agent or employee of any of the 
latter. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 1 01 .1 38. Escrow Agent. 

"Escrow agent" means any person engaged in the business of receiv- 
ing escrows for deposit or delivery. 

NOTE; Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

Subchapter 2. Administration 

Article 1 . Assessment for Sypport ©f 
Department 

§ 1 02.1 00. Assessment for Support of Department. 

(a) The proportion of operating costs and expenses to be assessed 
against each association shall be the sum of the products of the base 
assessment rate, or a percentage of the base assessment rate, and the seg- 
regated porfions of the association's total assets, according to the follow- 
ing table. The base assessment rate shall be determined using the amount 
of the budget for the ensuing fiscal year plus a reasonable reserve for con- 
tingencies and considering the existing surplus and revenue from other 
sources. The association assets shall be the amount shown on the monthly 
reports of associations to the commissioner dated April 30. 
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Total Assets 
(In Millions or Fractions of Millions) 
First $] 
Next $9 
Next $40 
Next $50 
Next $400 
Next $500 
Next $2,000 
Next $7,000 
Next $5,000 
Excess over $1 5,000 



Percentage of Base 

Assessment Rale 

100.0% 

25.0% 

15.5% 

12.5% 

9.5% 

7.5% 

5.5% 

3.5% 

2.0% 

1.0% 



(b) In the levy and collection of an annual assessment under this sub- 
chapter, no association shall be assessed lor nor permitted to pay less than 
Twenty Tliousand Dollars ($20,000.00). 

NOTE; Authority cited: Section 8031 and 8053, Financial Code. Reference: Sec- 
tions 8030 and 8031, Financial Code. 

History 

]. Change without regulatory effect renumbering former Section 246 to Section 
102.100 (Register 87, No. 14). For prior history, see Register 86, No. 18. 



Article 2. 



Information Available to the 
Public 



§102.200. General. 

This article contains regulations which set forth provisions to make 
specified information available to the public. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 6253 
and 6254, Government Code. 

History 

1 . Change without regulatory effect renumbering former Section 242 to Section 

102.200 (Register 87, No. 14). For prior history, see Register 72, No. 47. 

2. Amendment filed 1-5-89; operative 2-4-89 (Register 89, No. 3). 

§ 1 02.201 . Availability of Public Records. 

(a) The public records of the Department of Savings and Loan ("De- 
partment") are open to inspection during the regular office hours of the 
Department and every citizen has a right to inspect any public record, ex- 
cept as hereinafter provided. 

(b) The Commissioner may require any person who wishes to inspect 
a public record of the Department to file a written request disclosing the 
following information: 

(1) Name of person inspecting the record. 

(2) If the person inspecting the record is an agent, the identity of the 
principal he represents. 

(3) Description of the record to be inspected. 

(4) Date the record is inspected. 

(c) The Department has no facilities for transcribing recorded tapes of 
public hearings. These tapes may be used by the pubhc at the Depart- 
ment's office where the hearing was held for listening or transcription 
purposes, on equipment supplied by the person requesting such use. 

(d) All applications, or portions thereof, that are deemed by the Com- 
missioner to be public records shall be available eleven days after filing. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 6253 
and 6254, Government Code. 

History 

1. Change without regulatory effect renumbering former Section 242.1 to Section 

102.201 (Register 87, No. 14). For prior history, see Register 72, No. 47. 

2. New subsections (c) and (d) and changes without regulatory effect filed 1-5-89; 
operative 2-4-89 (Register 89, No. 3). 



the Commissioner may withhold such audit or information from inspec- 
tion by the public for such time as in his judgment is necessary. 

(b) Applications, supplements, amendments, exhibits, protests and re- 
buttals filed under Subchapter 3 of Chapter 2, Title 10, California Code 
of Regulations (New Associations, Branches, Agencies, Changes of Lo- 
cation or Redesignation of Offices, Mergers, Acquisifion of Control, 
Stock Permit, Service Corporation, Tatst Powers, Conversions, Change 
ofName,and Acquiring Assets of Liabilities of another Financial Institu- 
fion). Tapes of hearings under this subdivision are available in the man- 
ner specified under Section 102.201 (c) above. 

(c) Industry bulletins, notices and promulgations sent to all state asso- 
ciafions and other interested parties. 

(d) Periodic lists of all state associations with principal office mailing 
addresses, prepared by the Department. 

(e) Notices of public hearings mailed to associations or to other inter- 
ested parties. 

(f) Articles of incorporafion and by laws and amendments thereto filed 
by each association with the Commissioner. 

(g) Department monthly bulletins lisfing decisions rendered. 

(h) Copies of decisions on applications by associations, signed by the 
Commissioner. 

(i) Annual or current holding company reports filed by corporations 
and other forms of business organizafions excluding only that informa- 
tion designated as confidential by the Commissioner. 

(j) the Department's Annual Report to the Governor. 

(k) Tape recordings of public hearings held by the Commissioner 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 5615, 
5654, 8050 and 8053, Financial Code; and Sections 6253 and 6254, Government 
Code. 

History 

1 . Change without regulatory effect renumbering former Section 242.3 to Section 
102.203 (Register 87, No. 14). For prior history, see Register 72, No. 47. 

2. Amendment filed 1-5-89; operative 2-4-89 (Register 89, No. 3). 

§ 102.203. Confidential Records. 

(a) Records or parts of records of applications shall not be public if the 
applicant designates such records as confidenfial, gives sufficient rea- 
sons for confidential treatment and the Commissioner finds good cause 
for treafing such records as confidential. 

(b) Information contained in an applicafion which the Commissioner 
has designated as confidential shall be excluded from the Public records. 

(c) Any other records of the Department not specifically referred to in 
these regulafions will be treated as confidential pursuant to the provisions 
of Secfion 6254 of the Government Code and not open for public inspec- 
don unless the commissioner shall make such records public upon a find- 
ing that disclosure is not contrary to the interests of the association, its 
savers, borrowers or stockholders, or that on the facts of the particular 
case the public interest served by disclosure of the record clearly out- 
weighs the public interest served by not making the record public. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 6253 
and 6254, Government Code; and Sections 8050 and 8053, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 242.3 to Section 
102.203 (Register 87, No. 14). For prior history, see Register 72, No. 47. 

2. Lettering of existing regulation as subsection (c), new subsecfions (a) and (b), 
and changes without regulatory effect filed 1-5-89; operative 2^1-89 (Register 
89, No. 3). 



Article 3. Conflict of Interest Code 



§102.202. Public Records. 

The term "public record" means any of the following records which 
are retained by the Department: 

(a) Copy of independent audit report filed with the Commissioner un- 
der Section 8751 of the Financial Code. 

If in the judgment of the Commissioner, the public welfare or the wel- 
fare of any association, its savers, borrowers, or stockholders demand 
that any audit, or any informaUon in an audit should not be made public, 



§ 102.300. General Provisions. 

NOTE: Authority cited: Section 87300 and 87306, Govemment Code. Reference: 
Sections 87300-87302 and 87306, Govemment Code. 

History 

1 . Change without regulatory effect renumbering former secfion 248 to section 
102.300 (Register 87, No. 14). For prior history, see Register 81, No. 9. 

2. Amendment filed 2-27-92; operative 3-30-92. Submitted to OAL for printing 
only. Approved by Fair Polifical Practices Commission 1-21-92 (Register 92, 

No. 12). 
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3. Amendment of second paragraph and Appendix filed 12-15-95; operative 
1-14-96. Approved by Fair Political Practices Conunission 10-9-95 (Register 
95, No. 50). 

4. Editorial conection of Appendix (Register 97, No. 19). 

5. Repealerofarticle 3, section and appendix filed 1 1-23-99; operative 12-23-99. 
Approved by Fair Political Practices Commission 10-8-99 (Register 99, No. 

48). 



^chapter 3o Applications and Hearings 



Faciliti 
Ageoc 
State i 



Applicatioos and Hearings: New 
es, Branehes, Changes of Location, 
eSj Conversions from a Federal to 

ssociation, Changes of Name and 
ments of Articles of Incorporation 



§103.100. Terms Defined. 

(a) "Party of record" is the original applicant, a competing applicant, 
or an objector of record. 

(b) "Original applicant" is the association which first files for a partic- 
ular location. 

(c) "'Competing applicant" is a second applicant for a new facility to 
be located in an area of preemption of a proposed new facility contained 
in a pending application filed with the commissioner. 

(d) "Application" for the purposes of this subchapter includes the 
applications filed by the applicant association and all other California as- 
sociations under common control with the applicant association. 

(e) "Objector of record" is a person who has filed a written protest in 
compliance with Section 103.120(e). 

(f) "Standard Metropolitan Statistical Area" or "SMSA" has the same 
meaning as currently defined by the United States Government. 

(g) Computation of time. 

(1) If the last day for the performance of any act falls on a Saturday or 
holiday, the act must be performed on the business day immediately fol- 
lowing the Saturday or holiday. "Holiday" means a day specified in Sec- 
tions 6700 and 6701 of the Government Code. "Business day" means any 
day other than a Saturday or holiday. 

(2) The time in which any act is required to be performed by these reg- 
ulations shall be computed by excluding the first day and including the 
last. 

(h). "Statutory net worth" as used in these regulations shall refer to the 
items set forth in Section 5076 of the law and Section 101.100(h). 

(i) "Branch office" is any office of an association other than its princi- 
pal office, an executive or administrative headquarters office, service of- 
fice or data processing office, or a remote service unit. 

(j) "Facility," used without qualification, includes a branch, a new as- 
sociation and a principal office. 

(k) "Board" means the Federal Home Loan Bank Board. 

(/) "Regional shopping center" or "RSC" is a group of commercial es- 
tablishments planned, developed, owned or managed as a unit with off- 
street parking provided on the property (in direct ratios to the building 
area) and related in location size (gross floor area) and type of shops to 
the trade area that the unit serves. It will have a gross floor area of at least 
400,000 square feet of retail selling space or business offices and will in- 
clude as major tenants one or more major department stores. 

(m) "Executive or administrative headquarters office" means an office 
which is not a branch or the principal office of the association and from 
which control and direction of all or some part of the association's opera- 
tions are exercised. No savings business shall be conducted in or from 
such office. 

(n) "Savings business" includes but is not limited to the receipt or dis- 
bursement of savings deposits whether in person or by mail. 



(0) "Low- and moderate-income families" means families whose me- 
dian income does not exceed 80 percent of the median income of the 
county in which the primary service area is located. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5076, 
5500-5515, 5700-5702, 6000-6010 and 9200-9218, Financial Code; and Sec- 
lions 6700 and 6701, Government Code. 

History 
1. Change without regulatory effect renumbering former Section 145 to Section 

103.100 (Register 87, No. 14). For prior history, see Register 85, No. 3. 

§ 1 03.1 01 . Applications. 

(a) Applications for proposed new domestic savings and loan associ- 
ations or savings banks; proposed branches of existing domestic associ- 
ations; changes of locarion or designation of any office; agency; conver- 
sions from a federal to state association; changes of name; or 
amendments of articles of incorporation shall comply with the law and 
with such instructions, rules and regulations as the commissioner may 
publish from time to rime. 

(b) In approving any application under the provisions of this subchapt- 
er, the commissioner may impose as conditions of approval any lawful 
hmitations or restrictions which are deemed necessary or appropriate. 
NOTE; Authority cited: Section 8403, Financial Code. Reference: Sections 5102, 
5500, 5654 and 5713, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 145. 1 to Section 

103.101 (Register 87, No. 14). For prior history, see Register 85, No. 3. 

§ 103.102. Filing Procedures. 

(a) Places of filing. Applications may be filed, together with filing fee, 
at either the San Francisco office or the Los Angeles office of the Depart- 
ment of Savings and Loan. 

(b) Number of copies. Unless specified otherwise, the following num- 
ber of copies of the application and the accompanying documents shall 
be filed at a Department office: 

(1) Applicafions — in triplicate 

(2) Biographical Statements — in duplicate 

(3) Affidavits — in triplicate 

(4) Financial Statements — in duplicate 

(5) Fingerprints — two originals 

(6) Large maps, charts or demonstrative exhibits — original 

(c) The following filing fee shall be included with each application 
payable to the Department of Savings and Loan: 

(1 ) New associafion and conversion from federal associafion — $7,500 

(2) Branch— $750 

(3) Change of location or designation of any office — $200 

(4) Agency, amendment of articles of incorporation, or change of 
name — $375 

(d) Time. An application received after 5:00 P.M. will be deemed filed 

on the following business day. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 5500, 
5654 and 5713, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 45.2 to Section 

103.102 (Register 87, No. 14). For prior history, see Register 85, No. 3. 

§103.103. Preemptions. 

(a) Areas of Preemption: 

(1) Except as stated in paragraphs (3), (4), (5) and (6) below, the area 
of preemption for a new association or branch located within a Standard 
Metropolitan Statisfical Area (SMSA) shall be a circle with a radius of 
one mile measured by a straight line from the location of the new associ- 
ation or branch, as stated in the application. 

(2) Except as stated in paragraph (6) below, the area of preemption for 
a new association or branch located outside an SMSA shall be a circle 
with a radius of two miles measured by a straight line from the location 
of the new association or branch, as stated in the application. 

(3) The area of preemption for a new association or branch located 
within the Central Business Districts (CBD), as defined in U.S. Depart- 
ment of Commerce, 1977 Census of Business, Major Retail Centers in 
Standard Metropolitan Statistical Areas, California, and any amend- 
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merits, of the following cities, shall be a circle with a radius of one-eighth 
mile measured by a straight line from the location of the new association 
or branch, as stated in the application, except that it shall not extend be- 
yond the boundaries of the CBD: 

Anaheim Pasadena 

Berkeley Sacramento 

Fresno San Diego 

Glendale San Francisco 

Long Beach San Jose 

Los Angeles Santa Ana 

Oakland 
The preemption area of a location outside a CBD of a city listed above 
shall not extend into the CBD of that city. 

(4) The area of preemption for a new association or branch located 
within the boundaries of the City of San Francisco, but outside its CBD, 
shall be a circle with a radius of one-half mile measured by a straight line 
from the location of the new association or branch, as stated in the appli- 
cation. 

(5) The area of preemption for a new association or branch located 
within the boundaries of Beverly Hills shall be a circle with a radius of 
one-quarter mile measured by a straight line from the location of the new 
association or branch, as stated in the application. 

(6) The area of preemption for a new association or branch located 
within an opened or unopened Regional Shopping Center (RSC), or with- 
in one-quarter of a mile of the perimeter of an RSC, shall be the shopping 
center area plus the area extending one-quarter of a mile from any point 
on the perimeter of the shopping center. "Perimeter" is defined as the out- 
ermost boundaries of the shopping center, including the parking lots. The 
area of preemption for a new association or branch located more than 
one-quarter of a mile from the perimeter of an RSC shall not extend into 
the above area of preemption. 

(7) Applications for new associations or branches shall state a specific 
address. If not known, the application shall state a specific intersection 
as the approximate location for the facility. Areas of preemption shall be 
established at the time the application is filed, and shall be measured from 
such specific address or from the midpoint of the stated intersection. 

(b) Time Periods of Preemption: 

(1) If the commissioner approves the Articles of Incorporation of a 
new association, the commissioner shall not issue an approval of any 
appHcation for a new association, or branch in that association's area of 
preemption for a period of 24 months from the date of such approval, or 
12 months from date of opening, whichever occurs first. 

(2) If the commissioner approves the establishment of a new branch, 
the commissioner shall not issue an approval of any application to estab- 
lish a new association or branch in that branch's area of preemption for 
a period of one year from the date of approval. 

(3) If the commissioner approves the establishment of a branch within 
an opened RSC, or within one-quarter of a mile of the perimeter of such 



RSC, the commissioner shall not issue an approval of any application to 
establish a new association or branch in that branch's area of preemption 
for a period of one year from the date of approval. 

(4) No application for a facihty shall be filed with or accepted by the 
commissioner more than 120 days prior to the end of a time period of pre- 
emption. The 120-day period shall include the last day of the preemption 
period and if the 1 20th day is a holiday, or Saturday, it shall be excluded. 

(5) Time periods of preemption shall exclude the date of approval of 
an application and include the last day of the period, unless the last day 
is a holiday, or Saturday, then it is also excluded. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5500-5515, 5700-5702, 6000-6010 and 9000, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 45.3 to Section 
103.103 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ 103.104. Previously Filed Applications. 

(a) No association shall have more than two applications for all types 
of facilities pending at any one time, except as provided in this section. 

No application for any type of facility shall be accepted for filing if at 
the time of filing the association has more than three approved but un- 
opened facilities of all types. 

(b) An application for a change of location of an existing facility shall 
not be considered a pending application under this section. 

(c) If the branch application is to serve a primary service area of low- 
and moderate-income families, located in an inner-city area that is inad- 
equately served by existing savings and loan facilities, the commissioner 
may approve such application even though the applicant has other appli- 
cations pending. The application shall not be deemed a pending applica- 
tion under this section. 

The applicant shall submit sufficient information to satisfy the com- 
missioner that: 

(1) The branch is to be located within an inner-city area which is char- 
acterized by low- and moderate-income families, chronic high unem- 
ployment, a high percentage of welfare recipients, and substandard hous- 
ing; and 

(2) The branch will fulfill the objectives of granting loans in such area, 
particularly for construction or rehabilitation of housing, stimulating 
thrift and providing financial guidance among low- and moderate-in- 
come families, and providing opportunities for employment or job train- 
ing for residents of such area. 

(d) An application for approval of an office for executive or adminis- 
trative headquarters or application for license for service office shall not 
be deemed a pending application under this section. 

(e) An application will not be deemed to be pending if it has been on 
file with the commissioner for more than 1 20 days and has not been acted 
upon. 

(f) After the filing of the application for the merger of two associations 
or an acquisition of all or substantially all of the assets of one association 
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by another, the associations involved shall be deemed one association for 
compliance with subsection (a) above. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5500-5515, 5700-5702, 6000-6010, 60.50-6055, 9000 and 9200-9218,Financiai 
Code. 

History 
1 . Change without regulatory effect renumbering former Section 145.4 to Section 

103. 104 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§103.105. Change of LocatDOO. 

(a) General. An application for a change of location of an existing fa- 
cility shall have no priority of decision, or area or time preemption. 

An application for a change of location of an existing facility may be 
accepted where both the old and new locations are within the same area 
of preemption of a facility. An application for a change of location of an 
existing facility will not ordinarily be accepted if the old location is out- 
side of and the new location is within the area of preemption of a facihty. 

(b) Within Three Years. An application for change of location of an 
existing principal office or branch will not ordinarily be approved if the 
application is filed within three years of the opening of the office pro- 
posed to be changed; however, the foregoing limitation is not applicable 
to an initial change from a temporary to a permanent location, nor to a 
change of location of an approved branch which has not yet been opened. 

(c) Change of Location Outside Existing Area. 

(1 ) For the purposes of this subsection, the "existing area" of a facility 
shall be a circle with a radius of one mile measured by a straight line from 
the existing location of a facility if the facility is located within an SMS A, 
and a circle with a radius of two miles measured by a straight line from 
the existing location of a facility if the facility is located outside of an 
SMSA. 

(2) A change of location of a facility to a location outside its existing 
area will not be approved without a satisfactory showing that the adequa- 
cy of service in the existing area will not be significantly affected by the 
loss of the facility. 

(3) An application for a change of location of a facility to a location 
outside its existing area shall contain a Neighborhood Impact Statement 
which shall describe: 

(A) The characteristics of the facility's existing area; 

(B) The geographical sources of the facility's deposits in the existing 
area and the geographical distribution of mortgage loans in the existing 
area during the last three years; 

(C) How the existing area will continue to be served after the change 
of location is made. 

(4) The Neighborhood Impact Statement shall be available for public 
inspection and copying at cost (the charge of which shall not exceed the 
cost to the association) during regular business hours at such facility. 

(5) An application for a change of location of a facility to a location 
outside its existing area shall describe how the association's affirmative 
loan marketing policies and programs and its Community Reinvestment 
Act Statements would be changed or affected if the change of location 
is approved. 

(6) A public hearing may be held for a change of location of a facility 
to a location outside its existing area. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5700-5702, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 145.5 to Section 

103.105 (Register 87, No. 14). For prior history, see Register 82, No. 16. 



elude new facilities located within one-quarter of a mile of the perimeter 
of such RSC. 

(b) Preemptions: 

(1) The area of preemption of a new association or branch located 
within an unopened RSC is as defined in Section 103.103(a)(6). 

(2) The time period of preemption of a new association or branch in 
an unopened RSC shall be a period of 36 months from the date of approv- 
al, a period of nine months from the date of opening of such new associ- 
ation or branch or nine months from the date of opening of the RSC, 
whichever occurs first. 

Ifa second application is approved under the provisions of this section, 
the time period of preemption shall be as set forth in this subsection. 

(c) Procedures for Processing Applications: 

( 1 ) Prior to the opening date of an RSC the commissioner may approve 
one or more applications for a new facility for that RSC without regard 
to any area or time preemptions, subject to the following conditions: 

(A) Competing applications may be consolidated in accordance with 
the provisions of Section 146.10(d). 

(B) The commissioner may not approve a second application for a new 
association or branch, even if consolidated, until the Board has been al- 
lowed 90 days after the Weekly Notice of Filing of the first application 
to approve, deny or fail to act on a new application for that RSC. 

(C) An application for change of location of an existing association or 
branch shall be considered a new association or branch under subsection 
(B) only if the old location is outside of and the new location is within the 
preemption area of the RSC. The application must then contain the infor- 
mation in (3) below. 

(2) There shall be no more than two applications approved for an RSC 
before it is opened. An application for a subsequent branch or new associ- 
ation shall not be accepted for filing prior to the opening of the RSC, nor 
more than 120 days prior to the end of the periods of preemption of the 
approved applications. 

(3) Applications for a new association or branch in an RSC shall in- 
clude reasonable positive evidence that the shopping center will open 
within 36 months of the filing date of such application including executed 
copies of leases or letters of intent to lease from proposed major tenants; 
evidence of execution of a reciprocal easement agreement; evidence of 
compliance with applicable provisions of the California Environmental 
Quality Act of 1970, as amended; or other evidence acceptable to the 
commissioner. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5500-5515, 570-5702, 6000-6010 and 9000, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 145.6 to Section 

103.106 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ 103.107. New Associations — Capital Requirements. 

(a) Application. An application for approval of a new guarantee stock 
or mutual association must comply with current instructions issued by 
the commissioner. 

(b) Guarantee Stock. A new guarantee stock association should have 
guarantee stock with a par value or stated value of at least $8 per share 
upon application for approval. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5500-5515, 6456 and 6457, Financial Code. 

History 
1. Change without regulatory effect renumbering fonner Section 145.7 to Section 

103.107 (Register 87, No. 14). For prior history, see Register 82, No. 16. 



• 



§ 103.106. Facilities in Unopened Regional Shopping 
Centers. 

(a) General. The provisions of this section govern unopened RSC's. 
If the RSC has opened and is in operation an application shall be handled 
under the provisions of Section 103.103 unless expressly excepted. 

An RSC shall be considered open when one or more major department 
stores have opened for business with the general public. For purposes of 
this section, references to new facilities in an unopened RSC shall in- 



§ 1 03.1 08. Insurance of Accounts. 

A savings and loan association must have its accounts insured by the 
Federal Savings and Loan Insurance Corporation before accepting sav- 
ings deposits. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 9100, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 145.8 to Section 
103.108 (Register 87, No. 14). For prior history, see Register 82, No. 16. 
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§ 103.109. Foreign Associations — Establishment of 
Principal Office. 

(a) The procedure to be followed by a foreign association licensed to 
transact a savings and loan business in the Stale of California as of Sep- 
tember 15, 1935, which has ceased to do business within the State of Cali- 
fornia subsequent to September 1, 1935. shall be as follows: 

(1) Such foreign association shall comply with all of the provisions of 
Sections 5800 through 5814 of the law prior to opening or reopening its 
office in California. 

(2) Such foreign association shall file an application for its office in 
California as if it were a domestic association filing an application for a 
branch office pursuant to the provisions of Chapter 5, Part I, of the law, 
commencing at Section 6000 and Subchapter 3, Article 1, Chapter 2, 
Title 10, of the California Administrative Code. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5800-5814 and 6000-6010, Financial Code. 

History 
] . Change without regulatory effect renumbering former Section 145.9 to Section 

103.109 (Register 87, No. 14). For prior hisloiy, see Register 82, No. 16. 

§ 103.110. Application for a Service Office or an Executive 
or Administrative Headquarters Office. 

(a) An application for permission to establish or change the location 
of a service office or an executive or administrative headquarters office 
of an association will not be approved unless the application contains evi- 
dence satisfactory to the commissioner that the proposed office will not 
be used to conduct or transact a savings business. The application shall 
include an affirmative statement that the association will not in any man- 
ner advertise, inform the public, its account holders or borrowers that 
savings deposits or withdrawals will be permitted. 

(b) The application shall indicate whether it is for a service office or 
an executive or administrative headquarters office and shall include the 
following information: 

(1) The street address of the proposed office, and the city and county 
in which located; 

(2) A description of the premises, including the number of floors in the 
building, size of the proposed premises and the location of the office in 
the building; 

(3) If the office premises are to be leased by the association, a descrip- 
tion of the lease and the name and address of the record owner of the 
premises; 

(4) The cost of the premises and the estimated cost of furnishing and 
equipping the premises, including leasehold improvements of leased 
premises; 

(5) A detailed list and description of the activities and functions to be 
performed in the premises; 

(6) A description of the sign or signs, both exterior and interior, to be 
used; 

(7) A description of the public access to the premises; 

(8) A list of the executive and administrative positions which will be 
officed at the premises for an executive or administrative headquarters 
office; and the method of operation of the office, including a statement 
of the number and job description of the personnel proposed to be 
employed in the premises; and 

(9) A statement setting forth the reasons justifying the need for the pro- 
posed premises. 

(c) The commissioner may act upon the application without a hearing 
and shall issue a written decision approving or denying the application. 
Conditions of approval shall be set out in the decision. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5056.5, 5700-5702, 6005 and 6050-6055, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 146 to Section 

103. 110 (Register 87, No. 14). For prior history, see Register 82, No. 16. 



§103.111. Hearing. 

(a) At the time and place set for hearing by the commissioner, each 
party of record may present oral argument with respect to the application 
and with respect to the documents and briefs filed therein, but the oral ar- 
gument shall be based on the written material which has been filed in con- 
nection with the application or protest and shall not include new informa- 
tion. The hearing officer may limit the amount of time for oral argument 
of each party of record; however, not more than one hour shall be allowed 
for all oral argument against an application and not more than one hour 
shall be allowed for all oral argument in favor of an application. In the 
event that a person appears at such hearing in protest without having filed 
any documents or briefs as provided in Section 103.120(e), such person 
may make an oral statement limited to not more than 15 minutes in dura- 
tion, or such shorter time as may be allowed by the hearing officer. 

(b) A hearing for branch applications will be scheduled only if the 
commissioner considers it to be necessary. Protests from objectors of re- 
cord and competing apphcants will be considered by the commissioner 
in making a determination. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5258, 
5510. 5511, 5700 and 6005, Financial Code; and Section 11500, Government 
Code. 

History 

1. Change without regulatory effect renumbering former Section 146.1 to Section 
103.111 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ 1 03.1 1 2. Denial Without Hearing. 

If the commissioner determines that an application should be denied 
without a hearing, a written denial will be issued. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5513 
and 5513.5, Financial Code; and Section 1 1500, Government Code. 

History 
1 . Change without regulatory effect renumbering former Section 146.2 to Section 
103.ri2 (Register'87, No. 14). For prior history, see Register 82, No. 16. 

§ 1 03.1 1 3. Hearing Officer. 

Every hearing shall be held before a hearing officer who shall be the 
commissioner or an authorized representative deputized pursuant to Sec- 
tion 5203 of the law. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 5203, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 46.32 to Section 
103.113 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ 103.114. Hearing Procedure for Additional Evidence. 

If the commissioner determines upon good cause shown by the parties 
of record, or determines that it is advisable or necessary for the purposes 
of rendering a decision on an application, to hold a hearing for the taking 
of evidence both oral and documentary to secure additional relevant facts 
or to impeach the credibility of documents filed by parties of record, the 
commissioner shall notify the parties of record. In the event of such a 
hearing, the following procedures shall apply: 

(a) Oaths and Affirmations. The hearing officer shall administer oaths, 
accept affirmations and rule on the admission or exclusion of evidence. 

(b) Subpoenas. The commissioner or hearing officer may issue a sub- 
poena in advance of or at the time of the hearing to compel the attendance 
of witnesses or the production of records. Such subpoena may also be is- 
sued upon the request of a party to the hearing when supported by an affi- 
davit setting forth in detail the pertinence and materiality of the testimony 
of such witnesses or the production of such records to the issues to be 
raised at the hearing. 

(c) Order of Presentation of Evidence. The conduct of the hearing, in- 
cluding order of presentation of evidence and matters in objection to the 
application, shall be in the discretion of the hearing officer presiding at 
the hearing. 

(d) Evidence; Examination of Witnesses. 

(1) Oral evidence shall be taken only on oath or affirmation. 
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(2) Each party of record may call and examine witnesses, introduce ex- 
hibits, cross-examine opposing witnesses in any matter relevant to the 
issue, even though that matter was not covered in the direct examination, 
impeach any witness regardless of which party called liim to testify and 
rebut the evidence against liim. If a party of record does not testify in his 
own behalf, he may be called and examined as if under cross-examina- 
tion. 

(3) The hearing need not be conducted according to technical rules re- 
lating to evidence and witnesses. 

(A) Any relevant evidence, including hearsay evidence, may be ad- 
mitted if it is the sort of evidence on which responsible persons are accus- 
tomed to rely in the conduct of serious affairs, regardless of the existence 
of any common law or statutory rule which might make improper the ad- 
mission of such evidence over objection in civil actions. 

(B) The rules of privilege shall be effective to the same extent that they 
are recognized in civil actions, and irrelevant or unduly repetitious evi- 
dence shall be excluded. 

(e) Evidence by Affidavit. Affidavits may be introduced in evidence 
subject to comment and objection on grounds of competency, materiality 
and relevance. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5258, 
5510, 5511, 5700 and 6005, Financial Code; and Section 11500, Government 
Code. 

History 
1. Change without regulatory effect renumbering former Section 146.4 to Section 

103.114 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ 1 03.1 1 5. Official Notice. 

In reaching a decision, the commissioner may take official notice of 
the records of the Department, of the rules and requirements of the Board 
and the Federal Savings and Loan Insurance Corporation, of any general- 
ly accepted technical or scientific matter within the Department's special 
field, and of those matters set forth in Sections 451 through 454, inclu- 
sive, of the California Evidence Code. 

NOTE; Authority cited: Section 5255, Financial Code. Reference: Section 5258, 
Financial Code; and Section 1 1500, Government Code. 

History 
Change without regulatory effect renumbering former Section 146.5 to Section 

103. 115 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ H 03.1 1 6. Burden of Proof. 

The burden of proof shall at all times be on the applicant to show that 
the application meets all statutory and regulatory requirements. The ob- 
jector shall have the burden of producing evidence in support of its objec- 
tions. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 5258, 
Financial Code; and Section 1 1500, Government Code. 

History 
1 . Change without regulatory effect renumbering former Section 146.6 to Section 

103.1 16 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§103.117. Decision. 

(a) The decision of the commissioner shall be in writing. 

(b) Copies of the decision shall be mailed to all parties of record. 
NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 5258, 
Financial Code; and Section 11500, Government Code. 

History 
1 . Change without regulatory effect renumbering former Section 146.7 to Section 

103. 117 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ 1 03.1 1 8. Improper influence. 

(a) It is improper that there be any ex parte, private, oral or written 
communications on the merits of a pending application to the commis- 
sioner, assistant commissioners, administrative adviser, or to the hearing 
officer in the case, by any person, either in private or public life, unless 
requested by them or otherwise required by law. 

(b) It is improper that there be any effort, direct or indirect, by any per- 
son to sway the judgment of the commissioner, assistant commissioners, 
administrative adviser, or hearing officer by attempting to bring pressure 
or influence to bear upon them. 



NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 5258, 
Financial Code; and Section 1 1500, Government Code. 

History 

1. Change without regulatory effect renumbering former Section 146.8 to Section 
103.ri8 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§103.119. Violations. 

The commissioner may disqualify and deny, temporarily or perma- 
nently, the privilege of appearing or practicing before the Department in 
any way to any person who, after hearing by the commissioner on reason- 
able notice, is found to have engaged in unethical or improper profession- 
al conduct. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5018 
and 5019, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 146.9 to Section 
]03.ri9 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ 103.120. General Procedures for Processing 
Applications. 

(a) Applications, Amendments. Applications shall contain informa- 
tion to permit a determination without further amendments or additions. 
The application shall have all information required in the commission- 
er's instructions and in these regulafions. Amendments or additions to the 
application will only be permitted upon the prior approval or request of 
the commissioner. 

(b) Distribution of Additional Copies to Parties of Record. In addition 
to the copies of the application filed with the commissioner, each appli- 
cant shall prepare sufficient additional copies for distribution to parties 
of record or attorneys. 

After the availability of an application for inspection as provided in 
subsection (h), upon receipt of a written request from a party of record, 
or its attorney, a copy of the application shall be mailed to the requesting 
party. The applicant shall not be required to furnish a copy of the applica- 
tion under the provision of this subsection unless the written request is 
received within 10 days of the date of the notice required by subsection 
(c) from a party of record that has an operating, approved or pending fa- 
cility located within the area of preemption of the applicant's proposed 
facility, as specified in Section 103.103(a). 

(c) Notice of Filing. 

(1 ) A notice of filing shall be mailed by the commissioner to the appli- 
cant and to each association existing in this state stating that an applica- 
tion has been filed. 

The first notice for a new associafion will show the date, time and place 
of the public hearing. If a hearing is scheduled for a branch application 
or a change of location, anoticeof hearing will be placed in a subsequent 
Weekly Notice of Filings, Hearings and Decisions on Applications and 
Licenses. 

(2) Within 10 days of the date of the mailingof the notice of filing the 
applicant shall publish a notice of filing of the application in substantially 
the form set out in subdivision (A) or (B), in a place prominent to the gen- 
eral readership in a newspaper, not exclusively a legal journal, of general 
circulation (as defined in Government Code Sections 6000 and 6008) 
published in the city or community in which the proposed facihty is to 
be located. If no newspaper of general circulafion is published within the 
city or community where the propose facility is to be located, publication 
shall be made in a newspaper of general circulation in the community 
nearest the proposed facility. The blanks in subdivision (A) or (B) are to 
be filled in by applicant. If the application is for a change of location of 
a facility, form (B) should be revised as necessary to show the present and 
proposed locations, 

(A) "NOTICE OF HLING OF SAVINGS AND LOAN FACILITY 
APPLICATION (New association) 

Notice is hereby given that an application has been filed with the 
DEPARTMENT OF SAVINGS AND LOAN relating to an application 
by SAVINGS AND LOAN ASSOCIATION, 
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(Address — Home Office) 
for permission to establish a facility at, or in the immediate vicinity of 
, and 



(Intersection or Street Address) 
, County of 



City of 

A public hearing will be held at the Department's office at . 



(Time) 



M., 



on the . 



(Day) 



of 



.19 



(Month) 



(Year) 



-, at. 



(Room #) 



(Address) (City) 

The application is open for public inspection in accordance with the 
commissioner's regulations at either office of the Department of Savings 
and Loan of the State of California located at 600 South Commonwealth 
Avenue, Los Angeles 90005 (Tel: (213) 736-2785), and 350 Sansome 
Street, San Francisco 94104 (Tel: (415) 557-3666). 

Written objections or other documents relevant to the application 
should be filed with the Department, and a copy delivered or mailed to 
the applicant. 



SAVINGS AND LOAN ASSOCIATION, not later than 

, 19 . 

(20 days after date of mailing of notice of filing) 

At the public hearing, any person may appear and make an oral state- 
ment during an amount of time limited by the hearing officer, which in 
the case of any person who has not filed prior written objections or other 
documents is to be limited to not more than 15 minutes in duration, or 
such shorter time as may be allowed by the hearing officer." 

(B) "NOTICE OF FILING OF SAVINGS AND LOAN FACILITY 
APPLICATION (Branch) 

Notice is hereby given that an application has been filed with the 
DEPARTMENT OF SAVINGS AND LOAN relating to an application 
by SAVINGS AND LOAN ASSOCIATION, 

(Address — Home Office) 
for permission to establish a facility at, or in the immediate vicinity of 
and 



City of 
on the 



(Intersection or Street Address) 
, County of 



(Day) 



of 



., 19_ 



(Month) 



(Year) 



-, at. 



(Room #) 



(Address) (City) 

The application is open for public inspection in accordance with the 
commissioner' s regulations at either office of the Department of Savings 
and Loan of the State of California located at 600 South Commonwealth 
Avenue, Los Angeles 90005 (Tel: (213) 736-2785), and 350 Sansome 
Street, San Francisco 94104 (Tel: (415) 557-3666). 

Written objections or other documents relevant to the application 
should be filed with the Department, and a copy delivered or mailed to 
the applicant 



SAVINGS AND LOAN ASSOCIATION, not later than 

, 19 . 

(20 days after date of mailing of notice of filing) 

If a public hearing is held, any person may appear and make an oral 
statement during an amount of time limited by the hearing officer, which 
in the case of any person who has not filed prior written objections or oth- 
er documents is to be limited to not more than 15 minutes in duration, or 
such shorter time as may be allowed by the hearing officer. If a branch 
office hearing is scheduled, a notice will be placed in the Weekly Notice 
of Filings, Hearings and Decisions on Applications and Licenses. Infor- 
mation may be secured by calling the above phone numbers." 



(3) Promptly after publication of the newspaper notice, the applicant 
shall file two copies with the commissioner, accompanied by two copies 
of the publisher's affidavit of publication. 

(4) If the notice of filing is for an application for a change of location 
of an open facility, the applicant shall prominently display for public 
view a copy of the published newspaper notice in a front window of that 
facility. 

(5) This section shall not apply to an applicafion for a service office 
or an execuUve or administrafive headquarters office, nor to an applica- 
tion for a change of location of a facility to a location inside its existing 
area. 

(d) Consolidation of Competing Applications. 

(1) Single Consolidations. If the commissioner receives a second 
application for a new facihty to be located in an area of preempfion of a 
proposed new facility contained in a pending applicafion filed with the 
commissioner, the two applicafions may be consolidated provided: 

(A) the subsequent applicafion has been filed within 10 days after the 
date of the mailing of the Weekly Notice of Filings and Hearings on 
Applicafions and Licenses by the commissioner advising of the first new 
facility application; and 

(B) the subsequent application, as of the date it is filed, is for a new 
facility which is not within the area of preempfion of another new facility 
for which there is an application on file with the Board. 

(2) Multiple Consolidafions. If more than one applicafion is filed in the 
preemption area of the original application, all such applicafions will be 
governed by the preceding paragraph. Applicafions filed for facilities in 
the preemption area of any such subsequent applications may also be 
consolidated with the original application, if the above criteria are met. 

(e) Objectors of Record. 

(1) Within 20 days after the date of the mailing of the Notice of Filing 
and Hearing for the original applicafion by the commissioner, any person 
may file with the commissioner any documents, including briefs, in pro- 
test of the application and in protest of the application of a competing 
applicant who has filed an application under subsecfion (d) above. Docu- 
ments and briefs shall contain such information as required in the instruc- 
fions issued by the commissioner and such other matter or informafion 
pertaining to the applicafion as may be material or relevant. 

(2) An objector immediately upon filing the documents or briefs with 
the commissioner shall deliver or mail to each applicant or its attorney 
a copy of such documents or briefs. 

(3) A document filed pursuant to this subsection shall contain an affi- 
davit of service. This affidavit shall consfitute prima facie evidence of 
timely filing of the document. 

(f) Rebuttal of Applicants and Reply by Objectors. 

(1 ) In the event any documents or briefs are filed in protest of the appli- 
cation, the applicant shall file a rebuttal to the protest with the commis- 
sioner within ten days after the last date for filing a protest pursuant to the 
preceding subsecfion (e). 

(2) The applicant shall deliver or mail a copy of the documents or 
briefs to each objector or its attorney immediately upon filing the docu- 
ments or briefs with the commissioner. 

(3) An objector of record may file a reply to the rebuttal within ten days 
after the last date for filing a rebuttal. 

(4) The objector of record must file the reply to the rebuttal with the 
commissioner and shall immediately deliver or mail a copy to the appli- 
cant or its representafive. 

(5) A document filed pursuant to this subsecfion shall contain an affi- 
davit of service. This affidavit shall consfitute prima facie evidence of 
fimely filing of the document. 

(g) Demonstrative Exhibits. Demonstrative exhibits (charts, maps or 
overlays) must contain appropriate idenfifying legends and must be filed 
with the commissioner within the time limits specified for the application 
or protest, but copies need not be dehvered or mailed to applicants or ob- 
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jectors. The applicant or objector immediately after filing any such de- 
monstrative exhibit must advise the other party in writing that such ex- 
hibit has been filed with the commissioner. 

(h) Inspection of Applications and Objectors. The application together 
with all documents and briefs in protest shall be open to inspection by 
parties of record and by members of the public eleven days after the date 
of mailing of the Weekly Notice of Filings and Hearings advising of the 
new facility application. 

Individual financial statements and fingerprint cards included in new 
association applications are not open to inspection by the public or parties 
of record. 

(i) Availability of Working Papers. Working papers containing figures 
or other information used in the preparation of final accounting and sta- 
tistical data submitted by a party of record shall be made available for in- 
spection or copying to other parties of record immediately upon receipt 
of a written request, provided that the time for filing a competing applica- 
tion has expired. 

NOTE: Authority cited: Section 5255. Financial Code. Reference: Sections 5507, 
5700, 6001 , 6004, 6050, 8708, 9000 and 9204, Financial Code; and Sections 6253 
and 6254, Government Code. 

History 
1 . Change without regulatory effect renumbering former Section 146.102 to Sec- 
tion 103.120 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

§ 103.121. Consideration of Fair Lending. 

(a) Each branch application filed under the provisions of this subchap- 
ter shall describe the extent, if any, that the association's affirmative loan 
marketing policies and programs and its Community Reinvestment Act 
Statements would be changed or affected if the branch application is ap- 
proved. 

(b) In reaching a decision on branch applications, the commissioner 
may consider, among other things, the extent of compliance with fair 
lending laws and regulations, and the extent to which the association's 
present and anticipated marketing policies and programs affirmatively 
further the purposes of fair lending laws and regulations. Consideration 
of fair lending compliance pursuant to this subsection shall be given spe- 
cial emphasis when there are competing applicants for a branch facility. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6556, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 147 to Section 

103.121 (Register 87, No. 14). For prior history, see Register 82, No. 16. 

2. Amendment of section heading, section, and Note filed 4-29-96; operative 
5-29-96 (Register 96, No. 18). 

§ 1 03.1 22. Waiver of Regulations. 

The commissioner for good cause shown may waive in whole or in 
part any of the conditions, requirements or provisions of these regula- 
tions. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5250 
and 5255, Financial Code. 

History 
] . Change without regulatory effect renumbering former Section 147.1 to Section 

103.122 (Register 87, No. 14). For prior history, see Register 82, No. 16. 
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\e 2o AppBioations and Hearings for 
Mergers, Consolidations, or Transfers of 
Property and Assets of Existing 

Associations 

§ 103.200. Purpose and Scope. 

This subchapter contains certain procedures and rules to be followed 
in connection with applications and hearings for approval of mergers, 
consolidations, or transfers of all or substantially all of the property and 
assets of associations under the provisions of Sections 9200 through 
9218, inclusive, of the Financial Code. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 9200 
through 9218, inclusive, Financial Code. 



History 
1. Change without regulatory effect renumbering former Section 200 to Section 

103.200 (Register 87, No. 14). For prior history, see Register 70, No. 42. 

§ 1 03.201 . Terms Defined. 

(a) The definitions set forth in Article 2, Chapter 1 , Part 1, Division 2; 
and Chapter 1, Part 4, Division 2; and Sections 1 through 21, Financial 
Code, are incorporated herein by reference. 

(b) For purposes of this subchapter the term "merger" includes a merg- 
er, a consolidation or a transfer of all or substantially all of the property 
and assets and stock acquisitions under Financial Code Section 9215, un- 
less specified otherwise. 

(c) "Constituent association" is any association which is a party to a 
merger, consolidation or to a transfer of property and assets. 

(d) "Surviving association" means the association into which one or 
more other associations are merged or which receives by transfer all or 
substantially all of the property and assets of one or more associations 
and "consolidated association" means the new association into which 
two or more associations are consolidated. 

(e) The phrase "transfer of property and assets" means a transfer of all 
or substantially all the property and assets of an association. 

(f) "Disappearing association" means any constituent association oth- 
er than the surviving association. 

(g) "Registered association" means any association which at the time 
of obtaining stockholder approval of the merger is required to comply 
with the proxy rules of the United States Securities and Exchange Com- 
mission. 

(h) "Statutory net worth" has the meaning set forth in Secfion 5076 of 
the law and Section 100.100(h) of the regulations. 

(i) "Associate" is used in these regulations to indicate a relationship 
with any person, including: (1) any corporafion or organizafion (other 
than the consfituent association or a majority owned subsidiary of the 
constituent associafion) of which such person is an officer or partner or 
is the beneficial owner often percent (10%) or more of any class of secu- 
rities; and (2) any trust or other estate in which such person has a substan- 
tial beneficial interest or as to which such person serves as a trustee or in 
a similar fiduciary capacity; and (3) any relative or spouse of such person, 
who is a member of such person's household or who is a director or offi- 
cer of the constituent association or any of its parents or subsidiaries. 

(j) "Affiliate" as used in these regulafions has the same meaning as de- 
fined in Financial Code Section 5075. 

(k) "Fiscal year," for purposes of these regulations, when applied to 
associations, means the year ended as of the date of the statement of con- 
dition for purposes of the statutory audit as described in Subchapter 5, Ar- 
ticle 3, Chapter 2, Title 10 of the California Administrative Code. 
NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 
9200-9218, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 201 to Section 

103.201 (Register 87, No. 14). For prior history, see Register 77, No. 1 1. 

§103.202. Merger Requirements. 

(a) A merger will not ordinarily be approved if any of the constituent 
associations have been incorporated for less than three years. 

(b) The surviving association, after giving effect to the merger, shall 
possess a net worth which is not less than an amount to be determined by 
the commissioner after consideration of the facts in each case. 

NotE; Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 202 to Section 

103.202 (Register 87, No. 14). For prior history, see Register 77, No. 1 1 . 

§ 103.203. Merger Negotiations — Notice. 

One of the constituent associations shall immediately give written no- 
tice to the commissioner, at the eariiest time that would not violate the dis- 
closure rules of the United States Securities and Exchange Commission, 
Stock Exchange rules, or court decisions, when the boards of directors 
of the constituent associations adopt resolutions approving the merger or 
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when a merger agreement has been executed, whichever first occurs. One 
of the constituent associations shall immediately notify the commission- 
er, in writing, of the abandonment of any proposed merger. 
NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 203 to Section 

103.203 (Register 87, No. 14). For prior history, see Register 77, No. 11. 

§ 1 03.204. Merger and Acquisition Agreements. 

All agreements by a domestic association involving transactions cov- 
ered by this subchapter shall contain a condition requiring the prior writ- 
ten approval of the Savings and Loan Commissioner before such merger 
may be consummated. No agreement shall contain a provision providing 
for the payment or forfeiture of money or other consideration, except for 
actual expenses, in the event of the disapproval of the Savings and Loan 
Commissioner unless such provision has been approved in advance by 
the Commissioner. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 
9200-9218, Financial Code. 

History 
I . Change without regulatoiy effect renumbering former Section 203.1 to Section 

103.204 (Register 87, No. 14). For prior history, see Registers 77, No. 1 1 and 
76, No. 18. 

§ 1 03.205. Notice to Stockholders. 

Promptly after execution of a merger agreement, and in any event 
within ten days after such execution, each constituent association shall 
mail to each of its stockholders a notice advising them that the merger 
agreement has been executed. Such notice shall, in addition, contain the 
following information: 

(a) A statement of the general terms of the merger agreement, includ- 
ing a description of the nature and amount of consideration to be paid, and 
to whom, and 

(b) A statement of necessary approvals from state and federal authori- 
ties. 

The said notice need not be mailed to any stockholder who has in writ- 
ing waived the right the receive the notice. 

NOTE; Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 203.2 to Section 

103.205 (Register 87, No. 14). For prior history, see Register 71, No. 32. 

§ 103.206. Application: Places of Filing, Number of Copies, 
and Execution. 

(a) Applications may be filed, together with the filing fee, at either the 
San Francisco office or the Los Angeles office of the Department of Sav- 
ings and Loan. 

(b) Unless specified otherwise, each application shall be filed in tripli- 
cate. 

(c) The application shall be signed, dated and verified on behalf of 
each constituent association by its chief executive officer and its chief fi- 
nancial officer, and said verification shall be in accordance with the pro- 
visions of the California Code of Civil Procedure. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 
9200-9218, Financial Code. 



History 

1 . Change without regulatory effect renumbering former Section 204 lo Section 

103.206 (Register 87, No. 14). For prior history, see Registers 77, No. 1 1 and 
76, No. 18. 

§ 103.207. Applications: Branch, Stock Permit, Change In 
Designation of Office, Change of Name. 

(a) An application for merger may seek approval of the following: 

( 1 ) Acquisition of any office of a constituent association as a branch 
office of the surviving association; 

(2) Issuance and sale of guarantee stock; 

(3) Change in designation of an office; 

(4) Approval of amendments to articles of incorporation. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 

1 . Change without regulatoiy effect renumbering former Section 204, 1 to Section 

103.207 (Register 87, No. 14). For prior history, see Registers 77. No. 1 1 and 
76, No. 18. 

§ 103.208. Applications' Content. 

(a) Applications filed pursuant to the provisions of Section 9200, 
9202, 9203, 9215 and 9216 of the law shall contain all of the information 
herein required under subsections (c) through (q), inclusive of this sec- 
tion. They shall further contain a table of contents indicating titles and 
corresponding page numbers. All amendments shall be filed under cover 
of the application, shall be clearly identified as amendments, numbered 
consecutively, and shall comply with all pertinent requirements of the 
application. 

(b) Where the surviving association is a federal association, in heu of 
the information required under the provisions of this section, the applica- 
tion may incorporate by reference information filed with the Federal 
Home Loan Bank Board provide three (3) copies thereof filed as an ex- 
hibit to the application. 

(c) Stock Ownership and Investment if Constituent Associations and 
in Holding Companies. 

(1) The total number of shares of stock outstanding for each constitu- 
ent association on the date of the application. If the association has more 
than one class of stock or more than one series of stock, the total number 
of shares in each class and/or series. 

(2) On the date of fiUng the application, description and number of 
stock options, profit sharing, pension plans, employment contracts, and 
other employee benefit plans, if any, outstanding of the disappearing as- 
sociation and setting forth the method of handling them upon such merg- 
er. 

(3) The total number of shares of stock of the corporate holding com- 
pany whose stock is being used to acquire the assets or the stock of the 
disappearing association. The latest available market price quotations 
(closing or bid and ask prices) for the stock of the corporate holding com- 
pany and each association, and quarterly range of sales of bid and ask 
prices over the preceding two (2) years, if available, on the basis of any 
adequate market. 

(4) For any stockholder and affiliate, their officers and directors or 
partners and any associates thereof, who, on the filing date of the applica- 
fion, are known to own of record or beneficially then percent (10%) of 
the voting stock of any savings and loan holding company: 
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(A) Name of savings and loan association or savings and loan holding 
company; 

(B) Number of shares held in each type of stock; 

(C) Percentage (of outstanding stock) held in each entity; 

(D) Number of shares acquired within one year prior to the date the 
application is filed. 

(E) Stockholder's name(s). 

(5) Total number of shares of stock of the surviving association which 
will be outstanding on the effective date of the merger. 

(6) For any stockholder and affiliate, their officers or directors or part- 
ners and any associates thereof, who directly or indirectly will own ten 
percent (10%) or more of the outstanding stock of any class and/or series 
of stock which carries a voting right of the surviving association when 
the merger becomes effective: 

(A) Stockholder's name(s); 

(B) Number of shares of each type of stock estimated to be held on the 
effective date of the merger; 

(C) Estimated percentage of the total outstanding stock held by said 
stockholders on the effective date of the merger. 

(7) For any constituent association that is a mutual association, the to- 
tal number of voting rights on the filing date of the application. Specify 
the estimated appropriate number of votes represented by valid proxies 
held by the management. 

(8) For any "person" or "company" who owns of record or beneficially 
or controls ten percent (10%) or more of the voting proxies or voting 
rights (on the filing date of the application) of any constituent association 
that is a mutual association: 

(A) Name of the "person" or "company"; 

(B) Number of proxies or voting rights held; 

(C) Number of proxies or voting right acquired within two years prior 
to the date the application is tiled; 

1. Specify whether all of such proxies were solicited from the mutual 
shareholders in the name of such person or company. 

2. If such proxies were not sohcited in the name of such person or com- 
pany, whether they were acquired by substitution of a previous proxy 
holder or by some form of assignment or agreement, and set forth the con- 
sideration that may have been given for the acquisition of such proxies. 

(9) For any disappearing association that is a mutual association: 

(A) The amount of investment in the disappearing association of each 
officer, director and his associates of all constituent associations: 

1. On the filing date of the applicafion; 

2. One year prior thereto; 

3. Two years prior thereto. 

(B) Name, address, business and personal relafionship, if any, to each 
constituent association and its officers and directors, of each person 
whose investment in the disappearing association on the record date for 
determination of ownership has increased more than $20,000 over his in- 
vestment two years prior thereto, and the amount of his investment of 
each of the dates stated in (A) above. 

(d) Describe the nature and total dollar amount of business or financial 
transactions occurring within the past three years between each constitu- 
ent association, with each affiliate, as defined in Section 5075 of the Fi- 
nancial Code, (including a description of the nature of such affiliate rela- 
fionship) and with the holding company where the amount involved in 
the transacfion or series of similar transactions exceeds the sum of 
$30,000 in any one year. 

( 1 ) Describe any arrangements or agreements with respect to any affil- 
iate which will be associated with or serving the surviving association or 
its borrowers. 

(e) A brief outline of the facts substantiating the fairness of the consid- 
erafion, including: 

(1) The number of shares to be acquired by cash purchase, the amount 
proposed to be paid per share, and in total; the method by which the pur- 
chase price was determined and the source of the funds to be applied to 
the purchase. 



(2) The number of shares to be acquired by exchange of stock, the ex- 
change ratio, the method by which the ratio was determined, and classes 
or series of shares to be exchanged. 

(3) The difference, if any, in per share amount of considerafion to be 
paid to holders of various classes of stock, or of the same class. 

(4) The latest available market price quotafions (closing or bid and ask 
prices) and trading volume for the stock of each association and each 
holding company, and quarterly range of sales or bid and asked prices 
over the preceding two years and trading volume, if available, on basis 
of an adequate market. 

(5) Statement of dividends for each year of the three years prior to the 
date of the application paid by each of the consutuent associations and 
the dividends paid by the holding company if the holding company stock 
is to be a consideration in the transacfion. 

(f) List of principal officers and proposed directors of surviving asso- 
ciafion, including a brief description of business experience, proposed 
salary, profit sharing, bonus, pensions, stock opfions and other similar 
benefits of each such officer and director. 

(g) Competifive Factors. (Date presented in this section should be con- 
sistent so that relationship between each constituent association and the 
surviving associafion can be adequately analyzed.) 

(1) Furnish map showing the location of all offices of each constituent. 

(2) Furnish a map showing the authorized lending territories of the sur- 
viving and disappearing associations. 

(3) A brief summary of the net effect of the proposed merger upon the 
lending territories of the constituent associations should be provided. 

(4) Include a comprehensive discussion setting forth any relevant sta- 
tistics plus supporting statements as to the effect of this merger on com- 
petition for savings and for loans. 

(5) Furnish as of December 31 for each of the last three (3) calendar 
years and for the most recent month available the dollar amount of total 
assets, total savings, and real estate loans outstanding of the constituent 
associations, the dollar volume of real estate loans by each such constitu- 
ent association for the last three (3) calendar years and the current calen- 
dar year to the end of the above most recent month. 

(6) For constituent associations which are overlapping lending institu- 
tions: 

(A) List each overlapping lending area defined as each area in which 
a significant volume of lending operations of a constituent association 
overlaps with a significant volume of lending operations of one or more 
of the other constituent associations. If an overlapping lending area lies 
within or mostly within a Standard Metropolitan Statistical Area then the 
overlapping lending area should be taken to be the Standard Metropolitan 
Statistical Area. In other case the overlapping lending area should be tak- 
en to be a county or group of contiguous counties in which the overlap 
occurs. 

(B) For each overlapping constituent association furnish as of the most 
recent feasible date the number and dollar volume of its real estate loans 
outstanding by county. This should be based upon a random sampling of 
at least thirty percent (30%) of the portfolio. Loan date should be shown 
as on the following Table 1. 

TABLE 1 

For Each Overlapping Area 

SUMMARY OF LOAN DATA 





Loans 


No. of 


Loans 


No of. 




Held by 


Loans 


Held by 


Loans 




Surviving 


Held by 


Disappearing 


Held by 




Association 


Surviving 


Association 


Disappearing 


County 


($1,000) 


Association 


($1,000) 


Association 



(C) For each overlapping constituent association furnish the total 
number and dollar volume of total real estate loans made by county and 
state for the preceding calendar year and for the current calendar year to 
date. 

(D) For each of the counties that constitute a whole or part of any of 
the overlapping lending area or contain overlapping constituent associ- 
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ations, furnish data for each of the three (3) most recent calendar years 
on the following where available: 

1. The number and dollar volume of trust deed recordings from all 
sources; 

2. The number and dollar volume of trust deed recordings where avail- 
able for each major class of institutional lender: savings and loan associ- 
ations, commercial banks, life insurance companies, and others; 

3. The number and dollar volume of trust deed recordings for each con- 
stituent association regardless of where the association is located. 

(E) List each overlapping savings area defined as each area in which 
a significant volume of the savings accounts of a constituent association 
overlaps with a significant volume of the savings accounts of one or more 
of the other constituent associations. The institutions above whose sav- 
ings areas overlap to a significant degree shall be referred to as overlap- 
ping savings institutions and should be listed under the appropriate over- 
lapping savings area. 

(F) For each overlapping savings institution take a random samphng 
of twenty percent (20%) of its savings accounts. This random sampling 
should be used to ascertain the number and dollar volume of savings ac- 
counts by census tracts or postal zip code and by counties of account 
holders. Savings data should be shown as on the following Table 2. 

TABLE 2 

For each Overlapping Area 

SUMMARY OF SAVINGS DATA 



Zip 


Savings 


No. of 


Savings 


No. of 


Code 


Held by 


Accounts 


Held by 


Accounts 


or 


Surviving 


Held by 


Disappearing 


Held by 


Census 


Association 


Surviving 


Association 


Disappearin] 


Tract 


($1,000) 


Association 


($1,000) 


Association 



(h) Financial Statements. 

( 1 ) A statement of condition of each constituent association as of a date 
within ninety (90) days prior to the filing date of the application. In addi- 
tion, the constituent associations shall include an audited statement of 
condition as of a date within one ( 1 ) year of the filing date of the applica- 
tion, in which case the statement of condition as of the end of the latest 
fiscal year may be unaudited, but the application shall also contain an au- 
dited statement of condition as of the end of the preceding fiscal year. 

(2) An audited statement of operations of each constituent association 
for each of the last three fiscal years and an interim unaudited statement 
of operations for the period between the end of the last fiscal year and the 
date of the latest statement of condition in the application. If the last fiscal 
year ended within ninety (90) days prior to the filing date of the applica- 
tion and an audited statement is not available for that fiscal year, there 
shall be included with the application audited statements of operations 
for the latest three years available and an unaudited statement of opera- 
tions for the last fiscal year and following interim period. 

(3) A pro forma statement of condition and statement of operations 
giving effect to the proposed merger. The pro forma statement of condi- 
tion shall be as of a date within ninety (90) days prior to the filing date 
of the application and as of the end of the preceding fiscal year. The pro 
forma statement of operations should cover the year to date period ended 
within ninety (90) days prior to the filing date of the application and the 
prior fiscal year. 

(4) Any differences from generally accepted accounting principles in 
the individual and pro forma financial statements which have a material 
effect on the financial statements shall be fully explained. The amounts 
and effects of those differences shall be stated. 

(5) A calculation of book value per share for each constituent associ- 
ation as of the same dates as the statement of condition referred to in (1) 
above and pro forma statements of condition referred to in (3) above. 

(6) A calculation of the earnings per share on a comparable basis for 
each constituent association as of the same dates as the statement of oper- 
ations referred to in (2) above and pro forma statement of operations re- 
ferred to in (3) above. 



(7) If the constituent association is a subsidiary of a corporate holding 
company, as defined by Section 1 1500 of the Financial Code, the appli- 
cant shall file both unconsolidated financial statements of the parent 
holding company and consolidated financial statements of the parent 
holding company and its subsidiaries as follows: 

(A) A statement of condition as of a date within ninety (90) days prior 
to the filing date of the application and an audited statement of condition 
as of a date within one ( 1 ) year of the filing date of the applicafion unless 
the fiscal year of the constituent has ended within ninety (90) days prior 
to the filing date of the application, in which case the latest statement of 
condition may be unaudited, but the application shall also contain an au- 
dited statement of condition as of the end of the preceding fiscal year. 

(B) An audited statement of operations covering a fiscal year ended 
within one (1 ) year of the application filing date; provided that if the fiscal 
year of the constituent has ended within ninety (90) days prior to the filing 
date of the application, the audited statement of operations may cover the 
preceding fiscal year. An interim unaudited statement of operations shall 
also be included for the period, if any, between the close of the latest fis- 
cal year and the date of the latest statement of condition. 

(C) If stock or obligations of the parent holding company are used as 
consideration for the transaction, include audited consolidated state- 
ments of operations covering the two (2) fiscal years prior to the year re- 
ferred to in (B) above giving calculations of earnings per share for each 
fiscal year and book value per share as of the date of the statements of 
condition required in (A) above. 

(8) The audited financial statements shall be accompanied by the re- 
port of the independent accountant who examined such financial state- 
ments and by a letter from each independent accountant, dated not more 
than five (5) days prior to the date of the application, consenfing to the 
use of his accountant's report in the applications. 

(9) When unaudited financial statements are used as the basis for de- 
termining the purchase price or value for the exchange, or when re- 
quested by the Commissioner, the independent accountant shall perform 
certain specified procedures with respect to the unaudited financial state- 
ments and issue a separate letter to the Commissioner describing the pro- 
cedures performed. Such procedures as a minimum shall include: 

(A) A reading of the unaudited financial statements, comparison of 
such statements to the prior comparable period and, if pracficable, agree- 
ment of such statements with the underlying books. 

(B) A test to determine if the unaudited financial statements include 
normal recurring accruals. 

(C) A reading of the minutes of the stockholders, shareholders and 
board of directors. 

(D) Appropriate inquiries to officials of the company and its subsid- 
iaries who have responsibility for financial and accounting matter which 
may affect such financial statements. 

(i) Supplementary Information. Such other financial information as 
the Commissioner may require as to operating efficiency, market policy 
and performance, capital and profit experience. 

(j) Debt Securides. If debt securities are issued or assumed as consider- 
ation in connection with a proposed merger, the application shall clearly 
indicate the means by which the surviving endty intends to service the 
debt until the debt is fully amortized. The terms of any debt securities oth- 
er than advances by the Federal Home Loan Bank should be described. 
If there are no debt securides, the applicant shall so state. 

(k) Taxability. State the basis for nontaxability (including applicable 
Internal Revenue Code secdons) of the merger, reorganizadon, or acqui- 
sidon. If the transacdon is not tax-free either as to the association or the 
stockholders, it should be so stated and the esdmated amount of any tax 
Uability to the association should be stated. 

(/) Special Consideration. The application shall contain informadon: 

(1) Regarding any special consideradon, monetary or otherwise, that 
has been paid, given, or offered, direcdy or indirect, to any stockholder, 
shareholder, directory or officer of any consdtuent association or of the 
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holding company thereof in connection with the proposed merger or a 
statement that none has been paid or promised. Include information as to 
any formal or informal agreements relating to payment of compensation, 
after consummation of the proposed transaction, in any form, such as 
salary, bonus or retirement allowance, or consulting fee, showing to what 
extent and in what manner such information has been or will be disclosed 
to all stockholders or shareholders of the constituent association. If none, 
so indicate. 

(2) If any person to whom fees or commissions have been or are to be 
paid in connection with merger is an affiliate or associate, or a holding 
company of any constituent association, set forth the facts with respect 
thereto, including but not limited to: 

(A) Name of affiliate or holding company; 

(B) Description of service performed; 

(C) Basis for determination of amount of such fees, commissions, and 
expenses; 

(D) Name of the constituent association paying such fees, commis- 
sioners, and expenses. 

(3) Estimated Expenses. Information as to fees, commissions and ex- 
penses paid or incurred by the constituent associations to persons other 
than these mentioned in (1) and (2) above. 

(m) Advisory Opinions. The application shall contain an undertaking 
by the constituent associations to bear the expense of an advisory opinion 
to the Commissioner on the fairness of the terms of the merger, and as to 
any anticompetitive effects of the merger, should the Commissioner 
deem such advisory opinion necessary. 

(n) Address. List in the application the complete address of each 
branch office which will be acquired by the surviving association by rea- 
son of said merger. 

(0) Exhibits. 

(1) Certified copies of the resolutions of the board of directors of each 
constituent association authorizing the submission of the appHcation for 
approval of merger. 

(2) If a stockholders' or shareholders' meeting is to be held or stock- 
holders' or shareholders' approval obtained as required under Section 
103.211: 

(A) Draft of proxy statement to be used. 

(B) Draft of stockholder's or shareholder's proxy (in form permitting 
a vote either for or against the merger) to be used. 

(C) Draft of written solicitation for consent of stockholder or share- 
holder approval. 

(D) Draft of notice of meeting of stockholders or shareholders to ap- 
prove merger to be used. 

(3) Draft of all letters or other communications relating to the merger 
to be sent to stockholders, shareholders, investment certificate holders, 
and members. Copies of any proposed tender or exchange offer to stock- 
holders. 

(4) Copy of merger agreement, any amendments thereto, and copy of 
any contract or agreement or any other means of acquisition providing 
for cash purchase or exchange of stock for the voting shares. 

(5) The documents referred to in (2) and (3) above shall not be used 
until approval of the Commissioner has been obtained. Such approval 
may be obtained prior to the filing of the application but submission 
thereof should be accompanied by a statement setting forth the details of 
the stock acquisition and information required under these regulations 
unless such information is furnished in the proxy statements. 

(p) Supplement to Application. Applicant shall file the following in- 
formation either with the application or as a supplement to the applica- 
tion: 

( 1 ) A copy of the notice that has been sent to each stockholder or share- 
holder by each constituent association showing the date on which ap- 
proval of said merger by the stockholders or shareholders took place, 
which shall be filed ten (10) days after such approval. 

(2) Evidence of compliance with the applicable provisions of the Fi- 
nancial Code and the Corporations Code including but not limited to the 



provisions of each of the following sections of the Financial Code: Sec- 
tion 9207, 9209, 9210, 9213, 9215 and 9216. Applicant shall state the 
mailing date of notice to stockholders and/or shareholders specified in 
(1) above. 

(3) Where the vote required for the merger has been obtained by writ- 
ten consents, applicant shall attach a copy of the written consent and a 
certification by the secretary of the association obtaining consent as to the 
number of consents obtained and the stock or share interest represented 
thereby. 

(4) Copy of proxy statement used by each constituent association. 

(5) Copy of proxy and notice of meeting used by each constituent asso- 
ciation. 

(6) Copy of all letters and other communications relating too the merg- 
er sent or proposed to be sent to stockholders, shareholders, investment 
certificate holders and borrowing members. 

(7) A copy of the notice that has been or will be sent to depositors, 
promptly after consummation of the merger, showing the effective date 
of the merger and the effect of the merger on the depositor's FSLIC insur- 
ance if they are also depositors of any other constituent association. 

(8) A statement setting forth the proposed form of the accounting for 
the merger by the surviving association. The statement shall describe the 
accounting method to be employed and set forth in reasonable detail the 
reasons justifying the accounting method and the underlying generally 
accepted accounting principles including a reference to the substantial 
authoritative support for such principles. 

If the surviving association has a parent company, the accounting 
method employed by the parent company should be described and any 
inconsistency with the accounting method employed by the subsidiary 
association should be fully explained and justified. 

This statement may be prepared by management of the surviving asso- 
ciafion or by the independent accountant, it must contain an opinion that 
the proposed accounfing treatment conforms with generally accepted ac- 
counting principles. If the statement is prepared by management of the 
surviving associafion, it shall be accompanied by an opinion from the in- 
dependent certified public accountant who will audit the surviving asso- 
ciafion, it shall be accompanied by an opinion from the independent certi- 
fied public accountant who will audit the surviving associafion that he 
has reviewed the proposed accounting treatment and concurs that it con- 
forms with generally accepted accounfing principles. 

(9) The supplement shall be signed and verified that all copies attached 
are true copies in the same manner as the apphcafion by the chief execu- 
tive officer and chief financial officer of the surviving association. 

(q) Markefing Policies and Programs. On and after November 1, 1976, 
each apphcafion filed under the provisions of this Subchapter shall de- 
scribe how the marketing policies and programs of the surviving associ- 
afion, as described in the document maintained on file with the Commis- 
sioner pursuant to Section 104.504, would be changed or affected if the 
application is approved. 

(r) Consideration of Information. In reaching a decision on applica- 
fions filed under this Subchapter, the Commissioner shall consider data 
received pursuant to this secfion. 

Note. Authority cited: Section 5255, Financial Code. Reference: Section 
5500-5515, 5700-5702, 6000, 6010, 8708, 9000, 9200-9218 and Chapter 10, Fi- 
nancial Code. 

History 
1 . Change without regulatory effect renumbering former Section 204.2 to Section 
103.208 (Register 87, No. 14). For prior history, see Register 77, Nos. 32 and 
11. 

§ 103.209. Applications: Public inspection. 

(a) Except for data covered in subsection (b) below, an application 
filed under this Subchapter, together with all supplements, amendments 
and exhibits shall be open for public inspection. 

(b) If an applicant wishes any information in its application, supple- 
ment or exhibit to be treated as confidential by the Comnussioner and not 
available for public inspecfion it shall in its application separate and des- 
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ignate such information as confidential. The applicant shall also attach 
to such information designated as confidential a statement of the reasons 
therefor. 

If the Commissioner finds good cause exists for treating such informa- 
tion a confidential, he shall exclude the same from the application avail- 
able for public inspection. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 2045.3 to Section 
103.209 (Register^87, No. 14). For prior history, see Register 71, No. 32. 

§ 1 03.21 0. Proxy Statement Filing. 

(a) No copies of the proxy statement, form of proxy, or any other solic- 
iting material shall be furnished to stockholders or shareholders unless 
copies thereof, in triplicate, are filed either as a part of the application or 
separately with the Commissioner for approval and approved fifteen (15) 
days prior to the date that copies of such material are first sent or given 
to stockholders or shareholders or such shorter period prior to that date 
as the Commissioner may authorize upon good cause therefor. 

(b) Every "Registered Association" shall, and any other association 
may, prepare its proxy statement in accordance with the proxy regula- 
tions of the Securities and Exchange Commission. 

Each association with prepares its proxy statement in accordance with 
the proxy regulations of the Securities and Exchange Commission shall 
also include the material in subsection 103.210(e)(7) required of other as- 
sociations. 

(c) The proxy statement of each association which is not prepared in 
accordance with the proxy regulations of the Securities and Exchange 
Commission shall contain all information and disclose all material facts 
necessary for the making of an informed judgment on the advisability of 
the merger and ordinarily shall contain substantially all of the following 
information: 

(1) Table of contents; 

(2) Date of proxy statement, which shall be the approximate date of 
first mailing to stockholders or shareholders; 

(3) Identification of person making solicitation; 

(4) Statement of use to be made of stockholders' or shareholders' 
proxy and its revocability and that only proxies obtained by this solicita- 
tion are to be voted on the merger; 

(5) Statement of method of solicitation and payment of costs; 

(6) With respect to outstanding voting securities and voting rights, 
statements: 

(A) Of record date, meeting date and number of outstanding shares or 
votes; 

(B) Listing all persons who, together with associates, are known to 
own of record or beneficially, five percent (5%) or more of outstanding 
guarantee stock or voting shares of the association. 

(C) For each person listed, showing amount and percent of stock or 
shares held of record and of beneficial ownership. 

(D) As to each class of voting securities entitled to be voted at the meet- 
ing, the number of shares of stock outstanding and the number of votes 
to which each class is enUtled. 

(7) Brief description under separate heading of the nature of any mate- 
rial relafionship of the association and its officers, directors and five per- 
cent (5%) owners and their associates to each of the other constituent as- 
sociations, its officers, directors and five percent (5%) owner and their 
associates: 

(8) Description of any agreement made with or consideration fur- 
nished, directly or indirectly, to any of the officers, directors or stock- 
holders of any consfituent associafion in connection with the merger oth- 
er than by the terms of the merger agreement. 

(d) Plan of merger containing at least: 

(1) Brief descripfion of the material features of the plan of merger, in- 
cluding: 

(A) Idenfity of the surviving associafion; 



(B) The nature and amount of considerafion to be paid, and to whom, 
including: 

(2) A brief outline of the facts bearing upon the quesfion of the fairness 
of the consideration, including: 

(A) The number of shares to be acquired by cash purchase, the amount 
proposed to be paid per share, and in total; the method by which the pur- 
chase price was determined and the source of the funds to be applied to 
the purchase; 

(B) Tlie number of shares to be acquired by exchange of stock, the ex- 
change ratio, the method by which the ratio was determined, and classes 
or series of shares to be exchanged; and the number of shares in the disap- 
pearing association which will be canceled; 

(C) The difference, if any, in amount of consideration to be paid to 
holders of various classes of stock or of the same class; 

(D) The latest available market price quotations (closing or bid and ask 
prices) for the stock of each association and quarterly range of sales or 
bid and asked prices over preceding two years, if available on basis of an 
adequate market; and 

(E) Treatment of fracfional shares; 

(F) Statement of dividends for each year of the three years prior to the 
date of the applicafion paid by each of the consfituent associations and 
the dividends paid by the holding company if the holding company stock 
is to be a consideration in the transaction. 

(3) Statement of reasons for recommendafion of plan. If formafion of 
a holding company or public offering of stock in the surviving associ- 
ation is contemplated, so state. 

(4) Statement of the votes needed for approval. 

(5) A statement that an Internal Revenue Service ruling or opinion of 
tax counsel on federal income tax consequences to stockholders, mem- 
bers and associations will be sought and the merger consummated only 
if it is determined to be a tax-free reorganization from the standpoint of 
the associafion and stockholders. Normally, an IRS ruling should be 
applied for if the transaction is being treated as a tax-free reorganization. 
If transacfion is not tax-free either as to the associafion or the stockhold- 
ers, it should be stated, including a summary of the tax consequences. 

(6) Statement of necessary approvals from state and federal authori- 
fies. 

(7) An outline of the rights of dissenfing stockholders of the disappear- 
ing associafion(s) and statutory procedure required to be followed. 

(e) Financial statements, including: 

(1) A statement of condifion of each constituent associafion as of a date 
within ninety (90) days prior to the date of the proxy statement. In addi- 
fion, the consfituent associafions shall include an audited statement of 
condifions as of a date within one (1) year of the date of the proxy state- 
ment unless the fiscal year of the constituent association has ended within 
ninety (90) days prior to the date of the proxy statement, in which case 
the statement of condifion as of the end of the preceding fiscal year. 

(2) An audited statement of operafions of each constituent association 
for each of the last three (3) fiscal years and an interim unaudited state- 
ment of operations for the period between the end of the last fiscal year 
and the date of the latest statement of condifion in the proxy statement. 
If the last fiscal year ended within ninety (90) days prior to the date of the 
proxy statement and an audited statement is not available for that fiscal 
year, there shall be included with the proxy statement audited statements 
of operafions for the latest three (3) years available, and an unaudited 
statement of operafions for the last fiscal year and following interim peri- 
od. 

(3) A pro forma statement of condition and statement of operafions 
giving effect to the proposed merger. The pro forma statement of condi- 
fion shall be as of a date within ninety (90) days prior to the date of the 
proxy statement and as of the end of the preceding fiscal year. The pro 
forma statement of operations should cover the year to date period ended 
within ninety (90) days prior to the date of the proxy statement and for 
the prior fiscal year. 
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(4) Any differences form generally accepted accounting principles re- 
flected in the individual and pro forma financial statements which have 
a material effect on the financial statements shall be fully explained. The 
amounts and effects of those differences shall be stated. 

(5) A calculation of book value per share for each constituent associ- 
ation as of the same dates a the statement of condition referred to in (1) 
above and pro forma statements of condition referred to in (3) above. 

(6) A calculation of the earnings per share on a comparable basis for 
each constituent association as of the same dates as the statement of oper- 
ations referred to in (2) above and pro forma statement of operations re- 
ferred to in (3) above. 

(7) A table setting forth for each constituent association for each of the 
three (3) years immediately preceding the date of the proxy statement the 
dollar amount, and percentage to total assets of: 

(A) Real estate owned acquired through foreclosure or by deed in lieu 
of foreclosure. 

(B) Loans to facilitate, including contracts of sale. 

(C) Slow loans. 

(8) If the constituent association is a subsidiary of a corporate holding 
company, as defined by Section 1 1500 of the Financial Code, the proxy 
statement shall include both unconsolidated statements of the parent 
holding company and consolidated financial statements of the parent 
holding company and its subsidiaries as follows: 

(A) A statement of condition as of a date within ninety (90) days prior 
to the date of the proxy statement and an audited statement of condition 
as of a date within one (1) year of the date of the proxy statement unless 
the fiscal year for the constituent has ended within ninety (90) days prior 
to the date of the proxy statement, in which case to latest statement of con- 
dition may be unaudited, but the proxy statement shall also contain an au- 
dited statement of condition as of the end of the preceding fiscal year. 

(B) An audited statement of operations covering a fiscal year ended 
within one ( 1 ) year of the proxy statement date; provided that if the fiscal 
year of the constituent has ended within ninety (90) days prior to the date 
of the proxy statement, the audited statement of operations may cover the 
preceding fiscal year. An interim unaudited statement of operations shall 
also be included for the period, if any, between the close of the latest fis- 
cal year and the date of the latest statement of condition. 

(9) The audited financial statements shall be accompanied by the re- 
port of the independent accountant who examined such financial state- 
ments and by a letter from each independent accountant, dated not more 
than five (5) days prior to the date of the proxy statement, consenting to 
the use of his accountant's report in the proxy statement. 

(10) When unaudited financial statements are used as the basis for de- 
termining the purchase price or value for the exchange, or when re- 
quested by the Commissioner, the independent accountant shall perform 
certain specified procedures with respect to the unaudited financial state- 
ments and issue a separate letter to the Commissioner describing the pro- 
cedures performed. Such procedures as a minimum shall include: 

(A) A reading of the unaudited financial statements, comparison of 
such statements to the prior comparable period and, if practicable, agree- 
ment of such statements with the underlying books. 

(B) A test to determine if the unaudited financial statements include 
normal recurring accruals. 

(C) Appropriate inquiries to officials of the company and its subsid- 
iaries who have responsibility for financial and accounting matters which 
may affect such financial statements. 

(f) Management of constituent associations, including: 

(1) The name, posifion, principal occupation for past five (5) years, 
and length of service in present capacity, of all directors and principal of- 
ficers of constituent associafions of the holding company, if any. 

(2) A list of proposed principal officers and directors of surviving as- 
sociation if known. 

(3) The renumeration from constituent associations of the foregoing 
persons, including: 



(A) Direct compensation during the last calendar year including profit 
sharing, salary and bonus: 

1 . individually, if over $30,000; and 

2. all officers and directors as a group. 

(B) Retirement or pension benefits accrued, if any. 

(C) Stock options granted including terms and extent exercised. 

(4) Amount of stock beneficially owned by foregoing persons and as- 
sociates. If acquired within preceding year, state the consideration paid 
and from whom acquired. 

(5) Nature and amount of any material interest of any of the persons 
named in subsections (c) and (f) of this secUon and his associates in any 
loan from or material transaction with a constituent association during 
the current and preceding three (3) calendar years, including description 
of the transaction or loans. 

(6) Business of affiliates as defined in Secfion 5075 of the Financial 
Code: 

(A) Describe the nature and total dollar amount of business or financial 
transaction occurring within the past three (3) years between each con- 
stituent association with each affiliate, as defined in Section 5075 of the 
Financial Code, (including a description of the nature of such affiliate re- 
lationship), and with the holding company where the amount involved in 
the transaction or series of similar transacfions exceed the sum of 
$30,000 in any one year. 

1 . Describe any arrangements or agreements with respect to any affili- 
ate which will be associated with or serving the surviving association. 

(B) For affiliates listed under (A) above describe the nature of the affil- 
iate relationship. 

(g) Information about the surviving association: 

(J ) Describe briefly the locafion and description of officers of the sur- 
viving association and any major changes with regard to saving activities 
or lending activities which will result from the merger. 

(2) Any arrangements by which any affiliate agrees to provide services 
to borrowers from the surviving associafion. 

(3) Description of any bonus, profit sharing, stock option, pension, re- 
tirement or other remuneration plan, or employment contract, proposed 
or already adopted, with respect to the surviving associafion. 

(4) Capitalization. Capitalization of each constituent associafion 
showing pro forma adjustments and pro forma capitalizafions after the 
merger. 

(5) Statement of stockholders' equity for each year for the three-year 
period ended within ninety (90) days prior to the date of the proxy state- 
ment. 

(6) Dividend voting and Uquidation rights. 

(7) Policy on payment of dividends. 

(8) Taxation. 

(A) Federal. 

A pro forma statement regarding the qualifying loan reserve as a per- 
centage of qualifying loans. Permitted reserve transfer and position of the 
associafion. 

(B) State. 

(h) Execution. One (1) copy of the proxy statement shall be normally 
signed by the chief executive officer and the chief financial officer of 
each consfituent associafion and filed with the Commissioner. 

(i) Exhibits to be attached. 

(I) Merger agreement. 

The foregoing schedule of required information is not intended as a re- 
quired form of presentafion. This order of items need not be followed so 
long as the information is cleariy presented under appropriate subject 
headings. The Commissioner may require additional information or for 
good cause shown waive the inclusion of certain of the forgoing items in 
a particular case. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 
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History 

1. Change without regulatoi"y effect renumbering former Section 205 to Section 

103.210 (Register 87, No. 14). For prior history, see Registers 77, No. 1 1 and 

71, No. 48, 

§ 1 03.21 1 . Stockholder or Shareholder Approval— Written 
Consent. 

(a) Where two-thirds (2/3) or more of the stock or shares of a constitu- 
ent association is held by less than twenty-five (25) stockholders or 
shareholders, approval of a merger may be by written consent such stock- 
holders or shareholders and not by vote at a meeting duly noticed. In such 
event, the provisions of Section 205 need not be complied with. In the 
event the association solicits the written consent of such stockholders or 
shareholders, copies of the solicitation, if in writing, and all letters, writ- 
ten communications, material and documents in connection therewith 
given or sent to such stockholders or shareholders shall be filed fifteen 
(1 5) days prior to the date that such copies are first sent or given to stock- 
holders or shareholders or such shorter period prior to that date as the 
Commissioner may authorize upon good cause. 

(b) Where two-thirds (2/3) or more of the stock or shares of a constitu- 
ent association are held by twenty-five (25) or more stockholders or 
shareholders the provisions of Section 205 shall be applicable. 

NOTE: Authority cited: Section 52.S5, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 206 to Section 

103.211 (Register 87, No. 14). For prior history, see Registers 77, No. 11 and 

71, No. 48. ^ 

§103.212. Solicitation. 

(a) A merger will not ordinarily be favorable considered by the Com- 
missioner between two associations, one of which was acquired within 
one (1) year prior to the filing of the merger application by a person, di- 
rectly or indirectly, who made an offer for the acquisition of any stock 
or class of stock of any association and after consummation thereof, such 
person became, directly or indirectly, the beneficial owner of more than 
twenty-five percent (25%) of such stock or class of stock unless within 
fifteen (15)days prior to the making of such offer, request, or solicitation, 
the prior written approval of the Commissioner was obtained for such of- 
fer, solicitation or invitation and for all letters, written communications, 
material and documents used in connection therewith, given or sent to 
such stockholders. 

(b) No association, officer, director, or substantial stockholder, or any 
person acting on his behalf shall made a general solicitation of stockhold- 
ers of shareholders of another association or other corporation unless the 
soliciting party shall have first submitted to the Commissioner copies of 
such offer, solicitation, invitation, documents, letters, and written com- 
munications and material which the association, officer, director, or sub- 
stantial stockholder, or any person acting on his behalf proposes to use 
or execute in accomplishing such acquisitions at least fifteen (15) days 
prior to such use or execution, including but not limited to the following: 

(1) Letters, written communications, material and information to be 
sent to the stockholders or shareholders of the corporation to be acquired; 

(2) Letters, written communications, material, information and 
proxies sent or to be sent to stockholders or shareholders of the applicant 
association; and 

(3) Information setting forth details of the proposed acquisition ade- 
quate to substantiate its fairness to all parties. 

(c) Copies of all papers, documents, and material filed with the Securi- 
ties and Exchange Commission and the Federal Home Loan Bank Board 
with respect to an offer, or solicitation shall be filed with the Commis- 
sioner either at or prior to the filing of an application for approval of the 
merger, but in no event, later than fifteen (15) days after such papers, doc- 
uments, and material shall have been filed with the Securities and Ex- 
change Commission or the Federal Home Loan Bank Board. 

(d) No solicitation subject to this regulation shall be made by means 
of any proxy statement, form or proxy, notice of meeting or other com- 
munication, written or oral, containing any statement which, at the time 
and in the light of the circumstances under which it is made, is false or 



misleading with respect to any material fact, or which omits to state any 
material fact necessary in order to make the statements therein not false 
or misleading or necessary to correct any statement in any earlier com- 
munication with respect to the soHcitation of a proxy for the same meet- 
ing or subject inatter which has become false or misleading. 

The fact that a proxy statement, form of proxy or other soliciting mate- 
rial has been filed with or examined by the Commissioner shall not be 
deemed a finding by the Commissioner that such material is accurate or 
complete or not false or misleading, or that the Commissioner has passed 
upon the merits of or approval any statement contained therein or any 
matter to be acted upon by security holders. No representation contrary 
to the foregoing shall be made. 

NotE: Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 206. 1 to Section 

103.212 (Register 87, No. 14). For prior history, see Registers 77, No. 1 1 and 
71, No. 48. 

§ 1 03.21 3. Certificate of Approval. 

Prior to the Commissioner's issuance of the certificate of approval of 
merger there shall be filed with the Commissioner the following: 

(a) Copy of letter from the Federal Savings and Loan Insurance Corpo- 
ration with respect to: 

(1) Authorization to surviving association to increase insurable ac- 
count in bulk, if applicable; and 

(2) Effect, if any, of merger on the surviving association's insurance 
of accounts or continuation of insured status of accounts. 

(b) Evidence of compliance with conditions of the Federal Home Loan 
Bank Board approval. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 207 to Section 

103.213 (Register 87, No. 14). For prior history, see Register 77, No. 1 1. 

§103.214. Hearings. 

(a) Hearings will ordinarily be held upon all applications for approval 
of a merger unless, for good cause, the Commissioner shall dispense with 
the same. 

(b) Any hearings held under this secdon will be in accordance with the 
procedures set forth in the applicable sections under Subchapter 3 Article 
1 of the regulations. Sections under Subchapter 3 Article 1 of the regula- 
tions that are not applicable under this section include subdivisions (c), 
(d) and (k) of Section 103.118. 

(c) Notice of Hearing. (1) Unless the Commissioner shall approve or 
deny an application without hearing, a notice of hearing shall be mailed 
by the Commissioner to each constituent association exisring in this state 
stating that an application has been filed, that a public hearing will be 
held, and the time and place thereof. 

(2) (A) Within 15 days of the date of the maihng of the notice of hear- 
ing, each constituent association shall publish a notice of hearing on the 
application in substantially the form set our in subdivision (B) below, in 
a place prominent to the general readership in a newspaper, not exclu- 
sively a legal journal, of general circulation (as defined in Government 
Code Sections 6000 and 6008) published in the city or community in 
which its principal office is located, publication shall be made in a news- 
paper of general circulation in the community nearest the principal of- 
fice. 

(B) "NOTICE OF HEARING ON SAVINGS AND LOAN MERGER 
APPLICATION 

Notice is hereby given that a public hearing has been scheduled by the 
DEPARTMENT OF SAVINGS AND LOAN relating to an application 
by SAVINGS AND LOAN ASSOCIATION, 



for approval of_ 



(Address Principal Office) 
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(Briefly describe transaction including any name change.) 

The hearing will be held at the Department's office at .M., 

(Time) 
on the of , 19 . at 



(Day) 



(Month) 



(Year) (Room #) 



(Address) 



^i^ 



(City) (Telephone Number) 

The application is open for public inspection is accordance with the 
Commissioner' s regulations at ei ther office of the Department of Savings 
and Loan of the State of California, located at 600 South Commonwealth 
Avenue, Los Angeles 90005, and 350 Sansome Street, San Francisco, 
94104. 

Written objections or other documents relevant to the application 
should be filed with the Department, and a copy dehvered or mailed to 
the applicants, 

SAVINGS AND LOAN ASSOCIATION and 

SAVINGS AND LOAN ASSOCIATION, 

not later than , 19 . 

(30 days after date of mailing of notice of hearing.) 

Any person may appear at the hearing and make an oral statement dur- 
ing an amount of time limited by the hearing officer, which is the case of 
any person who has not filed prior written objections or other documents 
is to be limited to not more than 15 minutes in duration, or such shorter 
time as may be allowed by the hearing officer." 

(3) Promptly after publication of the newspaper notice, the applicant 
shall file two copies thereof with the Commissioner, accompanied by two 
copies of the publisher's affidavit of publication. 

(4) If proof of publication of the notice of hearing within the time peri- 
od stated 103.214(c)(2) above is not filed on or before the hearing date, 
the hearing shall be continued to such future date as will allow for publi- 
cation. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5500-5515, 5700-5702, 6000-6010 and 9200-9218, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 208 to Section 

103.2 14 (Register 87, No. 14). For prior history, see Registers 78, No. 51 and 

77, No. 11. 



§ 103.215. Additional Bnformation. 

The Commissioner may require additional information and material 
in connection with any application under these regulations and the appli- 
cant associations may include such further and additional information as 
may be relevant and material to the consideration of the merits of the 
application. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 209 to Section 
103.215 (Register 87, No. 14). For prior history, see Register 77, No. 11. 



§ 1 03.21 6. Waiver of Regulations. 

The Commissioner, for good cause shown, may waive in whole or in 
part any of the conditions, requirements or provisions of these regula- 
tions. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
9200-9218, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 209.1 to Section 
103.216 (Register 87, No. 14). For prior history, see Register 77, No. 11. 



Article 3. Acquosition of Control of Savings 
and Loan Association or Savings and Loan 

Holding Company Registration as a Savings 

and Loan Holding Company 

§103.300. Terms Defined. 

(a) "Domestic corporation" shall mean any corporation formed under 
the laws of the State of California. 

(b) "Foreign corporation" shall mean any corporation formed under 
the laws of any jurisdiction other than the State of California. 

(c) "Voting trust" shall mean any trust under the terms of which the 
right to vote or otherwise represent shares or other voting securities is 
conferred upon one or more trustees. 

(d) "Business trust" shall mean any trust under the terms of which one 
or more trustees carry on a business for profit. 

(e) "Limited partnership" shall be defined: 

(1) as provided by the Uniform Limited Partnership Act of the State 
of California (Corporations Code Sections 15501-15532) or 

(2) as provided by any similar statute in any jurisdiction other than Cal- 
ifornia. 

(f) "Partnership fund" shall be defined as a partnership as provided by 
the Uniform Partnership Act of the State of California (Corporations 
Code Sections 15001-15045), which is engaged in the business of trad- 
ing in corporate securities. 

(g) "Joint stock company" shall mean a corporation, a partnership, or 
a limited partnership. 

(h) "Association" shall mean: 

(1) a partnership, or a Umited partnership, or 

(2) a nonprofit association, 
(i) "Syndicate" shall mean: 

(1) a partnership or a limited partnership, or 

(2) a joint venture. 

0) "Organized group of persons" shall mean: 

(1) any unincorporated group of persons which has the characteristic 
of a corporation with the rights and duties of the members governed by 
the terms of an agreement, or 

(2) any family group consisting of a husband, wife, or minor child, or 
any combination thereof 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
1 1500-1 1650, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 180 to Section 
103.300 (Register 87, No. 14). For prior history, see Register 82, No. 33. 

§ 1 03.301 . Determination of Status as a Savings and Loan 
Holding Company. 

(a) A savings and loan holding company does not include any broker, 
underwriter or other dealer in securities if securities are held on a tempo- 
rary basis and for a reasonably limited period of time (not exceeding 90 
days unless extended by the commissioner) solely for purposes of a pub- 
lic offering or distribution, or for sale to customers in the course of busi- 
ness. 

(b) No company shall be deemed to be a savings and loan holding com- 
pany solely by reason of bona fide ownership, control or holding of the 
guarantee stock, shares, proxies of shares, or other proxies, on the part 
of 

(1) stockholders, shareholders or members, of a corporation; 

(2) partners of a partnership or a limited partnership; 

(3) members of an association or a syndicate; or 

(4) trustees in their private and individual capacities of a voting or 
business trust. 
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(c) The Commissioner shall give at least 20 days prior written notice 
of a hearing to any person or company which the Commissioner alleges 
is exercising a controlling influence over the management and policies 
of any association. Any such person or company shall have an opportuni- 
ty to be heard, and to be represented by counsel at any such hearing. 

The Commissioner shall, subsequent to the iiearing, furnish a written 
determination as to wiiether the person or company is a savings and loan 
holding company within the meaning of Section 1 1500 of the law. 
NOTE: Authority cited: Section 5253, Financial Code. Reference: Sections 5258 
and 1 1500, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 181 to Section 

103.301 (Register 87, No. 14). For prior history, see Register 82, No. 33. 

§ 103.302. Determination of Status as a Company. 

(a) Any group or organization may file a written registration applica- 
tion with the commissioner, requesting the commissioner to determine 
whether it is a company within the meaning of Section 1 1 501 of the law. 

(b) A written application, filed in duplicate, and verified shall contain 
such information as the commissioner may require. 

(c) The commissioner may elect to either make or decline to make a 
written determination. 

(d) If the decision made by the commissioner pursuant to subdivision 
(c) is deemed adverse by the applicant, the applicant may within 20 days 
after the date of the decision make written demand upon the commission- 
er for a hearing. A hearing shall be scheduled and conducted as in Section 
103.301. A demand for hearing shall vacate any prior determination 
made pursuant to subdivision (c). 

(e) No organization or group of persons shall be deemed to be a compa- 
ny within the meaning of Section 11 501 of the law, which the commis- 
sioner has determined is not such a company, after proceedings held pur- 
suant to this Section 103.302. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5258 
and 11501, Financial Code; and Section 11500, Government Code. 

History 
1. Change without regulatory effect renumbering former Section 182 to Section 

103.302 (Register 87, No. 14). For prior history, see Register 82, No. 33. 

§ 103.303. Registration Instructions. 

Registration application shall be typed in duplicate and filed in accor- 
dance with such instructions as the commissioner may publish from time 
to time. Applications will be deemed to be filed upon receipt in either of- 
fice of the Department of Savings and Loan. The instructions shall set 
forth the form of the registration application to be completed and filed by 
every person and company defined as a savings and loan holding compa- 
ny, hereinafter referred to as "Registrants." Copies of such instructions 
will be available at either office of the Department of Savings and Loan. 
NotE; Authority cited: Section 5255, Financial Code. Reference: Section 11 550, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 183 to Section 

103.303 (Register 87, No. 14). For prior history, see Register 82, No. 33. 

§103.304. Applications. 

(a) An application shall be typed and filed in triplicate in either office 
of the Department of Savings and Loan. It shall be signed under penalty 
of perjury by each acquiring party. A filing fee of $7,500 shall be in- 
cluded with the application. An incorporated acquiring party shall in- 
clude a certified copy of the resolution of the board of directors authoriz- 
ing the execution and filing of the application. 

(b) An application shall include all of the information set out in section 
5801 of the law and is to be identified in the same numerical order unless 
otherwise authorized by the commissioner. It shall in addition include a 
copy of the proposed acquisition agreement and financial statements sup- 
porting the financial standing of the applicant. The statements should 
have been examined by and supported by an opinion from an indepen- 
dent public accountant. The commissioner may authorize submission of 
financial statements without an accountant's examination and opinion 
which are prepared by the applicant under penalty of perjury. It may also 
include a statement setting forth any other relevant information. 



(c) An unincorporated company which is required to file the informa- 
tion under paragraph (1) of section 1 1706(a) shall give such information 
for each partner of a partnership or limited partnership; for each meinber 
of a syndicate or group; and for each person who controls a partner or 
member. 

(d) A corporation which is required to file the information under para- 
graph (1) of section 5801(a) shall give such information for itself, for 
each of its officers and directors and for each person who is directly or 
indirectly the beneficial owner of twenty-five percent (25%) or more of 
its outstanding voting securities. 

NOTE: Authority cited: Sections 8053 and 9001, Financial Code. Reference: Sec- 
tions 5800 and 5801, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 85 to Section 

103.304 (Register 87, No. 14). For prior history, see Register 82. No. 33. 

2. Amendment filed 7-13-90; operative 8-12-90 (Register 90, No. 34). 

§103.305. Filing Date. 

(a) The date of filing of the application shall be the date the complete 
application is filed in the office of the commissioner. An application shall 
be complete when all amendments by the acquiring party, the informa- 
tion prescribed by the commissioner, and any additional information re- 
quested by the commissioner are also on file. Any additional information 
deemed necessary by the commissioner to complete the application shall 
be requested from the applicant within 1 2 days after receipt of the incom- 
plete application. The commissioner shall notify the acquiring party of 
the date of filing of the complete application. 

(b) Applicafions filed pursuant to Section 11706(c) of the law shall 
have a concurrent filing date when filed with the commissioner. 
NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 11 706, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 186 to Section 

103.305 (Register 87, No. 14). For prior history, see Register 82, No. 33. 

§103.306. Confidential Treatment. 

An application filed under Section 11706, together with all supple- 
ments, amendments and exhibits, shall be open for public inspection with 
the following excepfions: 

(a) An applicant who wishes any information to be treated as confiden- 
tial by the commissioner and not available for public inspection shall sep- 
arate and designate such informafion as confidential and attach a state- 
ment of reasons. 

This information shall be excluded from the application available for 
public inspection if the commissioner finds good cause exists for treating 
such information as confidential. 

(b) If confidential treatment is requested under Section 1 1706(a) of the 
law, the request shall include substantiation that the loan was made in the 
lender's ordinary course of business. 

(c) The commissioner may also designate as confidential any informa- 
fion in an application, if it is for the public welfare or the welfare of any 
associafion that such information should not be made public. The infor- 
mation may be withheld for such time as the commissioner may deem 
necessary. 

NoTE; Authority cited: Section 5255, Financial Code. Reference: Section 1 1706, 
Financial Code; and Sections 6253 and 6254, Government Code. 

History 
1. Change without regulatory effect renumbering former Section 187 to Section 

103.306 (Register 87, No. 14). For prior history, see Register 82, No. 33. 



Article 4. Guarantee Stock 

§ 1 03.400. Permit Under Section 6450.4. 

The Savings and Loan Commissioner will initiate appropriate pro- 
ceedings under the provisions of California Financial Code Section 5554 
with respect to any (a) sale, (b) offering, or (c) solicitation or taking of 
subscriptions for sales, involving 10% or more of the issued and out- 
standing guarantee stock of any association, unless: 
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( 1 ) a permit authorizing the sale, offering or taking of subscriptions for 
the sale of the guarantee stock in question pursuant to the provisions of 
California Financial Code Section 6450.4 is duly issued, or 

(2) a prior written determination is made by the Savings and Loan 
Commissioner that the sale, offering or solicitation or taking of subscrip- 
tions for such sale is not subject to the requirements of California Finan- 
cial Code Section 6450.4. Said determination shall be made on the basis 
of a written application which shall include the names and addresses of 
each of the proposed legal and beneficial owners of the guarantee stock, 
a biographical description and references for each purchaser, and such 
additional information as the Commissioner may require. 

Note. Authority cited: Section 5255, Financial Code. Reference: Section 6450.4, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 190 to Section 

103.400 (Register 87, No. 14). For prior histoi7, see Register 82, No. 29. 

§ 1 03.401 . Stock Dividends and Stock Spf it-Ups. 

The term "stock dividend" refers to an issuance by an association of 
its own guarantee stock to its stockholders without consideration and un- 
der conditions indicating that such action is prompted mainly by a desire 
to give the recipient stockholders some ostensibly separate evidence of 
a part of their respective interests in accumulative eamings without distri- 
bution of cash or other property which the board of directors deems nec- 
essary or desirable to retain in the business. 

The term "Stock Split-Up" refers to an issuance by an association of 
its own guarantee stock to its stockholders without consideration and un- 
der conditions indicating that such action is prompted mainly by a desire 
to increase the number of outstanding shares for the purpose of effecting 
a reduction in their unit market price and, thereby, obtaining wider distri- 
bution and improved marketability of the shares. 

The accounting for stock split-ups presents no significant problems as 
no accounting entries are generally required. The accounting for stock 
dividends, however, requires adjustments to the capital stock and capital 
surplus accounts to reflect the market value of the stock dividend. 

Generally accepted accounting principles require that the fair value of 
the shares issued be capitalized and charged to retained eamings; howev- 
er, no distinction is made between appropriated or unappropriated re- 
tained eamings. Either unappropriated and/or appropriated retained 
earnings may be capitalized as capital surplus for the purpose of record- 
ing a stock dividend, thus satisfying the requirements of generally ac- 
cepted accounting principles. 

In accounting for stock dividends, the guarantee stock and capital sur- 
plus accounts must be increased in an amount equivalent o the fair market 
value of the stock issued, if determinable, or by some reasonable amount 
if the fair market value is not easily determined. The guarantee stock ac- 
count must be increased by the par value of the shares issued and any 
amount in excess credited to a capital surplus account. The capital sur- 
plus account shall be segregated into two segments, that directly contrib- 
uted by the investors, and that contributed by appropriations from re- 
tained eamings or general reserves as stock dividends. 

If the transfer to the latter account is from the Federal Insurance Re- 
serve or another general reserve account, this must be disclosed or anno- 
tated to preserve its identity. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 6450, 
6456, and 6457, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 191 to Section 

103.401 (Register 87, No. 14). For prior history, see Register 82, No. 19. 



Article 5= Trust Powers 



§103.500. Applications. 

An association desiring to exercise trust powers, either through a trust 
department or through an affiliate, shall file with the commissioner an 
application indicating which trust powers it wishes to exercise and pro- 



viding the information necessary to make the determination under Sec- 
tion 235.41(b) of the regulations. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 1 0, Calif 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Sec. 103.500.) and Subchapter 4, 
Article 5 (Section 1 04.500 et seq.); and Sections 5003 and 5501 .5, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 245.2 to Section 
103.500 (Register 87, No. 14). For prior history, see Register 81, No. 5. 

Article 6. Investments — ^Service 
Corporations and Business Development 

Credit Corporations 

§103.600. Terms Defined. 

(a) For the purposes of this subchapter, service corporations are of 
three types: 

(1) Common Subsidiaries. A common subsidiary is a service corpora- 
tion in wliich the stock is only available for purchase by two or more do- 
mestic or federal savings and loan associations having their home offices 
in this State; 

(2) Wholly Owned Subsidiaries. A wholly owned subsidiary is a ser- 
vice corporation in which the sole stockholder is a domestic savings and 
loan association; 

(3) Independent Service Corporations. An independent service corpo- 
ration is any service corporation other than a common subsidiary or 
wholly owned subsidiary. 

(b) The words "adjusted total capital" mean the total statutory net 
worth as defined in Section 5076 of the law and Section 101.100(h) of 
the regulations minus 1/5 of scheduled items. "Specified assets" has the 
same meaning as that term is defined in Section 561.17 of the Rules and 
Regulations for Insurance of Accounts of the Federal Home Loan Bank 
Board. 

(c) The word "person" as used herein includes a natural person and, 
in addition, any domestic, foreign or national corporation, voting tmst, 
business trust, limited partnership, partnership, joint stock company, as- 
sociation or similar organization whether incorporated or not. 

NOTE: Authority cited: Sections 5255 and 6702.1, Financial Code. Reference: 
Section 6702.1, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 230 to Section 

103.600 (Register 87, No. 14). For prior history, see Register 82, No. 52. 

§ 103.601. Articles of Incorporation and Bylaws. 

The articles of incorporation and bylaws of the service corporation 
shall be approved by the commissioner in writing, concurrent with the 
submission of an application by an association to invest in or buy capital 
stock, obligations or other securities of the service corporation. 

(a) The articles of incorporation of each common, wholly owned or in- 
dependent service corporation shall provide that the service corporation 
is organized to engage in activities as are approved by the commissioner. 

(b) The bylaws of a common or wholly owned service corporation 
shall provide, and the certificates of stock issued shall carry, notice that 
the stock shall be only available for purchase by, and nontransferable oth- 
er than to, a domestic or federal savings and loan association having their 
home offices in this State. 

NOTE: Authority cited: Sections 5255 and 6702.1, Financial Code. Reference: 
Section 6702.1, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 230. 1 to Section 

103.601 (Register 87, No. 14). For prior history, see Register 82, No. 52. 

§103.602. Activities. 

A service corporation may engage in any activity which is approved 

by the commissioner. 

NOTE: Authority cited: Sections 5255 and 6702.1, Financial Code. Reference: 
Section 6702.1, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 230.2 to Section 

103.602 (Register 87, No. 14). For prior history, see Register 82, No. 52. 
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§ 1 03.603. Debts of Service Corporations. 

Except with the prior written consent of the commissioner, no associ- 
ation shall guarantee or in any way be liable for any debts or obligations 
of any service corporation. 

Note. Authority cited: Sections 5255 and 6702.1, Financial Code. Reference: 
Section 6702.1, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 230.4 to Section 
103.603 (Register ^87, No. 14). For prior history, see Register 82, No. 52. 



§ 103.604. Restricted Transactions. 

All service corporations shall comply with Sections 7177-7183 of the 
law when making or acquiring loans directly or indirectly to or from any 
stockholder, officer, director or employee of any association or associ- 
ations which are stockholders of the service corporation, or to any mem- 
ber of the immediate family of any such person above enumerated, either 
for himself or as agent or as partner of another, or to any corporation the 
majority of the stock of which is owned or controlled, individually or col- 
lectively, by any of such persons. For the purposes of this section, the 
term "stock" does not include shares representing savings accounts, or 
borrower memberships, in a domestic savings and loan association or a 
federal savings and loan association. 

NOTE: Authority cited: Sections 5255 and 6702.1, Financial Code. Reference: 
Sections 6702.1 and 7177-7183, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 230.5 to Section 
103.604 (Register's?, No. 14). For prior history, see Register 82, No. 52. 



Article 7. Remote Service Units 



§ 103.700. Purpose and Scope. 

NOTE: Authority cited: Sections 5250 and 5255, Financial Code. Reference: Sec- 
tions 5250, 5255 and 5500, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 244 to Section 
103.700 (Register 87, No. 14). For prior history, see Register 81, No. 52. 

2. Renumbering and amendment of Section 103.700 to Section 104.700 filed 
12-8-87; operative 1-7-88 (Register 87, No. 50). 



§103.701. Terms Defined. 

NOTE: Authority cited: Sections 5250 and 5255, Financial Code. Reference: Sec- 
tions 5250, 5255 and 5500, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 244.1 to Section 
103.701 (Register 87, No. 14). For prior history, see Register 81, No. 52. 

2. Renumbering and amendment of Section 103.701 to Section 104.701 filed 
12-8-87; operative 1-7-88 (Register 87, No. 50). 



§ 103.702. Operations and Procedures. 

NOTE: Authority cited: Sections 5250 and 5255, Financial Code. Reference: Sec- 
tions 5250, 5255 and 5500, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 244.2 to Section 
103.702 (Register 87, No. 14). For prior history, see Register 81, No. 52. 

2. Renumbering and amendment of former Section 103.702 to Section 104.702 
filed 12-8-87; operative 1-7-88 (Register 87, No. 50). 



§ 1 03.703. Waiver of Regulations. 

NOTE: Authority cited: Secfions 5250 and 5255, Financial Code. Reference: Sec- 
tions 5250, 5255 and 5500, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 244.3 to Section 
103.703 (Register 87, No. 14). For prior history, see Register 81, No. 52. 

2. Repealer filed 12-8-87; operative 1-7-88 (Register 87, No. 50). 



Article 8. Foreign Savings and Loan 
Association 



§103.800. Filing Procedures. 

(a) An application filed by a foreign savings association for approval 
to conduct the business of an association in this state shall be filed with 
the Department of Savings and Loan at either its San Francisco or Los 
Angeles office. 

(b) Shall be filed in triplicate and shall be accompanied by a fihng fee 
of $7,500. 

(c) An applicant may separately file and designate part of its applica- 
tion as "confidential," and attach a statement of reasons. Such informa- 
tion shall be deemed '"confidential," and shall not be open for public in- 
spection except pursuant to the provisions of Section 102.203. 

NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tion 10012, Financial Code. 

History 

1 . New section filed 7-1-87; operative 7-1-87 pursuant to Government Code Sec- 
tion 11346.2(d) (Register 87, No. 28). 

§ 103.801. Information to Be Included in Applications. 

An application shall include the following information: 

(a) Name of the appUcant. 

(b) Address and telephone number of the applicant's home office. 

(c) Name, address and telephone number of person to be contact con- 
cerning the application. 

(d) Summary of applicant's history, including but not Umited to the 
date and place of organization or incorporation. Attach certified copies 
of applicant's articles of incorporation and bylaws, or other documents 
establishing applicant's existence and organization. 

(e) A description of the applicant's business and corporate structure, 
including the name, location, and principal business of each majority- 
owned subsidiary and the amount invested in each subsidiary by the 
applicant. 

(f) If the applicant is directly or indirectly controlled by a foreign hold- 
ing company, include the total deposits of each financial institution di- 
rectly or indirectly controlled by such foreign holding company, and in- 
dicate the states in which the home offices of each such financial 
institution is located. 

(g) A business plan describing the applicant's proposed business acti- 
vities in this state. 

(h) The auditor's report for the apphcant's most recent fiscal year, and 
comparative statements for the prior year. 

(i) The name and title of the chief executive officer of applicant, the 
regional officer if more than one office will be established in California, 
and completed biographical and financial statements and fingerprint 
cards. 

(j) The name, address, and principal occupation of each director of 
applicant, and completed biographical and financial statements for each. 

(k) A copy of the most recent examination report prepared by the 
applicable Federal Home Loan Bank or the Federal Deposit Insurance 
Corporation, the last state examination report, any correspondence from 
the relevant regulator to the Board of Directors discussing each such re- 
port, and the Board's responses thereto. 

(l) State whether any supervisory or regulatory agreement or order is 
currently in effect with respect to the applicant, and, if so, attach a copy 
of each. 

(m) An opinion from the applicant's state regulatory agency which de- 
scribes the conditions under which California savings associations may 
conduct business in such state. 

(n) Any additional information required by these regulations or cur- 
rent instructions of the Commissioner. 

NOTE; Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tion 10012, Financial Code. 
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History 
1 . New section filed 7-1-87; operative 7-1-87 pursuant to Government Code Sec- 
tion 11 346.2(d) (Register 87, No. 28). 

§ 103.802. Approval to Conduct the Business of an 
Association in Califoirnia. 
If the Commissioner finds each of the following with respect to an 
application by a foreign savings association for approval to conduct the 
business of an association in California, the Commissioner shall approve 
such application: 

(a) That the applicant, any savings and loan holding company of the 
applicant, the directors and chief executive officer of the applicant and 
of any savings and loan holding company of the applicant, are each of 
good character and sound financial standing. 

(b) That the financial history and condition of the applicant are satis- 
factory. 

(c) That the applicant's plan to conduct the business of an association 
in California affords a reasonable promise of successful operation. 

(d) That the foreign savings association has obtained a certificate of 
qualification from the Secretary of State under Chapter 21 (commencing 
with Section 2100) of Division 1 of the Corporations Code. 

(e) That the state in which the home office of the applicant is located 
permits California associations to conduct the business of an association 
in such state in substantially the same manner as the applicant proposes 
to conduct in this Slate. 

(f) That the applicant is not directly or indirectly controlled by a for- 
eign holding company with its principal place of deposits located in a 
state outside the states listed in Financial Code Section lOOll. 

(g) That the applicant has provided all required information. 

If the Commissioner finds otherwise, the Commissioner shall deny the 
application. 

NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tion 10012, Financial Code. 

History 

1 . New section filed 7-1-87; operative 7-1-87 pursuant to Government Code Sec- 
tion 1 1346.2(d) (Register 87, No. 28). 

§ 1103.803. Dssuance of Certificate of Authority. 

Whenever an application by a foreign savings association for approval 
to conduct the business of an association in California has been approved 
the Commissioner shall issue to such foreign savings association a certif- 
icate of authority to conduct the business of an association in California. 
NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tion 10012, Financial Code. 

History 
1 . New section filed 7-1-87; operative 7-1-87 pursuant to Government Code Sec- 
tion 11346.2(d) (Register 87, No. 28). 



• 



Subchapter 4= Operations — -General 
Article 1o Advertising 

§ 104.100. Association Advertising File. 

Each association shall maintain or cause to be maintained, and make 
available for inspection at its home office chronological files of all forms 
of advertisements used by it during the preceding eighteen months. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 130 to Section 
104.100 (Register 87, No. 14). For prior history, see register 82, No. 45. 

2. Amendinent filed 4-13-88; operative 5-13-88 (Register 88, No. 18). 

§ 1 04.1 01 . Filing of Advertising Prior to Publication. 

Under Section 6523 of the law the commissioner may require any or 
all associations to file a true copy of the text of any advertisement in the 
office of the commissioner at least five days prior to issuance, circulauon, 
or publication of such advertisement. Filing shall not be necessary, ex- 



cept when specifically required by the Commissioner or when proposed 
to be used in connecdon with the sale of capital stock, a permit for which 
must first be applied for and issued. All advertising proposed to be used 
in connecdon with the sale of capital stock shall not be used undl the com- 
missioner has authorized such use. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 131 to Section 

104.101 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Amendment filed 4-13-88; operative 5-13-88 (Register 88, No. 18). 

§104.102. Advertising Signs. 

An associadon may use shortened names or phrases in advertising 

signs located in or on its office premises provided somewhere on the front 

of the office premises there appears the full name of the association. 

Note: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1 . Change without regulatoiy effect renumbering former Section 1 33.1 to Section 

104.102 (Register 87, No. 14). For prior histoiy, see Register 82, No. 45. 

2. Amendment of NOTE filed 4-13-88; operative 5-13-88 (Register 88. No. 18). 

§ 104.103. Misleading Impression. 

The adverdsement as a whole must not be inaccurate or create a mis- 
leading impression even though statements therein separately considered 
are literally truthful. 

Note: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 134 to Section 

104.103 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Amendment of NOTE filed 4-13-88; operative 5-13-88 (Register 88, No. 18). 

§ 1 04.1 04. Comparison of Stock Structures. 

No association shall publish any comparison of its paid-in capital with 
the paid-in capital of any other associadon or associadons, unless it also 
publishes in connecdon therewith a comparison of its general loss re- 
serves with the general loss reserves of said association or associations. 
Note: Authority cited: Secfion 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 135 to Section 

104.104 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Amendment of NOTE filed 4-13-88; operative 5-13-88 (Register 88, No. 18). 

§ 1 04.1 05. Rate of interest and Early Withdrawal Penalties. 

(a) If any association adverdses a special rate of interest which is paid 
or credited, or is to be paid or credited, on one class of share or investment 
cerdficate account, or savings account, such advertising shall clearly set 
forth special restrictions or condidons applicable to such accounts. 

(b) Any advertisement publicizing the rate of interest paid on savings 
accounts shall clearly state whether the associadon will or may impose 
a penalty for withdrawal from a savings account before maturity. 

(c) Non-Cash Interest. Any advertisement announcing the distribu- 
don of any non-cash item (merchandise, goods or services) that is in- 
tended to be given as interest on an account in lieu of cash shall clearly 
and legibly disclose that the cost of such item will be a payment of inter- 
est. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 136.1 to Section 

104.105 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Amendment filed 4-13-88; operative 5-13-88 (Register 88, No. 18). 

§ 1 04.1 06. Unqualified Claims. 

No associadon shall advertise in any manner that it is the "safest," 

"most secure," "most reliable" or "strongest" associadon or make other 

similar claims relating to the security of investments therein unless it also 

sets forth in detail valid reasons for the claim. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 
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History 

1. Change without regulatory effect renumbering former Section 137 to Section 
104.108 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Repealer of former Section 104.106, and renumberin" of Section 104.108 to 
Section 104.106 filed 4-13-88; operative 5-13-88 (Register 88, No. 18). 

§ 1 04.1 07. Claim of Leadership. 

No association shall state or imply in its advertising, by u.se of superla- 
tives or otherwise, that it is the leader in a particular field unless it also 
sets forth in detail valid reasons for the claim. 

Note. Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 136.4 to Section 

104.107 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Repealer of former Section 104.107, and renumberina of Section 104.109 to 
Section 104.107 tiled 4-13-88; operative 5-13-88 (Register 88, No. 18). 

§ 1 04.1 08. Claims of Superior Facilities. 

No association shall state or imply in its advertising that its facihties 
are superior to those of another association unless it sets forth in detail 
valid reasons for its claim. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 137 to Section 

104.108 (Register 87, No. 1). For prior history, see Register 82, No. 45. 

2. Renumbering of former Section 104.108 to Section 104.106, and renumbering 
of Section 104.110 to Section 104.108 filed 4-13-88; operative 5-13-88 (Res- 
isterSS, No. 18). 

§ 1 04.1 09. Nature of Loan Portfolio. 

No association shall state or imply in its advertising that its loan portfo- 
lio is secured by residential properties if more than 20 percent of the un- 
paid balance of its loan portfoho is in loans secured by other than residen- 
tial properties unless it sets forth a breakdown as follows: Loans on one 
to four unit residential properties, loans on multiple unit dwellings in ex- 
cess of four units, loans on commercial properties, and loans on unim- 
proved property. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 137.1 to Section 

104.109 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumbering of former Section 104.109 to Section 104.107, and renumbering 
of Section 104.111 to Section 104.109 filed 4-13-88; operative 5-13-88 (Reg- 
ister 88, No. 18). 

§ 1 04.1 1 0. Adequacy of Reserves. 

Any advertisement, other than solely a balance sheet, concerning the 
dollar amount of reserves of an association shall also set forth the per- 
centage ratio of said reserves to withdrawable savings accounts. 
Note: Authority cited: Section 8053, Financial Code. Reference: Section 6523, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Secfion 137.2 to Section 

104.1 10 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumbering of former Secfion 104.1 10 to Section 104.108, and renumbering 
of Section 104.1 12 to Section 104.1 10 filed 4-13-88; operafive 5-13-88 (Reg- 
ister 88, No. 18). 

§104.111. Giveaways. 

The term "giveaway" means anything of value, or services performed 
in whole or in part outside the premises of an association, furnished the 
recipient without adequate payment; the term does not, however, include 
(a) provision by an association, for its depositors, of safety deposit facih- 
ties at no cost or at a reduced rental, regardless of the location of such faci- 
lities; or (b) reimbursement for all or any part of amounts paid by deposi- 
tors for safety deposit facilities located outside the premises of the 
association; or (c) provision of any service or thing of value as payment 
of interest. 

NOTE: Authority cited: Secfion 8053, Financial Code. Reference: Secfions 6523 
and 6653, Financial Code. 



History 

1. Change without regulatory effect renumbering former Secfion 138 to Section 

104.1 1 1 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumbering of former Section 104.111 to 104.109, and renumbering and 
amendment of Section 104.114 to Section 104.111 filed 4-13-88; operafive 
5-13-88 (Register 88, No. 18). 

§ 104.112. Connection Between Giveaways and Savings 
Accounts Prohibited. 

No association shall condition the distribution of a giveaway on the re- 
cipient's possessing, opening, or adding to a savings account, or main- 
taining a minimum balance therein. 

NOTE: Authority cited: Section 8053. Financial Code. Reference: Secfions 6523 
and 6653, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 139 to Section 

104.112 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumberingof former Section 104.112 to Section 104.110, and renumbering 
of Section 104.1 15 to Section 104.1 12 filed 4-13-88; operafive 5-13-88 (Reg- 
ister 88, No. 18). 

§ 1 04.1 1 3. Advertisements of Giveaway Prohibited; 
Exceptions. 

Except as provided in Section 104.114, no association shall refer in 
any of its advertisements to any giveaway, other than printed material of 
an educational or informational nature of a cost not exceeding $2.50, or 
a coin bank not exceeding said cost. 

NOTE; Authority cited: Section 8053, Financial Code. Reference: Secfions 6523 
and 6653, Financial Code. 

History 

1. Change without regulatory effect renumbering former Secfion 140 to Secfion 
104. in (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Repealer of former Section 104.1 13, and renumbering and amendment of Sec- 
fion 104. 1 16 to Section 104. 1 1 3 filed 4-1 3-88; operative 5-13-88 (Register 88, 
No. 18). 

§ 1 04.1 1 4. Giveaway Advertisements Permitted in 

Connection with New Association Opening. 

An association may refer to giveaways in its advertisements for a 
single period of 30 days ending not more than one year after the opening 
of its first office. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 6523 
and 6653, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 141 to Section 

104.1 14 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumbering and amendment of former Section 104.114 to Secfion 104.111, 
and renumbering and amendment of Section 104.1 17 to Section 104.1 14 filed 
4-13-88; operative 5-13-88 (Register 88, No. 18). 

§ 1 04.1 1 5. Giveaway Prohibition Applicable to Dealings 
with Any Persons. 

No association shall enter into any agreement or understanding with, 
or accept funds for investment in savings accounts from, any person en- 
gaging in acfivities that are prohibited by Secfions 104.112 and 104.113 
if done by an association. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 6523 
and 6653, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 141.1 to Secfion 

104.1 15 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumbering of former Secfion 104.1 15 to Section 104.112, and renumbering 
and amendment of Secfion 104.1 18 to Secfion 104. 115 filed 4-1 3-88; operafive 
5-13-88 (Register 88, No. 18). 

§ 1 04.1 1 6. Advertisements of Giveaways Prohibited; 
Exceptions. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6412, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 41 .2 to Section 

104.1 16 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumbering and amendment of Section 104.116 to Section 104.113 filed 
4-13-88; operative 5-13-88 (Register 88, No. 18). 
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§ 104.117. Giveaway Advertisements Permitted in 

Connection with New Association Opening. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6412, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 141 .3 to Section 

104.1 17 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumberins and amendment of Section 104.117 to Section 104.114 filed 
4-1 3-88; operative 5-1 3-88 (Register 88, No. 1 8). 

§ 104.118. Giveaway Prohibition Applicable to Dealings 
with Brokers and Other Persons. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6412, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 141 .4 to Section 

104.1 18 (Register 87, No. 14). For prior history, see Register 82, No. 45. 

2. Renumbering and amendment of Section 104.118 to Section 104.115 filed 
4-13-88; operative 5-13-88 (Register 88, No. 18). 

§104.200. Terms Defined. 

(a) Data processing means bookkeeping, recordkeeping and/or ac- 
counting by manual, mechanical or electronic methods. 

(b) A service center is: 

( 1 ) A data processing unit of an association, located either on its prem- 
ises or at its branch or service office, which, in addition to performing 
data processing for the association itself, performs such service for 
another association or other associations, or 

(2) A jointly operated data processing unit owned and operated by two 
or more associations for the purpose of rendering data processing service 
for said associations, and for any other associations that have contracted 
for its services, or 

(3) An independent facility which performs data processing opera- 
tions for an association or associations and which is not operated by the 
personnel employed by the associations whose accounts are being serv- 
iced. 

(c) The definitions set forth in Article 2, Chapter 1, Part 1, of the law 
(commencing with Section 5050) are incorporated herein by reference. 

(d) "Authorized service corporation" means a service corporation 
whose articles of incorporation authorize it to provide data processing 
services. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 8701, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 166 to Section 

104.200 (Register 87, No. 14). For prior history, see Register 82, No. 33. 

§ 1 04.201 . Blanket Authority — Conditions. 

Blanket authority is hereby granted to any association or its authorized 
service corporation to contract for data processing services with any ser- 
vice center described in Section 166(b) hereof, provided the association 
or its authorized service corporation which contracts for the data process- 
ing services files a written report with the commissioner within 10 days 
after the execution of the contract disclosing the following: 

(a) The date that a written contract was executed by the association or 
its authorized service corporation and a service center; 

(b) That a copy of the contract is retained in the association's files for 
examination by the commissioner; and 

(c) That the contract meets the requirements of instructions issued by 
the commissioner. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 8701, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 67 to Section 

104.201 (Register 87, No. 14). For prior history, see Register 82, No. 33. 

§ 104.300. Classes and Appointment of Appraisers. 

(a) The board of directors of a state savings and loan association may 
appoint any person or persons to act as an appraiser in any one of the four 
classes as described in this Subchapter 4, Article 3 or may delegate such 



authority to management. Prior to appointment, information must be pro- 
vided to the association verifying that the person(s) meet the Commis- 
sioner's qualification standards established for the designated class. 
Documentation to support the appointment for each natural person(s) 
signing an appraisal report shall be available upon request for examina- 
tion by the Commissioner. 

(b) The provisions of this Subchapter 4, Article 3 shall not affect the 
appointment of appraisers made prior to the effective date of these regu- 
lations. 

NOTE: Authority cited: Sections 7500 and 8053. Financial Code. Reference: Sec- 
tions 7500 and 8158, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 122 to Section 

104.300 (Register 87, No. 14). For prior history, see Registers 82, No. 49 and 

69, No. 22. 

2. Amendment filed 8-23-88; operative 9-22-88 (Register 88, No. 35). 

§ 1 04.301 . Appraiser I. 

An Appraiser 1 is a trainee who is permitted to assist an Appraiser II, 
III or IV in appraising: 

(a) the fee interest in existing and proposed residential properties up 
to and including four units; and 

(b) the fee interest in individual lots zoned for residential use, with off- 
site improvements in place. 

Such appraisals must be signed by both the trainee and the Appraiser 
II, III or IV. The Appraiser II. Ill or IV must personally inspect the prop- 
erty and prepare the certification required under Section 104.312. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 7500, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 22. 1 to Section 

104.301 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment of subsection (b) filed 8-23-88; operative 9-22-88 (Register 88, 
No. 35). 

§ 104.302. Qualifications for Appraiser L 

Both of the following are prerequisites to qualification as an Appraiser 
I: 

(a) Full-time employment as an employee of an association or its affil- 
iates; 

(b) Graduation from a junior college or possession of an equivalent 
number of course units from an accredited four-year college or universi- 
ty or from an extension program thereof 

NOTE: Authority cited: Sections 7500 and 8053, Financial Code. Reference: Sec- 
tion 7500, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 122.2 to Section 

104.302 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment of subsection (b) filed 8-23-88; operative 9-22-88 (Register 88, 
No. 35). 

§104.303. Appraiser II. 

An Appraiser II is permitted to appraise: 

(a) the fee interest in an existing or proposed residential property up 
to and including four units or a construction project of not more than four 
single family residences; and 

(b) the fee interest in individual lots zoned for residential use, with off- 
site improvements in place. 

An Appraiser II is permitted to assist, for training purpose, an Apprais- 
er III or an Appraiser IV in appraising such other types of real property 
as an Appraiser III or an Appraiser IV might appraise. Such other apprais- 
als must be signed by both the Appraiser II and the Appraiser III or IV. 
The Appraiser III or IV must personally inspect the property and prepare 
the certification required under Section 104.312. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 7500, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 22.3 to Section 

104.303 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment of subsection (b) filed 8-23-88; operative 9-22-88 (Register 88, 
No. 35). 
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§ 1 04.304. Qualifications for Appraiser II. 

Either (a) ( I) three months of full-time appraisal experience perform- 
ing the duties of an Appraiser 1 with adequate field training in procedures 
appropriate to appraising existing and proposed residential properties up 
to and including four units; and (2) successful completion of a basic 
course in real estate appraising conducted by a junior college; by an ac- 
credited four-year college or university or from an extension program 
thereof; by a recognized professional appraisal society: or by the Institute 
of Financial Education or other entity in a course of instaiction that has 
been approved by the commissioner; or 

(b) one year of appraisal experience as a staff or fee appraiser with ex- 
perience primarily in one to four family residential properties. 
NOTE; Authorily cited: Sections 7300 and 8053, Financial Code. Reference: Sec- 
tion 7500, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 122.4 to Section 

104.304 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment filed 8-23-88; operative 9-22-88 (Register 88, No. 35). 

§104.305. Appraiser III. 

An Appraiser 111 is permitted to appraise: 

(a) the fee interest or leasehold interest in existing or proposed residen- 
tial properties; and 

(b) the fee interest or leasehold interest in developed or undeveloped 
land zoned for residential use only. 

An Appraiser III is permitted to assist, for training purposes, an Ap- 
praiser IV in appraising such other types of real property as an Appraiser 
IV might appraise. Such other appraisals must be signed by both the Ap- 
praiser III and the Appraiser IV. The Appraiser IV must personally in- 
spect the property and prepare the certification required under Section 
104.312. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 7500, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 122.5 to Section 

104.305 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment of subsection (b) filed 8-23-88; operative 9-22-88 (Register 88, 
No. 35). 

§ 1 04.306. Qualifications for Appraiser III. 

(a) Three years of appraisal experience as a staff or fee appraiser with 
substantial experience appraising investment-type residential proper- 
ties; and 

(b) successful completion of an advanced course in real estate apprais- 
ing conducted by a Junior college; by an accredited four-year college or 
university or from an extension program thereof; by a recognized profes- 
sional appraisal society; or by the Institute of Financial Education or oth- 
er entity in a course of instruction that has been approved by the commis- 
sioner. 

NOTE: Authority cited: Sections 7500 and 8053, Financial Code. Reference: Sec- 
tion 7500, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 122.6 to Section 

104.306 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment of subsection (b) filed 8-23-88; operative 9-22-88 (Register 88, 
No. 35). 

§104.307. Appraiser IV. 

An Appraiser IV is permitted to appraise any type of real property that 
may be accepted as the security for a loan by an association. The Apprais- 
er IV must personally inspect the property and prepare the certification 
required under Section 104.312. 

NoTE; Authority cited: Section 8053, Financial Code. Reference: Section 7500, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 122.7 to Section 

104.307 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment filed 8-23-88; operative 9-22-88 (Register 88, No. 35). 



§ 1 04.308. Qualifications for Appraiser IV. 

(a) (1 ) Either five years of appraisal experience as a staff or fee apprais- 
er gained within the past ten years, with substantial experience appraising 
comiTiercial and industrial properties; and 

(2) successful completion of an advanced course in real estate apprais- 
ing conducted by a junior college; by an accredited four-year college or 
university, or from an extension program thereof; by a recognized profes- 
sional appraisal society; or by the Institute of Financial Education or oth- 
er entity in a course of instruction that has been approved by the commis- 
sioner; or 

(b) designation as a inemberof a recognized professional appraisal so- 
ciety as an appraiser qualified to appraise all types of real property. 
NOTE: Authority cited: Sections 7500 and 8053, Financial Code. Reference: Sec- 
tion 7500, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 122.8 to Section 

104.308 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment filed 8-23-88; operative 9-22-88 (Register 88, No. 35). 

§104.309. Approval Process. 

The board of directors or management of an association may deter- 
mine that a person is qualified as an appraiser in any one of the four classi- 
fications, provided that such person has the qualifications outlined in 
Sections 104.302, 104.304, 104.306 and 104.308 of this article. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 7500, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 123 to Section 

104.309 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Amendment filed 8-23-88; operative 9-22-88 (Register 88, No. 35). 

§ 1 04.31 0. Designation of Classification. 

An appraiser in signing an appraisal report shall designate his apprais- 
er classification. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 7500, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 124 to Section 
104.31 1 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Repealer of former Section 104.310, and renumbering of former Section 

1 04.3 1 1 to Section 1 04.3 1 filed 8-23-88; operative 9-22-88 (Register 88, No. 

35). 

§ 1 04.31 1 . Compensation. 

No appraiser shall issue an appraisal report if his compensation, either 
as an appraiser, agent or loan solicitor in connection with the property be- 
ing appraised, is based either directly or indirectly upon his findings as 
to the value of the loan security. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Sections 7500, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 125 to Section 

104.312 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Renumbering of former Section 104.311 to Secfion 104.310, and renumbering 
of former Secfion 104.312 to Secfion 104.311 filed 8-23-88; operarive 
9-22-88 (Register 88, No. 35). 

§ 104.312. Certification of Physical Inspection. 

Each appraisal report must contain a certification by the appraiser 
charged with rendering the valuation that he has made a physical inspec- 
tion of the property. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Secfion 7500, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Secfion 126 to Section 

104.313 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Renumbering of former Secfion 104.312 to Section 104.311, and renumbering 
of former Section 104.313 to Section 104.312 filed 8-23-88; operarive 
9-22-88 (Register 88, No. 35). 

§ 104.313. Certification of Physical Inspection. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 7500, 
Financial Code. 
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History 

1. Change without regulatory effect renumbering former Section 126 to Section 
104.313 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

2. Renumbering of former Section 104.31 3 to Section 104.31 2, filed 8-23-88; op- 
erative 9-22-88 (Register 88, No. 35). 

§ 104.400. Affirmative Action in Employment Reports. 

NOTE: Authority cited: Section 3255, Financial Code. Reference: Section 8708, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 150 to Section 

104.400 (Register 87, No. 14). For prior histoiy. see Register 82, No. 18. 

2. Repealer filed 4-29-96; operative 5-29-96 (Register 96, No. 1 8). 

§ 104.401. Reports on Composition of Boards of Directors. 
The report required by Section 8707 of the law shall include the fol- 
lowing information concerning each member of the board of directors of 
the association: 

(a) Name 

(b) Business address 

(c) Principal occupation 

(d) Age 

(e) Sex 

(f) Race or ethnic background, including classifications for White, 
Black, Oriental, Ainerican Indian and Hispanic. 

(g) Name, address and principal activity of any business organization, 
other than the association, of which the member is an employee, officer, 
director or substantial stockholder. If none, so state. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 8707, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 151 to Section 

104.401 (Register 87, No. 14). For prior history, see Register 83, No. 12. 

§104.402. Confidentoaloty. 

Information reported pursuant to the provisions of this subchapter 
shall be treated as confidential, as provided in Section 102.203 of the reg- 
ulations, except the commissioner may publish data derived from such 
information in a form which does not reveal the identity of associations 
supplying the information. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6254, 
Government Code. 

History 
1. Change without regulatory effect renumbering former Section 152 to Section 

104.402 (Register 87, No. 14). For prior history, see Register 83, No. 39. 

§ 104.500. Purpose and Scope. 

This subchapter contains procedures and rules to implement Section 
235.41 of the regulations, relating to the exercise of trust powers by asso- 
ciations. 

NOTE: Authority cited: Section 5500.5, Financial Code and Section 235.41(b), 
Title 10, CaUf Adm. Code. Reference: Sections 5003 and 5501 .5,Financial Code, 
and Section 235.41, Title 10, Calif. Adm. Code. 

History 
1. Change without regulatory effect renumbering former Section 245 to Section 

104.500 (Register 87, No. 14). For prior history, see Register 81, No. 25. 



all matters connected with its undertaking and includes trustee, executor, 
administrator, guardian, receiver, managing agent, registrar of stocks 
and bonds, escrow, transfer, or paying agent, trustee of employee pen- 
sion, welfare and profit-sharing taists, and any other similar capacity; 

(d) "Fiduciary records" means all matters which are written, tran- 
scribed, recorded, received or otherwise come into the possession of an 
association and are necessary to preserve information concerning the ac- 
tions and events relevant to the fiduciary activities of an association; 

(e) "Guardian" means the guardian, conservator, or committee by 
whatever name employed by local law, of the estate of an infant, an in- 
competent individual, an absent individual, or a coinpetent individual 
over whose estate a court has taken jurisdiction, other than under bank- 
ruptcy or insolvency laws; 

(0 "Investment authority" means the responsibility conferred by ac- 
tion of law or a provision of an appropriate governing instrument to 
make, select or change investments, review investment decisions made 
by others, or to provide investment advice or counsel to others; 

(g) "Local law" means the law of the State of California or other juris- 
diction governing the fiduciary relationship; 

(h) "Managing agent" means the fiduciary relationship assumed by an 
association upon the creation of an account which names the association 
as agent and confers investment discretion upon the association; 

(i) "State-chartered corporate fiduciary" means any state bank, trust 
company, or other corporation which comes into competition with asso- 
ciations and is permitted to act in a fiduciary capacity under the laws of 
the state in which the association is located; 

(j) "Trust department" means that group or groups of officers and em- 
ployees of an association or of an affiliate of an association to whom are 
assigned the performance of fiduciary services by the association; 

(k) "Trust powers" means the power to act in any fiduciary capacity 
authorized by Section 403 of the Depository Institutions Deregulation 
and Monetary Control Act of 1980, Pub. L No. 96-221, 94 Stat. 132, 12 
U.S.C. Section 1 464(n). Under that Act, a federal association may be au- 
thorized to act, when not in contravention of local law, as trustee, execu- 
tor, administrator, guardian, receiver, managing agent, registrar of stocks 
and bonds, escrow, transfer, and paying agent, trustee of employee pen- 
sion, welfare, and profit-sharing trusts, or in any other fiduciary capacity 
which state-chartered corporate fiduciaries exercise under local law: 
provided, that the granting to, and exercise of, such powers shall not be 
deeined to be in contravention of state or local law whenever the laws of 
such state authorize or permit the exercise of any or all of the foregoing 
powers by state banks, trust companies, or other corporations which 
compete with federal associations. 

(/) The definitions set forth in the law and in Secfions 1 through 21 , Fi- 
nancial Code, are incorporated by reference. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif. 
Adm. Code, Chapter 2, Subchapter 3, Article 5, (Section 103.500)and Subchapter 
4, Article 5 (Section 104.500 et. seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
1. Change without regulatory effect renumbering former Section 245.1 to Section 
104.501 (Register 87, No. 14). For prior history, see Register 81, No. 25. 



§104.501. Definotions. 

Unless the context requires otherwise, as used in this subchapter: 

(a) "Account" means the trust, estate or other fiduciary relationship 
which has been established with an association; 

(b) "Custodian under a uniform gifts to minors act" means an account 
established pursuant to a state law which is substantially similar to the 
Uniform Gifts to Minors Act as published by the American Law Institute 
and with respect to which the association operating such account has es- 
tablished to the satisfaction of the Secretary of the Treasury that it has du- 
ties and responsibilities similar to the duties and responsibilities of a 
trustee or guardian; 

(c) "Fiduciary" means an association undertaking to act alone, through 
an affiliate, or jointly with others primarily for the benefit of another in 



§ 1 04.502. Consolidation or Merger of Two or More 
Associations. 

Where two or more associations consolidate or merge, and any one of 
such associadons has, prior to such consolidation or merger, received a 
permit from the commissioner to exercise trust powers which permit is 
in force at the time of the consolidafion or merger, the rights exisfing un- 
der such permit pass to the resulting association, and the resulting associ- 
ation may exercise such trust powers in the same manner and to the same 
extent as the association to which such permit was originally issued; and 
no new application to continue to exercise such powers is necessary. 
However, when the name of the resulting association differs from that of 
the association to which the right to exercise trust powers was originally 
granted, the commissioner will issue a cerfificate to that association 
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showing its right to exercise the trust powers theretofore granted to any 
of the associations participating in the consoHdation or merger. 
NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 1 0, Calif. 
Adm. Code, Chapter 2, Subchapters, Article 5 (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); 23 (Section 245 et seq.); and Sections 5003 
and 5501.5, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 245.3 to Section 

104.502 (Register 87, No. 14). For prior his(ory, see Register 81, No. 25. 

§ 104.503. Deposit of Securities with State Authorities. 

Whenever local law requires corporations acting as fiduciary to depos- 
it securities with state authorities for the protection of private or court 
trusts, associations in this state authorized to exercise trust powers shall, 
before undertaking to act in any fiduciary capacity, make a similar depos- 
it with the state authorities. If the state authorities refuse to accept such 
a deposit, the securities shall be deposited with the Federal Home Loan 
Bank of which the association is a member, and such securities shall be 
held for the protection of private or court trusts with like effect as though 
the securities had been deposited with the state authorities. 
NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 1 0, Cal if. 
Adm. Code, Chapter 2, Subchapter 23 (Sec. 245 et seq.); and Sections 5003 and 
5501 .5, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 245.4 to Section 

104.503 (Register's?, No. 14). For prior history, see Register 81, No. 25. 

§ 104.504. Administration of Trust Powers. 

(a) (1) Responsibility of the board of directors. The board of directors 
is responsible for the proper exercise of fiduciary powers by the associ- 
ation. All matters pertinent thereto, including the determination of poli- 
cies, the investment and disposition of property held in a fiduciary capac- 
ity, and the direction and review of the actions of all officers, employees, 
and committees utilized by the association in the exercise of its fiduciary 
powers, are the responsibility of the board. In discharging this responsi- 
bihty, the board of directors may assign, by action duly entered in the 
minutes, the administration of such of the association's trust powers as 
it may consider proper to assign to such director(s), officer(s), em- 
ployee(s), or committee(s) as it may designate. 

(2) Administration of accounts. No fiduciary account shall be accepted 
without the prior approval of the board, or of the director(s), officer(s), 
or committee(s) to whom the board may have assigned the performance 
of that responsibility. A written record shall be made of such acceptances 
and of the relinquishment or closing out of all fiduciary accounts. Upon 
the acceptance of an account for which the association has investment re- 
sponsibilities, a prompt review of the assets shall be made. The board 
shall also ensure that at least once during every calendar year thereafter, 
and within 15 months of the last review, all the assets held in or held for 
each fiduciary account for which the association has investment respon- 
sibilities are reviewed to determine the advisability of retaining or dis- 
posing of such assets. The board of directors should act to ensure that all 
investments have been made in accordance with the terms and purposes 
of the governing instrument. 

(b) Use of other association personnel. The trust department may uti- 
lize personnel and facilities of other departments of the association, and 
other departments of the association may utilize personnel and facilities 
of the trust department only to the extent not prohibited by law. 



(c) Compliance with Federal and State securities laws. Every associ- 
ation exercising trust powers shall adopt written policies and procedures 
to ensure that the federal and state .securities laws are complied with in 
connection with any decision or recommendation to purchase or sell any 
security. Such policies and procedures, in particular, shall ensure that the 
association's trust departments shall not use material inside information 
in connection with any decision or recommendation to purchase or sell 
any security. 

(d) Legal counsel. Every association exercising fiduciary powers shall 
designate, employ, or retain legal counsel who shall be readily available 
to pass upon fiduciary matters and to advise the association and its trust 
department. 

(e) Bonding. In addition to the minimum bond coverage required by 
Section 563.19 of the Insurance Regulations (12 CFR Section 563.19) 
and by Section 5610 of the law, directors, officers, and employees of an 
association engaged in the operation of a trust department shall acquire 
such additional bond coverage as the commissioner may require. 
NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 1 0. Calif. 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 1 03.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
1 . Change without regulatory effect renumbering former Section 245.5 to Section 

104.504 (Register 87, No. 14). For prior history, see Register 81, No. 25. 

§ 104.505. Books and Accounts. 

(a) General. Every association exercising trust powers shall keep its 
fiduciary records separate and distinct from other records of the associ- 
ation. All fiduciary records shall be so kept and retained for such time as 
to enable the association to furnish such information or reports with re- 
spect thereto as may be required by the commissioner. The fiduciary re- 
cords shall contain full information relative to each account. 

(b) Record of pending litigation. Every association shall keep an ade- 
quate record of all pending litigation to which it is a party in connection 
with its exercise of trust powers. 

NOTE; Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
1. Change without regulatory effect renumbering former Section 245.6 to Section 

104.505 (Register 87, No. 14). For prior history, see Register 81, No. 25. 

§ 1 04.506. Audit of Trust Department. 

At least once during each calendar year, the association's trust depart- 
ment shall be audited by auditors in a manner consistent with Section 
563.17-1 of the Insurance Regulations (12 CFR Section 563.17-i) and 
by Section 8701 of the law. A copy of the report of the audit shall be 
promptly filed with the commissioner. Trust department audits may be 
made as part of the periodic audits required by Section 563.17-1 and by 
Section 8800 of the law. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif. 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 

1 . Change without regulatory effect renumbering former Section 245.7 to Section 

104.506 (Register 87, No. 14). For prior history, see Register 81, No. 25. 
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§ 104.507. Funds Awaiting Investment or Distribution. 

(a) General. Funds held in a fiduciary capacity by an association await- 
ing investment or distribution shall not be held uninvested or undistribut- 
ed any longer than is reasonable for the proper management of the ac- 
count. 

(b) Use by association in regular business. 

(1) Funds held in trust by an association, including managing agency 
accounts, awaiting investment or distribution may, unless prohibited by 
the instrument creating the trust or by local law, be deposited in other de- 
partments of the association, provided that the association shall first set 
aside under control of the trust department as collateral security: 

(A) Direct obligations of the United States, or other obligations fully 
guaranteed by the United States as to principal and interest; 

(B) Readily marketable securities of the classes in which state-char- 
tered corporate fiduciaries are authorized or permitted to invest trust 
funds under the laws of this state, or 

(C) Other readily marketable securities as the commissioner may de- 
termine. 

(2) Collateral securities or securities substituted therefor as collateral 
shall at all times be at least equal in face value to the amount of trust funds 
so deposited, but such security shall not be required to the extent that the 
funds so deposited are insured by the Federal Savings and Loan Insur- 
ance Corporation. The requirements of this subdivision are met when 
qualifying assets of the association are pledged to secure a deposit in 
compliance with local law, and no duplicate pledge shall be required in 
such case. 

(3) Any funds held by an association as fiduciary awaiting investment 
or distribution and deposited in other departments of the association shall 
be made productive. 

NOTE; Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif. 
Adm. Code, Chapter 2, Subchapters, Articles (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 

I . Change without regulatory effect renumbering former Section 245.8 to Section 

104.507 (Register 87, No. 14). For prior history, see Register 81. No. 25. 

§ 104,508. Investment of Funds Held as Fiduciary. 

(a) Private trusts. Funds held by an association in a fiduciary capacity 
shall be invested in accordance with the instrument establishing the fidu- 
ciary relationship and local law. When such instrument does not specify 
the character or class of investments to be made and does not vest in the 
association, its directors, or its officers investment discretion in the mat- 
ter, funds held pursuant to such instrument shall be invested in any invest- 
ment in which state-chartered corporate fiduciaries may invest under lo- 
cal law. 

(b) Court trusts. If, under local law, corporate fiduciaries appointed by 
a court are permitted to exercise discretion in investments, or if an associ- 
ation acting as fiduciary under appointment by a court is vested with dis- 
cretion in investments by an order of such court, funds of such accounts 
may be invested in any investments which are permitted by local law. 
Otherwise, an association acting as fiduciary under appointment by a 
court must make all investments of funds in such accounts under an order 
of that court. Such orders in either case shall be preserved with the fidu- 
ciary records of the association. 

(c) Collective investment of trust funds. The collective investment of 
funds received or held by an association as fiduciary is governed by Sec- 
tion 245.13. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif. 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 1 03.500) and Subchapter 
4. Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
I , Change without regulatory effect renumbering former Section 245.9 to Section 

104.508 (Register 87, No. 14). For prior history, see Register 81, No. 25. 

§104.509. Self-Dealing. 

(a) Purchase of obligations, etc., from association. Unless lawfully au- 
thorized by the instrument creating the relationship, or by court order or 



local law, funds held by an association as fiduciary shall not be invested 
in stock or obligations of, or property acquired from, the association or 
its directors, officers, or employees, or individuals with whom there ex- 
ists such a connection, or organizations in which there exists such an in- 
terest, as might affect the exercise of the best judgment of the association 
in acquiring the property, or in stock or obligations of, or property ac- 
quired from, affiliates of the association or their directors, officers or em- 
ployees. 

(b) Sale or transfer of trust assets to associarion. Property held by an 
association as fiduciary shall not be sold or transferred, by loan or other- 
wise, to the association or its directors, officers, or employees, or to indi- 
viduals with whom there exists such a connection, or organizations in 
which there exists such an interest, as might affect the exercise of the best 
judgment of the association in selling or transferring such property, or to 
affiliates of the association or their directors, officers or employees, ex- 
cept: 

(1) When lawfully authorized by the instrument creating the relation- 
ship or by court order or by local law; 

(2) In cases in which the association has been advised by its counsel 
in wriring that it has incurred as fiduciary a contingent or potential liabil- 
ity and desires to relieve itself from such liability, in which case such a 
sale or transfer may be made with the approval of the board of directors 
and the commissioner, provided that in all such cases the association, 
upon the consummation of the sale or transfer, shall make reimbursement 
in cash at no loss to the account; 

(3) As provided in the laws and regulations governing collective in- 
vestments; and 

(4) When required by the commissioner. 

(c) Investment in stock of association. Except as provided in Section 
104.507(b), funds held by an association as fiduciary shall not be in- 
vested by the purchase of stock or obligations of the association or its af- 
filiates unless authorized by the instrument creating the relationship or 
by court order or by local law; provided, that if the retention of stock or 
obligations of the association or its affiliates is authorized by the instru- 
ment creating the relationship or by court order or by local law, it may 
exercise rights to purchase its own stock or securities convertible into its 
own stock when offered pro rata to stockholders, unless such exercise is 
forbidden by local law. When the exercise of rights or receipt of a stock 
dividend results in fractional share holdings, additional fractional shares 
may be purchased to complement the fracfional shares so acquired. In 
elections of directors, an association's share held by the association as 
sole trustee, whether in its own name as trustee or in the name of its nomi- 
nee, may not be voted by the registered owner unless, under the terms of 
the trust, the manner in which such shares shall be voted may be deter- 
mined by a donor or beneficiary of the trust and the donor or beneficiary 
actually directs how the shares will be voted. 

(d) Transactions between accounts. 

(1) An association may sell assets held by it as fiduciary in one account 
to itself as fiduciary in another account if the transaction is fair to both 
accounts and if such transaction is not prohibited by the terms of any gov- 
erning instrument or by local law. 

(2) An associarion may make a loan to an account from the funds be- 
longing to another such account, when the making of such loans to a des- 
ignated account is authorized by the instrument creating the account from 
which such loans are made, and is not prohibited by local law, and the 
terms of the transaction are fair to all accounts. 

(3) An association may make a loan to an account and may take as se- 
curity therefor assets of the account, provided such transaction is fair to 
such account and is not prohibited by local law. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif. 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 

1 . Change without regulatory effect renumbering former Section 245 . 1 to Section 
104.509 (Register 87, No. 14). For prior history, see Register 81, No. 25. 
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§ 1 04.51 0. Custody of Investments. 

(a) Segregation of laist assets and joint custody. The investments of 
each account shall be kept separate from the assets of the association, and 
shall be placed in the joint custody or control of not fewer than two of the 
officers or employees of the association designated for that purpose ei- 
ther by the board of directors of the association or by one or more officers 
designated by the board of directors of the association, and all such offi- 
cers and employees shall be adequately bonded. To the extent permitted 
by law, an association may permit the investments of a fiduciary account 
to be deposited elsewhere. 

(b) Segregation of accounts. The investments of each account shall be 
either: 

(1 ) Kept separate from those of all other accounts, except as provided 
in Section 104.512, or 

(2) Adequately identified as the property of the relevant account. 
NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif. 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 103.500) and Subchapter 
4. Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
1 . Change without regulatory effect renumbering former Section 245.1 1 to Section 

104.510 (Register 87, No. 14). For prior history, see Register 81, No. 25. 

§ 1 04.51 1 . Compensation of Association. 

(a) General. If the amount of the compensation for acting in a fiduciary 
capacity is not regulated by local law or provided for in the instrument 
creating the fiduciary relationship or otherwise agreed to by the parties, 
an association acting in such capacity may charge or deduct a reasonable 
compensation for its services. When the association is acting in a fiducia- 
ry capacity under appointment by a court, it shall receive such compensa- 
tion as may be allowed or approved by that court or by local law. 

(b) Officer or employee of association as co-fiduciary. No association 
shall, except with the specific approval of its board of directors, permit 
any of its officers or employees, while serving as such, to retain any com- 
pensation for acting as a co-fiduciary with the association in the adminis- 
tration of any account undertaken by it. 

(c) Bequests or gifts to trust officers and employees. No association 
shall permit an officer or employee engaged in the operation of its trust 
department to accept a bequest or gift of trust assets unless the bequest 
or gift is directed or made by a relative or is approved by the board of di- 
rector of the association. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
1 . Change without regulatory effect renumbering former Section 245. 1 2 to Section 

104.5 11 (Register 87, No. 14). For prior history, see Register 81, No. 25. 

§104.512. Collective Investment. 

(a) When not in contravention of local law, funds held by an associ- 
ation as fiduciary may be held in: 

(1) A common trust fund maintained by the association exclusively for 
the collective investment and reinvestment of moneys contributed there- 
to by the association in its capacity as trustee, executor, administrator, 
guardian, or custodian under a Uniform Gifts to Minors Act; or 

(2) A fund consisting solely of assets of retirement, pension, profit 
sharing, stock bonus or other trusts which are exempt from federal in- 
come taxation under the Internal Revenue Code. 

(b) Collective investments of funds or other property by an association 
under paragraph (a) of this section shall be administered in accordance 
with Comptroller of the Currency Regulation 9. 18 (12 CFR 9.18), pro- 
vided, that any documents required to be filed with the Comptroller of the 
Currency under that regulation shall also be filed with the commissioner 
and that the commissioner may review such documents for compliance 
with these and other laws and regulations. 

(c) As used in this section, the term "association" shall include two or 
more associations which are members of the same affiliated group with 



respect to any fund established pursuant to this section of which any of 
such affiliated associations is trustee, or of which two or more of such af- 
filiated associations are co-trustees. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 1 03.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
1 . Change without regulatory effect renumbering former Section 245. 1 3 to Section 

104.512 (Register 87, No. 14). For prior hisloi-y, see Register 81, No. 25. 

§ 1 04.51 3. Surrender of Trust Powers. 

(a) Any association which has been granted the right to exercise trust 
powers and which desires to surrender such rights shall file with the com- 
missioner a certified copy of the resolution of its board of directors signi- 
fying such desire. 

(b) Upon receipt of such resolution, the commissioner shall make an 
investigation and if satisfied that the associafion has been discharged 
from all fiduciary duties which it has undertaken, shall issue a certificate 
to such association cerdfying that it is not longer authorized to exercise 
fiduciary powers. 

(c) Upon issuance of such a certificate by the commissioner, an associ- 
ation: 

(1) shall no longer be subject to the provisions of these regulations, 

(2) shall be entitled to have returned to it any securities which it may 
have deposited with state authorities or a Federal Home Loan Bank under 
Section 104.503, and 

(3) shall not exercise thereafter any of the powers granted by Section 
235.41 without first applying for and obtaining new authorizafion to ex- 
ercise such powers. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
1 . Change without regulatory effect renumbering former Section 245. 1 4 to Section 

104.513 (Register 87, No. 14). For prior history, see Register 81, No. 25. 

§ 104.514. Effect on Trust Accounts of Appointment of 
Conservator or Receiver or Voluntary 
Dissolution of Association. 

(a) Appointment of conservator or receiver. Whenever a conservator 
or receiver is appointed for an association under Section 9057 or 9126 of 
the law, such receiver or conservator shall, pursuant to the instructions 
of the commissioner and the orders of the court having jurisdiction, pro- 
ceed to close such of the association's trust accounts as can be closed 
promptly and transfer all other such accounts to subsfitute fiduciaries. 

(b) Voluntary dissolution. Whenever an associafion exercising trust 
powers is placed in voluntary dissolufion, the liquidating agent shall, in 
accordance with local law, proceed at once to liquidate the affairs of the 
trust department as follows: 

(1) All trusts and estates over which a court is exercising jurisdiction 
shall be closed or disposed of as soon as pracficable in accordance with 
the order or instructions of such court; and 

(2) All other accounts which can be closed promptly shall be closed 
as soon as practicable and final accounting made therefor, and all remain- 
ing accounts shall be transferred by appropriate legal proceedings to sub- 
stitute fiduciaries. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 

1 . Change without regulatory effect renumbering former Section 245 . 1 5 to Section 

104.514 (Register 87, No. 14). For prior history, see Register 81, No. 25. 

§ 1 04.51 5. Revocation of Trust Powers. 

(a) In addition to the other sancfions available, if, in the opinion of the 
commissioner, an associafion is unlawfully or unsoundly exercising, or 
has unlawfully or unsoundly exercised, or has failed for a period of five 
consecufive years to exercise, the powers granted to it, or otherwise fails 
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or has failed to comply with the requirements of this subchapter, the com- 
missioner may issue and serve upon the association a notice of intent to 
revoke the authority of the association to exercise the powers granted to 
it. The notice shall contain a statement of the facts constituting the alleged 
unlawful or unsound exercise of powers, or failure to exercise powers, 
or failure to comply, and shall fix a time and place at which a hearing will 
be held to determine whether an order revoking authority to exercise such 
powers should issue against the association. 

(b) Such hearing shall be conducted in accordance with the provisions 
of Section 103.1 14, and shall be fixed for a date not earlier than thirty 
days and not later than sixty days after service of such notice unless an 
earlier or later date is set by the commissioner at the request of an associ- 
ation so served. 

(c) Unless the association so served shall appear at the hearing by a 
duly authorized representative, it shall be deemed to have consented to 
the issuance of the revocation order. In the event of such consent or if, 
upon the record made at any such hearing, the commissioner shall find 
that any allegation specified in the notice of charges has been established, 
the commissioner may issue and serve upon the association an order pro- 
hibiting it from accepting any new or additional trust accounts and revok- 
ing authority to exercise any and all powers granted to it except that such 
order shall permit the association to continue to service all previously ac- 
cepted trust accounts pending their expeditious divestiture or termina- 
tion. 

(d) A revocation order shall become effective not earlier than the expi- 
ration of thirty days after service of such order upon the association so 
served (except in the case of a revocation order issued upon consent, 
which shall become effective at the time specified therein), and shall re- 
main effective and enforceable, except to such extent as it is stayed, mo- 
dified, terminated, or set aside by action of the commissioner or a review- 
ing court. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Title 10, Calif. 
Adm. Code, Chapter 2, Subchapter 3, Article 5 (Section 103.500) and Subchapter 
4, Article 5 (Section 104.500 et seq.); and Sections 5003 and 5501.5, Financial 
Code. 

History 
1 . Change without regulatory effect renumbering former Section 245. 1 6 to Section 
104.515 (Register 87, No. 14). For prior history, see Register 81, No. 25. 



Article 6= Foreign Savings Associations 



§104.600. Definitions. 

For the purposes of Chapter 10. 1 of the Financial Code and of this Sub- 
chapter 4 Article 6: 

(a) "Association" means any person which was organized under the 
laws of the State of California and which holds a certificate of authority 
issued by the Commissioner. 

(b) "Control" means the possession, direct or indirect, of the power: 

(1) To vote 25 percent or more of the outstanding voting stock of a cor- 
poration with less than 500 shareholders; or 

(2) To vote 10 percent or more of the outstanding voting stock of a cor- 
poration with 500 or more shareholders; or 

(3) To direct or cause the direction of the management or policies of 
a person, whether through ownership or otherwise, provided that no indi- 
vidual shall be deemed to control a person solely on account of being a 
director, officer, or employee of such person. 

(c) "Officer" means the president, any vice-president, the secretary, 
the treasurer, the comptroller, and any other person performing similar 
functions with respect to any organization whether incorporated or unin- 
corporated. The term "officer" also includes the chairman of the board 
of directors if the chairman is authorized by the charter or by-laws of the 
organization to participate in its operating management or if the chair- 
man in fact participates in such management. 

(d) "Principal California office" means the office designated on the 
certificate of authority issued by the Commissioner pursuant to these reg- 
ulations. 



NOTE: Authority cited: Sections 8053 and 1 001 2, Financial Code. Reference: Sec- 
tions 5800, 10012, Financial Code. 

History 

1 . New section filed 7-1-87; operative 7-1-87 pursuant to Government Code Sec- 
tion 1 1 346.2(d) (Register 87, No. 28). 

§ 1 04.601 . Certificate of Authority. 

No foreign savings association shall conduct the business of an associ- 
ation in California unless the Commissioner has first approved an appli- 
cation for approval to conduct the business of an association in California 
and issued a certificate of authority to such foreign savings association. 
NOTE: Authority ciled: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tions 5103 and 10012, Financial Code. 

History 
1 . New section filed 7-1-87; operative 7-1-87 pursuant to Govemment Code Sec- 
tion 1 1346.2(d) (Register 87, No. 28). 

§104.602. Assessment. 

(a) The provisions of Section 102.100 shall apply to foreign savings 
associations authorized to accept deposits in California except that the 
assessment shall be based upon the percentage of the foreign savings as- 
sociation's total assets that equals the percentage of the foreign savings 
association's deposits in its California offices compared to its total de- 
posits, subject to a minimum assessment of $2500 per branch office for 
up to 1 offices. 

(b) Any foreign savings association which is authorized to conduct the 
business of an association in California but is not authorized to accept de- 
posits in California shall pay an annual assessment of $ 1 000 to the Com- 
missioner no later than July 1 of each year for the fiscal year commencing 
on that date for each office authorized pursuant to the provisions of this 
subchapter. 

NOTE: Authority cited: Sections 8053 and 1001 2, Financial Code. Reference: Sec- 
tions 8030 and 10012, Financial Code. 

History 
I. New section filed 7-1-87; operative 7-1-87 pursuant to Government Code Sec- 
tion 11346.2(d) (Register 87, No. 28). 

§ 104.603. Name of Foreign Savings Association. 

Every foreign savings association authorized to maintain an office in 
California shall include in any written materials and advertisements or 
signs used by it in this State the words "savings association," "savings 
and loan association," or "savings bank," or such other words as the 
Commissioner may approve in writing, and identify the state in which the 
home office of the foreign savings association is located. 
NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tions 5650 and 10012, Financial Code. 

History 
1 . New section filed 7-1-87; operative 7-1-87 pursuant to Govemment Code Sec- 
tion 11346.2(d) (Register 87, No. 28). 

§ 104.604. Establishment or Acquisition of AddotionaB 
Offices; Change in Location or Designation. 

A foreign savings association which has been issued a certificate of au- 
thority shall not, without the prior written consent of the Commissioner: 

(a) Establish or acquire any office in California; 

(b) Change the location or designafion of any office in California; 

(c) Acquire the assets or savings account liabilities of another financial 
insfitution in California. 

NOTE: Authority cited: Sections 8053 and 1 001 2, Financial Code. Reference: Sec- 
tions 5654 and 10012, Financial Code. 

History 
1. New section filed 7-1-87; operative 7-1-87 pursuant to GovemmentCode Sec- 
tion 11 346.2(d) (Register 87, No. 28). 

§104.605. Acquisition of ControS. 

Any person who becomes a savings and loan holding company of a 
foreign savings associafion authorized to conduct the business of an asso- 
ciafion in California shall file with the Commissioner, at least 15 days 
prior to the effective date of such acquisition, unless a shorter rime period 
is approved by the Commissioner, a notice of such change in control, 
which shall include copies of approvals from state and federal regulatory 
agencies, and shall also include such other information as the Commis- 
sioner may request. 
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NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tion 10012, Financial Code. 

History 
1 . New section filed 7-1-87; operative 7-1-87 pursuant to Government Code Sec- 
tion 1 1346.2(d) (Register 87, No. 28). 

§ 104.606. Meetings of Members of Mutual Foreign 
Savings Associations. 

Notice of each and every ineeting of members of a Ibreign savings as- 
sociation which is a mutual association shall be either published once a 
week for two consecutive calendar weeks (in each instance on any day 
of the week) commencing no later than the fourth calendar week immedi- 
ately preceding the week in which such meeting shall convene, in a news- 
paper printed in the English language and of general circulation in the 
city or county in which the principal California office of the foreign sav- 
ings association is located, or mailed postage prepaid at least 30 days and 
not more than 60 days prior to the date on which such meeting shall con- 
vene to each of its members of record which have addresses on the books 
of the foreign savings association in the State of California. Such notice 
shall state the name of the foreign savings association, the place of the 
meeting, the time when it shall convene, and, in the case of a special meet- 
ing, the purpose or purposes for which the meeting is called. A similar 
notice shall be posted in a conspicuous place in each of the California of- 
fices of the foreign savings association during the 30 days immediately 
preceding the date on which such meeting shall convene. Notice need not 
be given to any member who in person or in writing waives notice of such 
meeting. 

NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tions 6002 and 10012, Financial Code. 

History 
1 . New section filed 7-1 -87; operative 7-1-87 pursuant to Government Code Sec- 
tion 1 1346.2(d) (Register 87, No. 28). 

§ 104.607. Financial Statement Publication. 

Each foreign savings association authorized to maintain an office in 
California shall prepare and publish annually within 120days of the close 
of its annual audit period in a newspaper of general circulation in the 
county in which it maintains its principal California office, and shall de- 
liver to each member or stockholder which has a California address upon 
the records of the foreign savings association, a statement of its financial 
condition in a form approved by the Commissioner. 
NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tions 6100 and 10012, Financial Code. 

History 
1. New section filed 7-1 -87; operative 7-1 -87 pursuant to Government Code Sec- 
tion 1 1346.2(d) (Register 87, No. 28). 

§ 1 04.608. Regulatory Orders. 

(a) If, after notice and hearing, the Commissioner finds that any for- 
eign savings association has violated any provision of the Savings Asso- 
ciation Law or of any regulation or order issued pursuant to this chapter, 
the Commissioner may order the foreign savings association to pay to the 
Commissioner a penalty in such amount as the Commissioner may speci- 
fy, provided that the amount of the penalty shall not exceed $1,000 per 
violation, or for a continuing violation, $ 1 ,000 for each day or part there- 
of for which such violation continues. 

(b)(1) If the Commissioner, as a result of any examination or from any 
report, finds that any foreign savings association has violated, is violat- 
ing, or is about to violate any provision of this subchapter or of the Sav- 
ings Association Law or any law or regulation of this state or of the 
United States, or is engaging in an unsafe or unsound business practice, 
the Commissioner may, by formal written order delivered to the principal 
California office of the foreign savings association, state any alleged vio- 
lation or practice and the facts supporting the allegation, and order dis- 
continuance of the violation or practice, conformance with all require- 
ments of law and regulation, and any retnedial action deemed necessary 
and appropriate. 



(2) Unless otherwise indicated, the order shall be effective immediate- 
ly and shall remain in effect until withdrawn by the Commissioner or ter- 
minated by a court order. 

(3) The order, upon application made on or after its effective date by 
the Commissioner to the superior court of the county in which the foreign 
savings association's principal California office is located, shall be en- 
forced ex parte and without notice by an order to comply entered by the 
court. The proceedings shall be given precedence over other cases pend- 
ing in court, and shall in every way be expedited. 

(4) Any foreign savings association affected by an order of the Com- 
missioner shall, after its receipt, have the right to apply within 10 days 
to the court for a hearing and order suspending the order of the Commis- 
sioner until the hearing has been completed. The hearing shall be held as 
provided in a notice to the Commissioner by the court. The Court may 
stay or suspend the Commissioner's order only if the foreign savings as- 
sociation establishes that the order is likely to be reversed after hearing. 

(5) Whether upon application by the Commissioner or by the foreign 
savings association, the court shall have the power to enter and enforce 
the proper order or orders or to dismiss the matter. The burden of proof 
shall be upon the foreign savings association to establish that the Com- 
missioner's order was issued unlawfully. 

(c)( I ) The Commissioner may require that any director, officer, or em- 
ployee of a foreign savings association who has consented to or partici- 
pated in a violation of law or regulation or an unsafe or unsound practice 
or who has breached liis or her fiduciary duty to the foreign savings asso- 
ciation be removed from supervision of or employment at any California 
office of the foreign savings association if the action of the person or per- 
sons concerned was knowingly and willfully taken. 

(2) Prior to entering an order of removal, the Commissioner shall de- 
liver a full statement of the objectionable acts and conduct to the board 
of directors of the foreign savings association and the person or persons 
concerned and notice of the Commissioner's intention to issue a removal 
order. 

(3) If a hearing on the matter is requested within 10 days after delivery 
of the notice to the foreign savings association, the Commissioner shall 
hold a public hearing at which any evidence relating to the matters set 
forth in the statement may be presented. After the hearing, the Commis- 
sioner, on the basis of the evidence presented at the hearing, may proceed 
to enter an order for the immediate removal of the director, officer, or em- 
ployee affected, a reprimand to the individuals and foreign savings asso- 
ciation concerned, or a dismissal of the entire matter. The Commission- 
er's order may include such conditions as are deemed appropriate. 

(4) If no hearing is requested within the time specified, the Commis- 
sioner may proceed to enter a final order of removal on the basis of the 
facts set forth in the original statement. 

(5) No director, officer, or employee who has been removed from his 
or her position pursuant to a removal order that has become final, shall 
thereafter participate in any manner in the conduct of the affairs of the 
California office(s) of the foreign savings association from which that di- 
rector, officer, or employee was removed, or without prior written ap- 
proval of the Commissioner, serve as a director, officer, or employee of 
any association or California office of a foreign savings association. 

(6) With respect to any officer, director, or employee of a foreign sav- 
ings association who is the subject of a statement delivered by the Com- 
missioner pursuant to subdivision (2), the Commissioner may, if the 
Commissioner deems it necessary for the protection of savings account 
holders, borrowers, or stockholders resident in this state, by written no- 
tice to that effect served upon the officer, director, or employee, prohibit 
him or her from further participation in any manner in the conduct of the 
affairs of the California office. The prohibition shall become effective 
upon service of the notice and, unless stayed by a court in proceedings 
authorized by subdivision (7), shall remain in effect pending completion 
of the proceedings pursuant to the statement delivered under subdivision 
(2) and until the effective date of an order entered by the Commissioner 
under subdivision (3) or subdivision (4). A copy of the notice shall also 
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be served upon the foreign savings association of whicii the person is a 
director, officer, or employee. 

(7) Within 10 days after any director, officer, or employee has become 
subject to a suspension or prohibition under subdivision (6), such person 
may apply to a court having jurisdiction for a stay of the suspension or 
prohibition pending completion of the proceedings, pursuant to subdivi- 
sions (3), or (4) and the court shall have power to stay the prohibition. 

NOTE: Aiithoritycited: Sections 8053 and 1001 2, Financial Code. Reference: Sec- 
tions 5810, 8200, 8201 and 10012, Financial Code. 

History 

1 . New section filed 7-1-87; operative 7-1-87 pursuant to Government Code Sec- 
tion 1 1346.2(d) (Register 87, No. 28). 

§ 104.609. Suspension! or Revocation of Certificate of 



• 



(a) The Commissioner may suspend or revoke any certificate of au- 
thority issued to a foreign savings association if it appears that: 

(1 ) The foreign savings association is in an impaired, or unsafe or un- 
sound condition. 

(2) The foreign savings association is engaging in safe or unsound 
business practices which threaten its viability or the interests of the de- 
positors, or borrowers of its California office(s). 

(3) The foreign savings association has violated or is violating any law 
or regulation of this state or of the United States. 

(4) The foreign savings association has violated or is in violation of 
any condition of the approval of its application for a certificate of author- 
ity, or of an order issued by the Commissioner. 

(5) A person has become a savings and loan holding company of the 
foreign savings association, which person is a foreign holding company 
with its principal place of deposits located in a state other than one of the 
states listed in Financial Code Section 1001 1. 

(6) The deposits of a California branch are not insured by the Federal 
Savings and Loan Insurance Corporation or the Federal Deposit Insur- 
ance Corporation. 

(7) The foreign savings association has been placed under receivership 
pursuant to state or federal law. 

(8) The foreign savings association has not actively conducted the 
business of an association in California for six months of the most recent 
twelve months, notwithstanding the fact that its certificate of authority 
may have been suspended during that time. 

(9) The foreign savings association has failed to pay the assessment to 
the Commissioner as required by Section 104.602. 

(b) An order of suspension or revocation may be effective immediately 
or at some later date, and may be subject to such conditions as the Com- 
missioner deems appropriate. 

(c) Prior to issuing an order of suspension or revocation, the Commis- 
sioner shall deUver to the foreign savings association at its principal Cali- 
fornia office a Notice of Suspension or Notice of Revocation which states 
the facts supporting an order of suspension or revocation. If the foreign 
savings association requests a hearing on the notice within 1 days of the 
date of receipt, the Commissioner shall hold a hearing at which evidence 
may be presented. On the basis of the evidence and argument presented 
at the hearing, the Commissioner may issue the order as set forth in the 
notice, or issue a modified order, or dismiss the matter. 

(d) If no hearing is requested within the time specified, the Commis- 
sioner may proceed to issue an order of suspension or revocation on the 
basis of the facts set forth in the Nofice of Suspension or Notice of Revo- 
cation. 

(e) Notwithstanding subdivision (c) above, if the Commissioner deter- 
mines that immediate acfion is necessary to protect the California deposi- 
tors or creditors of a foreign savings association, a certificate of authority 
may be suspended without prior notice or hearing. A foreign savings as- 
sociadon may apply within 10 days of receipt of an order of suspension 
issued pursuant to this subdivision to the superior court of the county in 
which the foreign savings associafion's principal California office is lo- 
cated for a hearing on the suspension, and an order staying the suspension 
until after the hearing is completed. The court shall set a hearing on an 



expedited basis, but shall not stay the suspension unless it appears to the 
court that the suspension was unlawful. After the hearing the court shall 
make findings of fact and may affirm or rescind the suspension, subject 
to any conditions the court deems appropriate, or dismiss the action. 

(f) Within 10 days of the date an order is issued which suspends or re- 
vokes a certificate of authority pursuant to subsections (c) and (d), a for- 
eign savings associafion may apply to the superior court of the county in 
which the foreign savings association's principal California office is lo- 
cated for a hearing on the order, and an order staying the suspension or 
revocafion unfil after the hearing is completed. The court shall set a hear- 
ing on an expedited basis, but shall not stay any suspension or revocation 
unless it appears to the court that the suspension or revocation was unlaw- 
ful. After the hearing the court shall make findings of fact and may affirm 
or rescind the order, subject to any conditions the court deems appropri- 
ate, or dismiss the acfion. 

(g) Upon suspension or revocation of the certificate of authority, the 
foreign savings association shall immediately cease to operate in Califor- 
nia, except as permitted or required in wriUng by the Commissioner. 

NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tion 10012, Financial Code. 

History 

1 . New section filed 7-1-87; operative 7-1 -87 pursuant to Government Code Sec- 
tion 1 1346.2(d) (Register 87, No. 28). 

§ 1 04.61 0. Surrender of Certificate of Authority. 

A foreign savings associafion may surrender a certificate of authority 
only with the approval of the Commissioner, and only after any condi- 
fions imposed by the Cominissioner have been safisfied. 
NOTE: Authority cited: Sections 8053 and 10012, Financial Code. Reference: Sec- 
tion 10012, Financial Code. 

History 
1 . New section filed 7-1-87; operative 7-1-87 pursuant to GoveiTiment Code Sec- 
tion 11346.2(d) (Register 87, No. 28). 



Article 7. Remote Service Units and Home 
Banking Services 

§ 104.700. General Provisions. 

This arficle contains provisions regarding the establishment and use 
of remote service unit systems and home banking services by use of an 
electronic fund transfer system. Any electronic fund transfer made pur- 
suant to these regulafions is subject to the provisions of the Electronic 
Fund Transfer Act (15 U.S.C. 1693 et seq.) and Regulafion E (12 CFR 
205.2). 

NOTE; Authority cited : Sections 65 1 6, 65 1 7 and 8053, Financial Code. Reference: 
Sections 6516 and 6517, Financial Code. 

History 
1. Renumbering and amendment of Section 103.700 to Section 104.700 filed 

12-8-87; operative 1-7-88 (Register 87, No. 50). 

§104.701. Terms Defined. 

(a) "Generic data" means stafistical informafion which does not idenfi- 
fy any individual accountholder. 

(b) "Home banking services" means any transfer of funds or financial 
information or the performance of other transactions initiated by a cus- 
tomer by means of an electronic home terminal, such as a telephone, a 
home computer terminal, or a television set that is linked to an associ- 
afion's computer by telephone or cable television lines 

(c) "Personal Security Idenfifier" (PSI) means any word, number, or 
other security idenfifier essential for an accountholder to gain access to 
an account. 

(d) "Remote Service Unit" (RSU) means an informafion processing 
device, including associated equipment, structures and systems, by 
which informafion relating to financial services rendered to the public is 
stored and transmitted, instantaneously or otherwise, to a financial insfi- 
tufion and is not located on the premises of an associafion. Acti vafion and 
account access requires use of a machine-readable instrument and PSI 
in the possession and control of the accountholder. The term includes. 
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without limitation, point-of-sale terminals, merchant-operated termi- 
nals, cash-dispensing machines and automated teller machines. It ex- 
cludes automated teller machines on the premises of an association un- 
less shared with other financial institutions. 

(e) "RSU account" means a savings account or a loan account that may 
be accessed through use of an RSU. 

NOTE: Authority cited : Sections 65 1 6, 65 1 7 and 8053, Financial Code. Reference: 
Sections 6516 and 6517, Financial Code. 

History 

1. Renumbering and amendment of Section 103.701 to Section 104.701 filed 
12-8-87; operative 1-7-88 (Register 87, No. 50). 



§104.702. Remote Service Units. 

(a) An association may establish or use RSUs and participate with oth- 
ers in RSU operations in this state or other states. No RSU may be used 
to enable an accountholder to open a savings account or to establish a 
loan account. 

(b) An association shall take all steps necessary to protect its interest 
in the financial services processed at each RSU, including acquisition of 
available fidelity, forgery and other appropriate insurance. 

(c) An association shall establish and maintain safeguards acceptable 
to the Commissioner to insure the privacy and confidentiality of account 
information. An association shall allow accountholders to obtain any in- 
formation concerning their RSU accounts. An association may not dis- 
close account data to third parties, other than the Commissioner except 
generic data or data necessary to identify a transaction, unless express 
written consent of the accountholder is given, or applicable law requires. 

(d) An association may operate an RSU according to an agreement 
with a third party or share computer systems, communication facilities, 
or services of another financial institution only if such third party agrees 
to abide by subsection (c) as to information concerning RSU accounts in 
the association. An association may share an RSU controlled by an insti- 
tution not subject to examination by the Commissioneronly if such insti- 
tution has agreed in writing that the RSU is subject to examination by the 
Commissioner as deemed necessary. 

(e) An association may impose service charges for RSU financial ser- 
vices. 

(f) An association shall protect electronic data against fraudulent alter- 
ations or disclosure, shall provide a PSI to each accountholder, and re- 
quire its use with a machine-readable, nontransferable device when ac- 
cessing an RSU. Measures satisfactory to the Commissioner shall be 
taken for the installation, maintenance, and operation of security devices 
and procedures, reasonable in cost, to discourage robberies, burglaries 
and larcenies and to assist in the identification and apprehension of per- 
sons who commit such acts. 

NOTE: Authority cited: Sections 65 1 6, 65 1 7 and 8053, Financial Code. Reference: 
Sections 6516 and 6517, Financial Code. 

History 
1. Renumbering and amendment of Section 103.702 to Section 104.702 filed 
12-8-87; operative 1-7-88 (Register 87, No. 50). 



§104.703. Home Banking Services. 

(a) An association may utilize any electronic fund transfer technology 
to provide its customers with home banking services, but any devices 
used by the customer shall not be classified as an electronic terminal for 
purposes of requiring a terminal receipt. 

(b) An association providing services authorized by this section shall 
adopt security measures adequate to prevent unauthorized access to its 
records or those of its customers or the use of a home terminal to defraud 
the association or any of its customers. 

(c) An association may impose service charges for home banking ser- 
vices. 

NotE: Authority cited: Sections 6517 and 8053, Financial Code. Reference: Sec- 
tion 6517, Financial Code. 

History 
1. New section filed 12-8-87; operative 1-7-88 (Register 87, No. 50). 



§104.704. Locations. 

Each association that has RSU's or offers home banking services to 
customers shall specify and provide geographic locations of each RSU 
annually 60 days after December 31st. 

NOTE: Authority cited: Sections 65 1 6, 65 1 7 and 8053, Financial Code. Reference: 
Sections 6516 and 6517, Financial Code. 

History 
1. New section filed 12-8-87; operative 1-7-88 (Register 87, No. 50). 

Subchapter 5. Operatnons — Accounting 



Articled Accounting 



§ 1 05.1 00. Classification of Accounts. 

Section 8701 of the law authorizes the Commissioner to establish a 
uniform classification of accounts and to prescribe the manner in which 
such accounts are to be kept. 

No uniform classification of accounts is required. All accounting re- 
cords, however, shall be maintained in accordance with generally ac- 
cepted accounting principles, unless otherwise required by the Commis- 
sioner. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 8701, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 100 to Section 

105.100 (Register 87, No. 14). For prior history, see Register 83, No. 49. 

§ 1 05.1 01 . Books and Records. 

The corporate records of each association shall be kept at the associ- 
ation's offices, and not in the offices of attorneys, accountants, directors, 
stockholders, officers, or employees. All records of the association shall 
immediately be made available to the Commissioner, his deputies, ex- 
aminers or appraisers upon demand as set forth in Sections 8801 and 
9001 of the law. 

The accounting year for all associations shall be the calendar year. 

Associations are required to retain in their possession documents nec- 
essary to facilitate the verification of receipts and disbursements, income 
and expense. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 8702 
and 8800.1, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 102 to Section 

105.101 (Register 87, No. 14). For prior history, see Register 83, No. 49. 

§ 105.102. Deferral of Recognition and Amortization of 
Gain or Loss. 

Notwithstanding any other provision, associations intending to rein- 
vest sale proceeds in similar type assets may account for gains and losses 
on the sale, exchange or other disposition of real loans, manufactured 
home chattel paper, securities, redeemable ground-rent leases, or re- 
deemable preferred stock which has a fixed date for redemption in a fixed 
dollar amount or a fixed schedule of periodic payments with a remaining 
term to maturity of at least five years, by providing for deferral of recog- 
nition and amortization of any gain or loss (net of related income taxes 
computed in accordance with generally accepted accounting principles) 
over a period not to exceed the average of the remaining terms to maturity 
of the disposed loans or securities. In the case of redeemable ground 
leases, the period must not exceed 40 years, with the yield calculated to 
reflect the length of the amortization period. Any unamortized deferred 
gain or loss will be carried in a separate account. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7102, 
8701, 8703, 8708, 8750, 8751 and 8752, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 103 to Section 

105.102 (Register 87, No. 14). For prior history, see Register 83, No. 49. 

§ 105.103. Accounting for Losses and Valuation 
Allowances. 

Associations shall determine the need for valuation allowances at least 
as of the end of each calendar quarter and as of the date of published finan- 
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cial statements and any necessary provisions for loss shall be recorded 
in accordance with generally accepted accounting principles. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 8706, 
Financial Code. 

History 

]. Change without regulatory effect renumbering former Section 104 to Section 

105. 103 (Register 87, No. 14). For prior history, see Register 83, No. 49. 

§ 105.104. Accounting for Associations on Notice. 

Section 8202 of the law provides that the obligation of an association, 
which has matured withdrawal claims or is on notice, to pay matured 
withdrawal claims, and the right of shareholders and certificate holders 
of such an association to receive payment of matured withdrawal claims, 
shall be secondary and subsequent to the right of such association to pay 
and to provide a reasonable fund for the payment of the items enumerated 
in the subdivisions of Section 8202 of the law. 

This provision of the law is interpreted to mean that unless an associ- 
ation actually sets aside a fund to meet such requirements, it will be liable 
for payment of matured claims, and that the right of an association to set 
up such a fund is not restricted to liabilities already accrued or incurred, 
but includes anticipated amounts of the character enumerated which will 
have to be met during a reasonable future period. 

At any time when an association has matured withdrawal claims, or 
becomes "an association on notice," as defined in Section 8150 of the 
law, it should immediately determine the amount of such find required 
by summarizing all matured or accrued liabilities of the nature described 
in the law, and also make an estimate of simi lar liabilities for such reason- 
able future period, anticipating at lest the next regular interest or dividend 
period. 

Such amount should be set aside in a special cash fund designated as 
being established under Section 8202 and thereafter all payments made 
for any of the purposes hereinbefore set forth should be paid out of such 
fund until such time as the association shall no longer be on notice or has 
no matured withdrawal claims unpaid, then such "Special Cash Fund" 
may be discontinued. Such find shall be increased from time to time as 
further liabilities mature or accrue, and adequate memorandum records 
must be preserved showing at all times how the amount of such fund has 
been arrived at, and that the amount thereof is no more than adequate for 
the purposes set forth in the law. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 8150, 
8201 and 8701, Financial Code. 

H [STORY 
]. Change without regulatory effect renumbering former Section 105 to Section 

105.104 (Register 87, No. 14). For prior history, see Register 83, No. 49. 



1= Statutory Net 

Requirements 



forth 



§105.200. Definitions. 

(a) "Statutory net worth" has the meaning set forth in Section 6076 of 
the law and Section 101.100(h) of the regulations. 

(b) "Total assets" shall include all assets as defined in Section 100.1(d) 
of the regulations, except the following: 

(1) Cash on hand and demand deposits in banks. 

(2) Loans of an association secured by the pledge of shares on invest- 
ment certificates of such association. 

(3) United States Government bonds and treasury certificates and oth- 
er securities fully guaranteed as to principal and interest by the United 
States Government bonds and treasury certificates and other securities 
fully guaranteed as to principal and interest by the United States; and se- 
curities issued or guaranteed by the Government National Mortgage As- 
sociation or those securifies described in (b) (3) herein and held under re- 
purchase agreements. 

(4) Any obligations of, or participations or other instruments fully 
guaranteed as to principal and interest by, the Federal Home Loan Mort- 
gage Corporation or Federal National Mortgage Association. 



(5) Stock of a Federal Home Loan Bank or the Federal National Mort- 
gage Association. 

(6) Federal funds transactions. 

(7) Transactions in the "Overnight Deposit Program" of the Federal 
Home Loan Bank. 

(8) The federal Savings and loan Insurance Corporation secondary re- 
serve. 

(9) Loans insured by the Federal Housing Administration or guaran- 
teed by the Veterans Administration. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 5076 
and 6900, Financial Code. 

History 
1 . Change without resulatory effect renumbering former Section i 19.1 to Section 

105.200 (Register 87, No. 14). For prior history, see Register 82, No. 43. 

§ 1 05.201 . Minimum Statutory Het Worth. 

(a) The minimum statutory net worth for each association shall be not 
less than three percent of its total assets. 

(b) An association shall not be required to meet the level set forth in 
(a) if its failure to attain that level is caused by losses recognized in accor- 
dance with generally accepted accounting principles (1) on sales, ex- 
changes or other disposition of real estate loans, manufacture home chat- 
tel paper, securities, redeemable ground-rent leases, redeemable 
preferred stock as described in Section 105.102, or (2) by discount on 
submarket interest rate loans made to facilitate the sale of real estate 
owned by an association under Section 6703 of the law. 

NOTE; Authority cited: Section 5255 and 6900, Financial Code. Reference: Sec- 
tion 6900 and 8751, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 1 19.2 to Section 

105.201 (Register 87, No. 14). For prior history, see Register 82, No. 43. 

§105.202. Total Asset Computation. 

In computing total assets at any particular date an association may use 
its total assets at the computation date. As an altemafi ve it may, but is not 
required to, use the average of its total assets as of the end of its last five 
or less preceding consecutive calendar years. 

NOTE: Authority cited: Section 5255 and 6900, Financial Code. Reference: Sec- 
tion 6900, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 1 19.3 to Section 

105.202 (Register 87, No. 14). For prior history, see Register 82, No. 49. 



Article 3. independent Audits 

§ 105.300. Approval of Statutory Auditor. 

(a) The statutory auditor must be approved by the Commissioner prior 
to the commencement of the statutory audit. To be eligible for approval, 
the statutory auditor must be a certified public accountant or public ac- 
countant who is licensed by and in good standing with the Board of Ac- 
countancy of the State of California. 

(b) Each association seeking the approval of the Commissioner for a 
statutory auditor shall first submit an application in letter form which 
contains the following basic information: 

(1) The name and address of the proposed statutory auditor. 

(2) The period to be covered by the proposed statutory audit. This peri- 
od must be at least the entire interval of time since the date of the last ap- 
proved audit. 

(3) A statement, in reasonable detail, of all major services other than 
the statutory audit which the association intends to request its statutory 
auditor to perform during the period of his appointment. If the statutory 
auditor is being reappointed, the statement shall also refer to the letter re- 
questing approval for the prior audit period and shall describe any addi- 
tional major services performed thereafter by the statutory auditor. 

(4) A certified copy of the resolution of the board of directors: (A) au- 
thorizing the engagement of the statutory auditor to perform the statutory 
audit, (B) authorizing the statutory auditor to perform such specific pro- 
cedures, to review such additional information, and to prepare such 
supplemental reports which may be requested by the Commissioner, (C) 
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authorizing the statutory auditor to make available his working papers to 
representatives of the Commissioner's office it" requested, and (D) autho- 
rizing the statutory auditor to consult with representatives of the Com- 
missioner's office regarding the audit and regarding any reports or other 
information on file in the Commissioner's office concerning the condi- 
tion and affairs of the association. 

(c) The Commissioner will not ordinarily approve a statutory auditor 
until the audited financial statements, the letter report and any supple- 
mental report pertaining to the prior audit period have been filed and such 
statements and reports comply with the requirements of this Subchapter 
and all special instructions of the Commissioner. 

(d) Notice of disapproval of the proposed statutory auditor by the 
Commissioner shall be in writing containing the reasons therefor and 
shall be mailed to the association and the proposed statutory auditor. An 
application for reconsideration may be filed with the Commissioner by 
the association or the proposed statutory auditor within 15 days after the 
mailing of the notice of disapproval by the Commissioner. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 8750, 
8751 and 8752, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 160 to Section 

105.300 (Register 87, No. 14). For prior history, see Register 81, No. 21. 

§ 1 05.301 . Independence of Statutory Auditor. 

(a) The Commissioner's approval of a statutory auditor and the accept- 
ability of the audit report shall require the independence of the statutory 
auditor from the commencement of the period of the financial statements 
being audited until the completion of his audit. The statutory auditor shall 
comply with all official pronouncements on independence of public ac- 
countants by the American Institute of Certified Public Accountants and 
the Board of Accountancy of the State of California. The statutory audi- 
tor will not ordinarily be considered independent if, among other things, 
he or his partner or the accountant assigned to the audit is: 

(1) An officer, director, attorney, or employee of the association or a 
member of the immediate family of an officer, director, attorney, or em- 
ployee. 

(2) The beneficial or record owner, directly or indirectly, of guarantee 
stock of the association. 

(3) An owner of an interest in any partnership, syndicate, or corpora- 
tion which directly or indirectly controls the association. 

(4) A borrower from the association, directly or indirectly, other than 
(A) on loans wholly secured by the pledge of association shares or invest- 
ment certificates; or (B) on a loan on the security of his residence. 

(5) To make entries or postings in the books of accounts or to perform 
any other operating functions for the association, except such functions 
for which prior approval was requested and obtained, in writing, from the 
Commissioner. 

(6) To receive any special consideration in any transaction with the as- 
sociation or with any of its officers or directors or to have any interest, 
direct or indirect, financial or otherwise, in any of the association's loans 
or the security therefor other than the loans described in subparagraph 
(4), or in any other operating acUvity or function of the association. 

(b) The statutory auditor shall disclose to the Commissioner any mat- 
ters which might bear upon his independence, and shall have any ques- 
tions on independence resolved before proceeding with the performance 
of the statutory audit for the association. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 8750, 
8751 and 8752, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 161 to Section 

105.301 (Register 87, No. 14). For prior history, see Register 82, No. 21. 

§ 105.302. Scope and Requirements of Statutory Audit. 

The statutory audit shall be made in accordance with generally ac- 
cepted auditing standards and shall include such tests of the accounting 
records and such other auditing procedures as the statutory auditor con- 
siders necessary in the circumstances. The tests and procedures shall in- 
clude but not be limited to the following: 



(a) Analysis and tests of the system of internal check and control. 

(b) Appropriate tests of assets including the following which, in cir- 
cumstances considered appropriate by the statutory auditor, may be per- 
formed on a sample basis: 

(1) The unannounced (surprise) count of cash and cash items and ne- 
gotiable securities and satisfactory reconcilement with general ledger ac- 
counts. 

(2) Satisfactory reconcilement of bank accounts with general ledger 
accounts. 

(3) Inspection of documents supporting real estate loans made or pur- 
chased since the date of the last audit. The documents to be inspected 
shall include: (A) note. (B) deed of trust, and (C) policy of title insurance 
which insures the association as the first lien holder. Fire insurance poli- 
cies, loan applications and appraisals shall be inspected as considered 
necessary by the statutory auditor. In addition, the inspection of loan doc- 
uments shall include a reasonable percentage of all active real estate 
loans made prior to the date of the last audit. 

(4) Confirmation of real estate and other loan accounts by direct corre- 
spondence with the borrower. 

(5) Review of the adequacy of valuation allowances on loans, real es- 
tate owned and other assets. 

(c) Appropriate tests of liabilifies including the following which, in 
circumstances considered appropriate by the statutory auditor, may be 
performed on a sample basis: 

(1) Confirmation of savings accounts by direct correspondence with 
the holder of the account. 

(2) Appropriate review of escrow accounts (if any) which are not re- 
lated to or a part of escrows involving association loans. 

(d) Appropriate tests of income and receipts. 

(e) Appropriate tests of expenses and disbursements. 

(f) Review of compliance with applicable provisions of the Savings 
and Loan Association Law and regulations and the association's articles 
of incorporation and by-laws which might materially affect the associ- 
ation's financial position or results of operations. 

(g) Reading of a representative sample of the internally prepared fi- 
nancial reports, including projecfions. 

(h) Analysis of the accounting procedure to determine its conformity 
with Subchapter 1 of this Chapter. 

(i) Such specific procedures or the preparation and review of such ad- 

difional information which may be requested by the Commissioner. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 8750, 
8751 and 8752, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 162 to Section 
105.302 (Register 87, No. 14). For prior history, see Register 82, No. 21. 

§105.303. Reporting Procedures. 

(a) The audited financial statements shall include: 

(1) A statement of financial condition as of the audit date. 

(2) A statement of income and expenses for the calendar year or other 
audit period. 

(3) A statement of changes in financial posifion for the period covered 
by the statement of income and expenses. 

(4) A statement or statements of stockholders' or shareholders' equity 
for the period covered by the statement of income and expenses describ- 
ing the addifions and reductions to the equity accounts. 

(5) Adequate footnote disclosures, including disclosure of any adjust- 
ments reflected in the audited financial statements which are yet to be re- 
corded in the association's books which are to be maintained as pre- 
scribed by Subchapter 1 of this Chapter. 

(6) A reconciliation of income and expenses for the audit period and 
net worth as of the audit date with those amounts reported in SL 100 
forms furnished to this Department. 

Prior period figures of the statement of financial condition, the state- 
ment of income and expenses, and the statement of changes in financial 
position shall be included with the audited financial statements for com- 
parative purposes. The Commissioner may waive the requirement for 
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comparative figures upon receipt of a letter from the statutory auditor 
wiiich satisfactorily explains the impracticality of including comparative 
figures. 

(b) The audited financial statements shall be accompanied by tiie statu- 
tory auditor's report which shall be prepared in accordance with general- 
ly accepted auditing standards and Rule 58.1, Title 16, of the California 
Administrative Code. Except with the prior approval of the commission- 
er, an association will not be considered in compliance with Section 8750 
of the law i f the report of the statutory auditor expresses a qualified or ad- 
verse opinion or a disclai mer of opinion on the financial statements of the 
association, as such opinions are described in Rule 58.1, Title 16 of the 
California Administrative Code, and if the qualified or adverse opinion 
or the disclaimer of opinion can be deleted from the accountant's report 
either by adjustment of the financial statements by the association or by 
extension of auditing procedures by the statutory auditor. A qualified or 
adverse opinion or a disclaimer of opinion will be accepted by the com- 
missioner if it results from a deferral of recognition of the gain or loss on 
the sale, exchange, or other disposition of real estate loans, manufactured 
home chattel paper, securities, redeemable ground-rent leases or re- 
deemable preferred stock in accordance with the authority in Section 
105.102. 

(c) The auditor's report shall include a statement that the requirements 
of Section 1 05.303 have been met by his audit and that he has complied 
with the provisions of Section 105.302 concerning independence. 

(d) The auditor's report shall include a statement that the accountant 
has taken into consideration the recommendations in the latest edition of 
the publication "Audits of Savings and Loan Associations" published by 
the American Institute of Certified Public Accountants. 

(e) When the Commissioner has requested additional information, the 
statutory auditor shall prepare a supplemental report, bound separately 
from the statutory audit report, responding to the Commissioner's re- 
quest. 

(0 Based upon information coming to his attention in the conduct of 
the statutory audit, including his review of the system of internal check 
and control, the statutory auditor shall prepare a separate letter report to 
the board of directors of the association covering: 

(1) A report in compliance with generally accepted auditing standards 
on internal control. 

(2) Any infractions of or noncompliance with the Savings and Loan 
Association Law and regulations having accounting significance which 
could have a material effect on the financial position or results of opera- 
tions. 

(3) Any indications that the internally prepared financial reports are 
not reviewed and approved by the board of directors on a reasonably fre- 
quent periodic basis or that the contents of such financial reports, includ- 
ing projections, are insufficient or inadequate to provide a proper basis 
for review and decision by the board of directors. 

(4) Any other matters which in the auditor's opinion may be appropri- 
ate such as any significant deficiencies in accounting procedures or in the 
system of internal check and control which have been determined not 
practicable for corrective action or which have previously been corrected 
by management. 

NOTE: Authority cited: Sections 5255, 8751 and 8753, Financial Code. Reference: 
Sections 8750-8753 and 8755, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 163 to Section 
105.303 (Register 87, No. 14). For prior history, see Register 82, No. 43. 



§105.304. FilSng Procedures. 

(a) Two copies of the audited financial statements and of each supple- 
mental or letter report shall be filed with the Commissioner and shall be 
due at the end of the third month after the end of the period covered by 
the audit. The Commissioner may extend the due date upon receipt of a 
letter from the statutory auditor which contains a satisfactory reason for 
late filing. 



(b) The association shall also file either (1) a certificate by the secre- 
tary of the association certifying that at a meeting of the board of directors 
the directors were presented for consideration the financial statements 
and each supplemental report or (2) a certified copy of an extract from 
the minutes of a meefing of the board of directors at which such docu- 
ments were presented for consideration. 

(c) Within 45 days after the receipt of the letter report from the statuto- 
ry auditor, the association shall submit a letter to the commissioner de- 
scribing the action taken to correct the deficiencies contained in the letter 
report accompanied by either (1 ) a certi ficate by the secretary of the asso- 
ciation cerfifying that at the ineeting of the board of directors the named 
directors have approved the corrective action described in the associ- 
ation's letter or (2) a certified copy of an extract from the minutes of a 
meeting of the board of directors at which approval of such corrective ac- 
tion was given. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 8751, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 164 to Section 
105.304 (Register 87, No. 14). For prior history, see Register 82, No. 2 1 . 

Subchapter 6. Operattons— Savings 



Article 1. Investment Certificates and 
Withdrawable Shares 

§ 1 06.1 00. Certificates and Shares. 

Full Paid Investment Certificates and Full Paid Withdrawable Shares, 
Accumulative Investment Cerfificates and Accumulative Withdrawable 
Shares, and Minimum Term Investment Certificates and Minimum Term 
Shares may be issued in several classes. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 6507, 
6509, 6510.5, 6555, 6557, 6558 and 6559, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 210 to Section 

106.100 (Register 87, No. 14). For prior history, see Register 83, No. 4. 

§ 1 06.1 01 . Provision of Different Rates of Return. 

The associations may pay a different rate of return on investment cer- 
tificates or shares in each class. The determination of such rates of return 
shall be made in accordance with the requirements of Section 7400, et 
seq.. Chapter 1 1 , Part 1 of the law. 

In matters of transfer, cancellation and withdrawal the associations 
shall be guided by the provisions of Chapter 7, Part 1 of the law and by 
other applicable State statutes and regulations. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6403, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 211 to Section 

106.101 (Register 87, No. 14). For prior history, see Register 83, No. 4. 

§ 106.102. Period of Bonus Certificate or Share. 

The board of directors of an association may determine a bonus rate 
of return on shares or investment certificates for a period not to exceed 
ten years. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7400.1, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 212 to Section 

106.102 (Register 87, No. 14). For prior history, see Register 83, No. 4. 

§ 1 06.1 03. Payment of Interest upon Withdrawal. 

An associaUon may, upon the withdrawal of any sum evidenced by an 
investment certificate or share certificate, pay interest or dividend on 
such sum withdrawn for the period from the date of receipt to the date of 
withdrawal. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6560.1 , 
Financial Code. 
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History 
1. Change without regulatory effect renumbering former Section 213 to Section 
106. J 03 (Register 87, No. 14). For prior history, see Register 83, No. 4. 

§106.104. Split Rates— General. 

(a) For any ititerest period, the board of directors may, by resolution, 
determine to distribute interest at a rate higher than the regular rate on the 
balance of an account in excess of a minimum balance fixed by the board 
of directors. The minimum balance shall not be less than $200. The rate 
to be paid on the higher balance shall be determined by the board of direc- 
tors. 

(b) Each certificate, whether printed in a passbook or as a separate cer- 
tificate, evidencing an account issued pursuant to this section, shall bear 
on its face the following additional words: 

"Interest is distributable on this account as determined by the board of 
directors of the association, subject to Section 106.103, Subchapter 6, 
Article 1, Chapter 2, Title 10 of the California Administrative Code." 
NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 6403 
and 7400, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 214 to Section 
106104 (Register 87, No. 14). For prior history, see Register 83, No. 4. 

§ 1 06.1 05. Retirement of Shares. 

An association issuing withdrawable shares may provide that such 
shares are not subject to retirement for an initial period after the issuance. 
The initial period shall not exceed ten years. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 651 1.1, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 215 to Section 

106.105 (Register 87, No. 14). For prior history, see Register 83, No. 4. 

§ 106.106. Redemption of Investment Certificates. 

An association issuing investment certificates may provide that such 
certificates are not subject to redemption for an initial period after the is- 
suance. The initial period shall not exceed ten years. 
NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6564, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 216 to Section 

106.106 (Register 87, No. 14). For prior history, see Register 83, No. 4. 

§ 106.107. Public Disclosure of Account Information. 

(a) General. An associarion shall make readily available to the public 
in a public place and shall furnish to the depositor prior to the time funds 
are initially placed with the association, whether such funds are accepted 
at its principal office, branch office or mobile facility, disclosures con- 
cerning savings accounts, investment certificates and withdrawable 
shares. 

(b) Form of Disclosure. The disclosure required by subsecrion (a) shall 
be in the form of a written statement or written statements which shall 
contain an effective date and shall disclose the following minimum infor- 
mation in a clear and concise manner: 

(1) A description of the various accounts available; 

(2) The rate of interest, the annual yield, and method that will be used 
in computing and paying interest on the account, if any, including any 
provision for nonpayment of interest on deposits made after the begin- 
ning of the interest payment period or withdrawn before the end of such 
period; 

(3) Rules for grace period interest on: 

(A) Deposits mailed or received on or before the last day of the grace 
period, 

(B) Transfer of funds between accounts within the association on or 
before the effective date of such change, unless such change is required 
by law or regulations. 

(g) Copies to be Retained. The association shall maintain a chronolog- 
ical file showing all notices and the dates of the related accounts. The 
statements and notices shall bear the date of issue. 



NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 6601 
and 6602, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 217 to Section 
106.107 (Register 87, No. 14). For prior history, see Register 83, No. 4. 

§ 1 06.1 08. Eurodollar Deposits. 

(a) Definitions. As used in this section: 

(1) "Eurodollar certificate" means a certificate account, denominated 
in United Stales dollars, evidencing a Eurodollar deposit; 

(2) "Eurodollar deposit" means a deposit by a person who is not a 
United States person; 

(3) "United States person" means any national or resident of the 
United States of America, its territories and possessions, including any 
corporation, trust, estate, or other enuty organized under the laws thereof 
or of any political subdivision thereof; and 

(4) "Participation" means an interest or participation in a Eurodollar 
certificate. 

(b) General. Unless otherwise provided. Eurodollar deposit issuance 
shall follow the rules set forth in Section 235.50. 

(c) CoUateralization of Certificates. Notwithstanding the provisions of 
Secfion 563.31 of the Federal Insurance Regulations which allows asso- 
ciations to give bond or security for borrowings, an associarion may give 
security for Eurodollar deposits. For any secured Eurodollar certificate, 
the terms of the certificate shall provide that the commissioner and the 
Federal Savings and Loan Insurance Corporation (FSLIC) shall receive 
prompt written notification of any default on the obligation and. before 
a sale or other disposition of any portion of the collateral, that the FSLIC 
shall have thirty (30) days after receipt of written notice of the proposed 
sale or other disposition to exercise a right to repurchase the collateral at 
the price to be paid at the sale or to acquire the collateral at the value to 
be assigned to it in any other disposidon. The notice and right of purchase 
required by this paragraph shall not apply to collateral consisring of liq- 
uid assets as defined in Section 523.10 of the Bank System Regulafions 
or collateral that would qualify as liquid assets but for its remaining term 
to maturity. 

(d) Requirements as to Distribufion. 

(1) In exercising authority under this section, an association shall re- 
quire an undertaking in writing from each purchaser of a Eurodollar cer- 
tificate or participation to the effect that: 

(A) If the purchaser is not a dealer, he will not offer, sell or deliver such 
Eurodollar certificate(s) or participations directly or indirectly in the 
United States of America or its territories or possessions or to narionals 
or residents thereof, including any corporation, trust, estate or other enri- 
ty organized under the laws thereof or of any political subdivision there- 
of; or 

(B) If the purchaser is a dealer, he has not offered, sold or delivered, 
and agrees that he will not offer, sell or deliver, any such Eurodollar cer- 
tificate(s) or participations directly or indirectly in the United States of 
America or its territories or possessions or to nations or residents thereof 
and he is not purchasing any such Eurodollar certificate(s) or parficipa- 
tions for the account of any such nationals or residents. Further, if the pur- 
chaser is a dealer, he shall agree that he will require the undertaking re- 
quired by subparagraph (d)(1)(A) of this section on any sales of the 
Eurodollar certificate(s) or participations and that he will inform the issu- 
ing associarion promptly if any beneficial ownership by a United States 
person comes to his attention. 

(2) Upon compleUon of the distribufion of any Eurodollar certificates 
or participations, the lead or managing underwriter shall deliver to the is- 
suing associarion a cerUfication as to the sale stating that to the knowl- 
edge of the underwriter no beneficial owner or owners of the Eurodollar 
certificaie(s) or participations is a United States person; and, further, that 
the underwriter has not knowingly sold or offered for sale and will not 
sell or offer for sale, the Eurodollar certificate(s) or participations to any 
United States person. 

(3) To the extent that beneficial ownership of a Eurodollar certificate 
or participation is acquired by a United States person, the return payable 
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may not exceed the maximum rate of return payable on an account with- 
out a fixed term from the time ownership is acquired by the United States 
person. The issuing association shall take the necessary and appropriate 
action to ensure that the interest paid on a Eurodollar certificate, or that 
portion of a Eurodollar certificate attributable to a participation benefi- 
cially owned by a United States person, does not exceed the maximum 
rate of return payable on an account without a fixed term. 

(4) Upon issuance of any certificate under this section, the issuing as- 
sociation shall provide to the commissioner and the FSLIC such informa- 
tion as is deemed necessary to monitor effectively the use of the authority 
provided by this section. 

(e) Requirements as to Eurodollar Certificates. Each Eurodollar certif- 
icate and participation, including a temporary Eurodollar certificate or 
participation, shall bear on its face, in boldface type, a legend substantial- 
ly in the following form: 

"This Eurodollar certificate has been issued pursuant to a regulation 
of the Federal Home Loan Bank Board, an agency of the United States 
government, and the Cahforni a Department of Savings and Loan, which 
requires that the Eurodollar certificate be sold, and interest at the amount 
stated hereon paid, only to purchasers who are not United States nationals 
or residents, and may not be directly or indirectly offered or sold in the 
United States of America, its territories or possessions, or to persons who 
are nationals or residents thereof." 

(f) Requirements as to Coupons. Each coupon attached to a Eurodollar 
certificate or participation shall bear a legend substantially in the follow- 
ing form: 

"To the extent that beneficial ownership of the Eurodollar certificate 
or the participation therein to which this coupon appertains is acquired 
by a United States national or resident of the United States of America 
or its territories and possessions, including any corporation or other enti- 
ty organized under the laws thereof or any political subdivision thereof, 
the return payable thereon will be the maximum permissible rate of return 
payable on a regular account of the association." 

(g) Pooling of Certificates. An association may engage in pooling or 
participate in pooling funds, or soliciting or promoting pooled accounts, 
in connection with the issuance of a Eurodollar certificate in conformity 
with this section. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6420, 
Financial Code. 

History 
\. Change without regulatory effect renumbering former Section 218 to Section 
106. 108 (Register 87, No. 14). For prior history, see Register 83, No. 4. 



• 



delayed Funds Availability 



§106.200. Definitions. 

(a) "Depository savings institution" means the savings and loan asso- 
ciation or savings bank that maintains the account into which the item is 
deposited. 

(b) "Item" shall mean "check" as defined in 12 CFR 229.2(k), effec- 
tive September 1, 1988. 

(c) "Non-transaction account" means a savings deposit which in- 
cludes a regular account, an automatic transfer account, a money market 
deposit account (MMDA), or any other savings deposit account as des- 
cried in 12 CFR 204.2(d) as amended April 1, 1986 (51 FR 9634). 

(d) "Regulation CC" means regulations adopted by the Board of Gov- 
ernors of the Federal Reserve System, Part 229 of Title 12 of the Code 
of Federal Regulations (12 CFR 229 et seq.) as directed in the Expedited 
Funds Availability Act (Title VI of Pub. L. 100-86, enacted on August 
10, 1987). All references in this Article to Regulation CC shall mean that 
regulation and all commentary and footnotes thereto effective beginning 
September 1, 1988. 

(e) "Transaction account" means a demand deposit account, a negotia- 
ble order of withdrawal (NOW), and any other deposit or account as de- 



scribed in 12 CFR 204.2(e) as amended April 1, 1986 (51 FR 
9634-9635). 

Note-. Authority cited: Sections 866.5, 866.6 and 8053, Financial Code. Refer- 
ence: Sections 866.5 and 866.6, Financial Code; and Section 421 3, California Uni- 
form Commercial Code. 

History 

1. Change without reeulatory effect renumbering former Section 247 to Section 

106.200 (Register 87, No. 14). For prior history, see Register 84, No. 38. 

2. Repealer and new section filed 10-12-88 as an emergency; operative 1 0-1 2-88 
(Register 88, No. 43). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-9-89. 

3. Certificate of Compliance including amendment of subsections (b), (c) and (e) 
transmitted to OAL 2-10-89 and filed 3-8-89 (Register 89, No. 1 1). 

§ 1 06.201 . Funds Availability. 

All items deposited into a transaction account or a non-transaction ac- 
count of a depository savings institution shall be made available for with- 
drawal as provided by Regulation CC, 12 CFR 229. et seq. 
NOTE: Authority cited: Sections 866.5, 866.6 and 8053, Financial Code. Refer- 
ence: Sections 866.5, 866.6 and 8053, Financial Code; and Section 421 3, Califor- 
nia Uniform Commercial Code. 

History 

1 . Change without regulatory effect renumbering former Section 247. 1 to Section 

106.201 (Register 87, No. 14). For prior history, see Register 84, No. 38. 

2. Repealer and new secfion filed 10-1 2-88 as an emergency; operative 10-12-88 
(Register 88, No. 43). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-9-88. 

3. Certificate of Compliance including amendment of NOTE transmitted to OAL 
2-10-89 and filed 3-8-89 (Register 89, No. 11). 

§106.202. Disclosure Statements. 

A depository savings institution may provide customers who have 
non-transaction accounts with dfsclosures concerning funds availability 
as provided in Regulation CC, 12 CFR 229 et seq., for transaction ac- 
counts. Such disclosure by a depository savings institution shall be 
deemed to comply with Section 866.2 of the Financial Code. 
NOTE: Authority cited: Sections 866.5, 866.6 and 8053, Financial Code. Refer- 
ence: Sections 866.2, 866.5 and 866.6, Financial Code; and Section 421 3, Califor- 
nia Uniform Commercial Code. 

History 

1 . Change without regulatory effect renumbering former Section 247.2 to Section 

106.202 (Register 87, No. 14). For prior history, see Register 84, No. 38. 

2. Repealer and new section filed 10-1 2-88 as an emergency; operative 10-12-88 
(Register 88, No. 43). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-9-89. 

3. Certificate of Compliance including amendment of NOTE transniitted to OAL 
2-10-89 and filed 3-8-89 (Register 89, No. 11). 

§ 106.203. Limitations on Applicability. 

NOTE: Authority cited: Sections 866.5, 866.6 and 8053, Financial Code; and Sec- 
tion 4213, California Uniform Commercial Code. Reference: Sections 866.5 and 
866.6, Financial Code; and Sections 4105, 4212 and 4213, California Uniform 
Commercial Code. 

History 

1 . Change without regulatory effect renumbering former Section 247.3 to Section 

106.203 (Register 87, No. 14). For prior history, see Register 84, No. 38. 

2. Repealer filed 10-12-88 as an emergency; operative 10-12-88 (Register 88, 
No. 43). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-9-89. 

3. Certificate of Compliance transmitted to OAL 2-10-89 and filed 3-8-89 (Reg- 
ister 89, No. 11). 

§ 106.204. Hold Periods. 

NOTE: Authority cited: Sections 866.5, 866.6, 866.9 and 8053, Financial Code; 
and Section 4213, California Uniform Commercial Code. Reference: Sections 
866.5, 866.6 and 866.9, Financial Code; and Section 4213, California Uniform 
Conmiercial Code. 

History 

1 . Change without regulatory effect renumbering former Section 247.4 to Section 

106.204 (Register 87, No. 14). For prior history, see Register 84, No. 38. 

2. Repealer filed 10-12-88 as an emergency; operative 10-12-88 (Register 88, 
No. 43). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-9-89. 

3. Certificate of Compliance transmitted to OAL 2-10-89 and filed 3-8-89 (Reg- 
ister 89, No. 11). 
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§106.205. Exemptions. 

NOTE: Authority cited: Sections 866.5, 866.6, 866.9 and 8053, Financial Code; 
and Section 4213, California Uniform Commercial Code. Reference: Sections 
866.5, 866.6 and 866.9, Financial Code; and Sections 4108 and 4213, California 
Uniform Commercial Code. 

HtSTORY 

1. Change without regulatory effect renumbering former Section 247.5 to Section 
106.205 (Register 87, No. 14). For prior history, see Register 84, No. 38. 

2. Repealer filed 10-12-88 as an emergency; operative 10-12-88 (Register 88, 
No. 43). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-9-89. 

3. Certificate of Compliance transmitted to OAL 2-10-89 and filed 3-8-89 (Reg- 
ister 89, No. 11). (Next page is 217) 



Subchapter 7. Operations — Loans 



Article 1. Supplementary Loan Report and 
Documentation Requirements 

§ 1 07.1 00. Loan Register. 

Each association shall keep a loan register accounting for all real estate 
loans which it makes or purchases. When an association acquires a par- 
ticipating interest in a group of loans, totals regarding such loans may be 
entered in the loan register if reference is made to the participation agree- 
ment. Information regarding loans appearing in the loan register shall 
consist of, but not be limited to, the following: 

(a) Loan number 

(b) Date loan entered on books 

(c) Date of recording of trust deed or mortgage 

(d) Name of borrower 

(e) Location of security (by city and state, and by census tract if such 
information is available) 

(f) Type of improvement 

(g) Purpose of loan (speculative construction, construction for owner, 
purchase of property, refinance, other, purchased loan, or collateral loan) 

(h) Amount of loan 

(i) Secondary financing (where information is available) 

(1) Amount 

(2) Holder 

(j) Current value of the security property 

(k) Selling price of property on loans made for the purchase of proper- 
ty 

(/) Amount of discount or premium on purchased loans 

(m) Interest rate 

(n) Method of repayment (unamortized or amortized) 

(o) Loan fees (not required for purchased loans) 

(p) Maximum loan permitted under loan limitation applicable to the 
particular property. Express as a maximum percent of loan to value 

(q) The unpaid balance of the underlying trust deed obligation on 
wrap- around loans made pursuant to Subchapter 7 Article 3 of regula- 
tions 

(r) The interest rate on the underlying trust deed obhgation on wrap- 
around loans made pursuant to Subchapter 7 Article 3 of the regulations. 
NOTE: Authority cited: Section 5255. Reference: Sections 7102, 8703 and 8708, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 1 18.1 to Section 

107.100 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

§ 1 07.1 01 . Loans Modified. 

Each Association shall keep a record of loans that were modified. In- 
formation regarding each loan appearing in the record shall consist of, 
but not be limited to, the following: 

(a) Loan number 

(b) Date original loan entered on books 

(c) Name of borrower 

(d) Unpaid balance of loan before and after modification 



(e) Latest appraisal showing the current market value of the security 
property 

(f) Type of improvement 

(g) Loan to value ratio after modification 
(h) Nature of modifications 

Loans listed under the subaccounts of Account Nos. 1 20 and 122 that 
have any modifications, additional loans or secured advances, or other 
action taken by any association pursuant to Sections 6701 (a)(i), 
6701(a)(iii), and 6701(b), which cause the loans to exceed otherwise 
applicable loan liinits, shall be transferred to Subaccount Nos. 1 20-9 and 
1 22-8. When the terms of these loans are conforming to normal loan lim- 
its, the loans shall be transferred back to the original subaccounts. 
NOTE: Authority cited: Section 5255, Financial Code. Reference Sections 8701, 
8703 and 8705, Financial Code. 

HtSTORY 
1 . Change without regulatory effect renumbering former Section 1 1 8.2 to Section 

107.101 (Register 87, No. 14). For prior history, see Register 82, No. 49. 

§ 107.102. Documents Supporting Loans. 

The provisions of this section do not apply to purchased participating 
interests in loans or to loans or participating interests in loans which are 
a part of a pool of loans securing obligations issued or guaranteed by the 
Federal National Mortgage Association, the Government National Mort- 
gage Association, or similar Federal Government agency, to purchased 
participating interests in loans, or to loans insured by the Federal Housing 
Administrator or guaranteed by the Administrator of Veterans' Affairs. 
(See Sections 7200 through 7206 of the law.) The retention in each loan 
file of the documentation required by FHA or VA for making FH A or VA 
loans will satisfy the loan documentation requirements of this Depart- 
ment. Proposed FHA takeout loans shall not be regarded as insured loans 
during the construction period unless so specified by FHA. Associations 
should be careful not to treat a loan as being exempt from the following 
documentation requirements until the insurance or guarantee has been or 
is certain to be received. When conventional whole loans are purchased 
by an association, the purchaser's copy of the agreement between buyer 
and seller must be on file on the premises of the purchasing association, 
together with evidence of an assignment of title in the security instrument 
from the seller to buyer or a written statement by counsel for the associ- 
ation that such assignment of security instalment is not required and the 
lien follows the promissory note. A servicing agreement covering pur- 
chased whole loans must also be maintained on the premises of the pur- 
chasing association when such loans are serviced by the seller. In addi- 
tion to any other requirements with respect to the maintenance of records, 
every association shall file and maintain on its premises, except as other- 
wise authorized by the Savings and Loan Commissioner, the following 
documents or information for each whole real estate loan made or pur- 
chased (information shall be maintained on the location of any document 
or record not in a particular loan file): 

(a) An application for the loan, signed by the applicant borrower or his 
agent, in such form and containing such information as will disclose the 
purpose for which the loan is sought (speculative, construction, pur- 
chase, construction for owner, refinancing, other) and the identity of the 
security; 

(b) If any loan is made for the purpose of financing the purchase of the 
real estate security for the loan, a signed statement by the borrower or his 
agent, as a part of or as an attachment to the application for the loan, dis- 
closing the price at which such real estate security is being purchased by 
the borrower, and the arrangements made or proposed to finance the 
amount of the difference between the price and the loan applied for (in 
the case of a purchased loan, this data should be obtained if available); 

(c) One or more written appraisal reports, disclosing the current mar- 
ket value of the security offered by the applicant, prepared in accordance 
with generally accepted standards and procedures. Such reports shall be 
signed prior to the approval of the loan application, by a person, or per- 
sons duly approved as an appraiser by the board of directors of the associ- 
ation. In the case of purchased loans, a statement signed by a person ap- 
proved as a Class IV association appraiser by the board of directors that 
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he has personally supervised a review by qualified association appraisers 
of the appraisal report of each purchased loan and that he is satisfied that 
a proper appraisal method has been employed; 

(d) A written report evaluating the credit of the applicant, based upon 
information available to the association or supplied by the applicant or 
by others. With respect to a purchased loan, a statement (or other evi- 
dence) by the seller which evaluates the payment record of the borrower 
and the status of taxes, assessments, insurance premiums, and other 
charges on the security for such loan; 

(e) Except for properties acquired by foreclosure, a title insurance 
policy or its equivalent insuring the priority and validity of the associ- 
ation's lien on the real estate for such loan; 

(f) A copy of a loan settlement statement furnished to the borrower 
upon the closing of the loan made by the association setting forth in detail 
the charges or fees such borrower has paid or obligated himself to pay 
through the loan escrow or to such association during the life of such loan 
or copies of the loan settlement statements furnished to the borrower as 
required by the Real Estate Settlement Procedures Act of 1974 on loans 
made after June 20, 1975; 

(g) Information on all modifications of the original loan contract, in- 
cluding the written document, or a photocopy or conformed copy of the 
document effecting such modification; 

(h) Information on all releases of any portion of the collateral securing 
the loan, showing the part of the property involved and the consideration, 
if any; 

(i) The financial statement required by Section 8703.2 of the law shall 
consist of a statement of financial condition and a statement of income 
and expenses in the case of any loan subject to the requirements of this 
section. Such statements shall be as of a date not more than fifteen months 
prior to the date of the loan, and in the case of borrowers with more than 
one loan, the statements shall be as of a date not more than fifteen months 
prior to the date of the latest loan; 

(j) If the original promissory note is not kept in the loan file for security 
reasons, each loan file shall contain a copy of the promissory note; 

(k) If the original deed of trust securing the promissory note is not kept 
in the loan file for security reasons, each loan file shall contain a copy of 
the deed of trust or mortgage securing the promissory note; 

(/) In the case of a construction loan made by the association, the in- 
spection records required by Section 8703.1 of the law; 

(m) In the case of any loan made by the association which involved an 
escrow in connection with the distribution of the loan funds, a certified 
copy of all escrow instrucfions and amendments thereof received by the 
association and all escrow instructions prepared by the association in- 
cluding a copy of a demand by the association upon the escrow for such 
instructions. The association's instructions to the escrow shall provide 
that the escrow shall not close without the association's consent whenev- 
er the escrow officer or escrow officers handling the transaction acquire 
actual knowledge that there is either a concurrent escrow or an escrow 
to be opened or closed immediately upon completion of the existing es- 
crow which will transfer the same property and shall further provide that 
the association shall be furnished with a certified copy of the closing 
statement to the borrower; 

(n) In the case of a loan under Secfion 7152(b) of the law, a written 
opinion by association counsel stating that the long-term lease security 
instruments provide at least the following: (1) that a foreclosure will not 
render the lease invalid nor cause the loss of any rights such as reciprocal 
parking; (2) that the lease cannot be modified by the lessor or lessee with- 
out the express written consent of the lender; (3) that in the event of a de- 
fault under the lease by the lessor or lessee, the lender will be given at 
least 30 days' notice to take such action as it deems necessary to protect 
its loan security. 

(o) In the case of a wrap-around loan, all of the additional documenta- 
tion required under Subchapter 7 Article 3 of the regulations. 
NOTE: Authority cited; Section 5255, Financial Code. Reference: Sections 7102, 
8707 and 8708, Financial Code. 



History 

1 . Change without regulatory effect renumbering former Section 1 1 8.3 to Section 

107.102 (Register "87, No.l4). For prior history, see Register 80, No. 19. 

§ 107.103. Documents Required for Total Real Estate 
Loans in Excess of $1,000,000. 

Except with the consent of the commissioner, no association shall 
make or purchase a single loan in excess of $ 1 ,000,000, or make or pur- 
chase any real estate loan which in addition to the existing loans held by 
the association that are due from the borrower will exceed a total of 
$1,000,000 unless the association obtains from the borrower either: 

(a) A statement of financial condition as of a date within fifteen months 
of the date of the loan, and a statement of income and expenses for the 
last fiscal year or other audit period which have been examined by an in- 
dependent public accountant in accordance with generally accepted au- 
diting standards, and a report prepared by such accountant expressing an 
opinion concerning the financial statements, or 

(b) A statement of financial condition and a statement of income and 
expenses, for the same period as described in (a) above, prepared under 
penalty of perjury, which includes the following information relating to 
any assets in the form of real property, trust deeds or mortgages, or non- 
listed securities: 

( 1 ) The date of the acquisition of the asset; 

(2) The cost of the asset at date of acquisition (cost shall include actual 
cash payment, cost basis of any real or personal property exchanged or 
received and the amount of any indebtedness incurred or assumed in con- 
nection with the acquisition). 

Each association making a single loan in excess of $1,000,000 shall 
obtain from the borrower a statement signed by the borrower under pen- 
alty of perjury, stafing as follows: 

"The undersigned borrower hereby represents to 

Savings and Loan Association that the total of all loans my by said associ- 
ation to the undersigned borrower, including the loan hereby applied for, 
and to all other persons and entides which are required to be included in 
compufing said total, pursuant to the requirements of Section 1 18.5 of the 
regulafions, is as follows: 

(1) This loan: $ 

(2) Other loans applied for or made: (If none, state: no exceptions; if 
any, state name of borrowers, loan number, and amount, as to each loan 
applicafion) 

Amount $ " 

Documents required by this secfions shall be maintained in the loan 

files of the association. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 8707 
and 8708, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 1 1 8.4 to Section 

107.103 (Register 87, No. 14). For prior history. See Register 80, No. 19. 

§ 1 07.1 04. Computation of Total of Loans to One 
Borrower. 

For the purpose of Section 7174 of the law, in computing the total of 
loans to any one borrower, any loan or loans to any one or more of the 
following persons or entities shall be included: 

(a) Any person or entity that is, or that upon the making of a loan will 
become, obligor on a loan on the security of real estate; 

(b) Nominees of such obligor; 

(c) All persons, trusts, partnerships, syndicates, and corporations of 
which such obligor is a beneficiary, partner, member, or record or benefi- 
cial stockholder owning 1 percent or more of the capital stock; or a nom- 
inee for any of these persons; 

(d) If such obligor is a trust, partnership, syndicate, or corporation: all 
trusts, partnerships, syndicates and corporations of which any beneficia- 
ry, partner, member, or record or beneficial stockholder owning 10 per- 
cent or more of the capital stock,is also a beneficiary, partner, member, 
or record or beneficial stockholder owning 1 percent or more of the cap- 
ital stock of the obligor; 
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(e) Members of the immediate family of any borrower. 

NOTE; Authority cited: Section 5255, Financial Code.Reference: Section 7174, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 11 8.5 to Section 
107.104 (Register'87, No. 14). For prior hisioi^, see Register 82, No. 49. 



Article 2. Sale of Loans or Participating 
Interests Therein 



§107.200. Purpose and Scope. 

This subchapter contains standards for approval of the sale of loans, 
or participating interests therein, pursuant to Section 671 2 of the Savings 
and Loan Association Law. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6712, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 170 to Section 

107.200 (Register 87, No. 14). For prior history. See Register 64, No.l5. 

§ 1 07.201 . Terms Defined. 

The term "with recourse" means, in connection with the sale of a loan 
or a participation interest in a loan, an agreement or arrangement under 
which the purchaser is to be entitled to receive from the seller a sum of 
money or thing of value, whether tangible or intangible (including any 
substitution), upon default in payment of any loan involved or any part 
thereof or to withhold or to have withheld from the seller a sum of money 
or any thing of value by way of security against default. The recourse li- 
ability resulting from a sale with recourse shall be the total book value 
of any loan sold with recourse less (a) the amount of any insurance or 
guarantee against loss in the event of default provided by a third party and 
(b) the amount of any loss resulting from a recourse obligation entered 
on the books and records of the association. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6712, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 171 to Section 

107.201 (Register 87, No. 14). For prior history, see Register 82, No. 24. 

§ 107.202. Blanket Authority, Sale of Loans and 
Participating Interests in Loans. 

(a) Subject to the limitations imposed by this section and Section 
105.201 and any other limitation imposed by law blanket authority is 
hereby granted to any domestic association to sell its loans or participa- 
tion interests in loans without prior approval of the commissioner to any 
purchaser. 

(b) Sale with recourse. General rule. All loans and participation inter- 
ests in loans sold by a domestic association may be sold with recourse. 

(c) Mortgage transactions with federally-chartered secondary market 
agencies. To the extent that it has legal power to do so, an association may 
enter into, perform and carry out any mortgage transaction with the Fed- 
eral Home Loan Mortgage Association specified in Section 305 of the 
Federal Home Loan Mortgage Corporation Act, notwithstanding any 
provision of this Chapter except the net worth requirements of Section 
105.201. 

(d) No loans, or participating interests in loans, shall be sold to or pur- 
chased from, directly or indirectly, any of the persons specified in Section 
56 1 3 of the law or to any corporation in which any director, officer or ma- 
jority stockholder of the selling or buying or participating association is 
a stockholder. 

(e) Participation interests in pools of loans. Where an association sells 
or purchases a participating interest in a pool of loans, documentation re- 
quirements will be satisfied if: 

(1) Access to all loan documentation is provided by the originator/ser- 
vicer upon request and without charge to any trustee of the pool, the com- 
missioner, the Federal Home Loan Bank Board, or the Federal Savings 



and Loan Insurance Corporation or their examiners or Supervisory 
Agents and upon request and subject only to reasonable charges incurred 
in providing such access to any association investing in the he pool; 

(2) The originator/servicer warrants as to each loan in the pool to or 
for the benefit of each association investing in the pool that as of the date 
participation interests in the pool were first issued: 

(A) no loan was 30 or more days delinquent; 

(B) each loan met the requirements for investment by the association; 

(C) there were no delinquent tax or assessment liens or mechanics' 
liens on any collateral for the loans and the collateral was free of substan- 
tial damage and in good repair; and 

(D) each loan complied with all applicable state and federal laws; and 

(3) The originator/servicer has agreed to provide each association in- 
vesting in the pool a monthly report of loan delinquencies separately indi- 
cating the number and aggregate principal amount of loans delinquent 
one month and two or more months, the book value of any collateral ac- 
quired by the pool through foreclosure or other exercise of its security in- 
terest in the collateral, and the aggregate dollar amount of loans made by 
the pool, if any, on the security of the collateral if such loans are loans 
secured by, and contracts for the sale of, real estate as described in Sched- 
uled Items, Section 561.15(c) and (d) of the Insurance Regulations. 
NOTE; Authority cited: Section 5255, Financial Code. Reference: Sections 5613, 
6419, 6712, 6718 and 6719, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 172 to Section 

107.202 (Register 87, No. 14). For prior history, see Register 82, No. 24. 

§107.203. Nonconforming Sales. 

Any sale of loans or participating interests in loans which does not con- 
form to the conditions stated above may be made only with the prior writ- 
ten approval of the commissioner. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6712, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 173 to Section 

107.203 (Register 87, No. 14). For prior history, see Register 82, No. 1 1. 

§ 107.204. Termination and Revocation. 

In the event it is determined by the commissioner that an association 
has sold loans or participating interests in loans, without complying with 
the conditions stated above in addition to any other action taken, the com- 
missioner may terminate blanket authority as to such association by giv- 
ing notice, in writing, of such termination to said association. After re- 
ceipt of notice of termination the association shall not sell any loans or 
participating interests in loans except with the prior written approval of 
the commissioner. The commissioner also reserves the right to revoke 
this authority as to any given association by giving written notice to that 
association whenever this action is necessary in the interests of the asso- 
ciation, its savings accountholders, the savings and loan industry, or the 
general public. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5019, 
5021 and 5150 Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 174 to Section 

107.204 (Register 87, No. 14). For prior history, see Register 82, No. 1 1. 



Article 3. Wrap-Around Loans 

§107.300. Purpose and Scope. 

This subchapter contains the requirements and procedures to be fol- 
lowed by an association in making loans secured by a wrap-around deed 
of trust, and is adopted pursuant to Section 5255 of the law to implement 
and interpret Section 7102 of the law. 

Note: Authority cited: Section 5255, Financial Code. Reference: Sections 7102, 
8707 and 8708, Financial Code. 

History 
1. Change without regulatory effect renumbering former section 176 to Section 

107.300 (Register 87, No. 14). For prior history, see Register 76, No. 31. 



Page 232 



(4-1-90) 



Savings and Loan Commissioner 



• 



§ 1 07.301 . Terms Defined. 

(a) The definitions set forth in Section 7 100 and in Article 2, Chapter 
1, Part 1 of the law, are incorporated herein by reference. 

(b) "Wrap-around loan" means an additional loan whereby an associ- 
ation as a second lender "refinances" a loan for a sum greater than the ex- 
isting balance on a preexisting loan without paying off or disturbing the 
existence of the first trust deed or mortgage. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 7 102, 
8707 and 8708, Financial Code. 

History 

] . Change without regulatory effect renumbering former Section 176. J to Section 
107.301 (Register 87, No. 14). For prior histoid, see Register 76, No. 3 1 . 



§107.302. Wrap-Around Loans. 

For the purpose of Section 71 02 of the law, a wrap-around loan made 
by an association to a borrower on the security of a trust deed or mortgage 
on real property shall, notwithstanding the fact that such real property is 
subject to a preexisting loan, be deemed to be a loan secured by a first 
mortgage or first trust deed upon real property, if each of the following 
conditions is met: 

(a) There is no more than one preexisting loan on the real property; 

(b) The total amount of the obligation of the borrower to the associ- 
ation under the wraf)-around loan is not less than the sum of (1) the 
amount disbursed by the association on account of the wrap-around loan 
and (2) the outstanding balance of the obligation secured by the preexist- 
ing loan; 

(c) The total amount of the obligation of the borrower to the associ- 
ation under the wrap-around loan does not exceed applicable limitations 
of the law; 

(d) The instrument evidencing the wrap-around loan is recorded, and 
the borrower is insured under a policy of title insurance in an amount not 
less than the total amount of the obligation of the borrower to the associ- 
ation under the wrapy-around loan; 

(e) The association either: 

(1) Pursuant to Civil Code Section 2924b, files for record in the office 
of the recorder of the county in which the real property is located a duly 
acknowledged request for a copy of any notice of default or of sale under 
the preexisting loan, or 

(2) Otherwise arranges with the recorder of any county in which the 
real property is located to be advised in case of the filing for record of any 
notice of default or of sale with respect to any obligations secured by the 
preexisting loan; 

(f) The association (1) holds in reserve funds pledged by or on behalf 
of the borrower in an amount sufficient to cover at all times the unpaid 
balance of the preexisting loan and (2) may at any time use such funds 
to pay all or any part of the unpaid balance of the preexisting loan. The 
term "unpaid balance of the preexisting loan" as used in this subsection 
means the unpaid balance of the preexisting loan as of the first day of the 
current calendar year, after adjustment for advances and payments on 
principal during the preceding calendar year; 

(g) The association enters into such agreements and covenants with the 
borrower and/or the preexisting lender as are necessary to establish ade- 
quate safeguards and controls with respect to its position and security un- 
der the wrap-around loan including, among other things, but not limited 
to, the following: 

(1) Default under the preexisting loan will constitute a default under 
the wrap-around loan; 

(2) The preexisting lender will be directed to send copies of all notices 
and correspondence to the association; 

(3) The wrap-around lender, in the event of default of the preexisting 
loan, will be authorized to make any payments and to perform any acts 
under the preexisting loan which the borrower is required or permitted 
to do; 

(4) The association, borrower and preexisting lender make such other 
and further covenants and agreements as the commissioner deems neces- 
sary and proper to protect and safeguard the wrap-around loan. 



NOTE: Authority cited: Section 5255. Financial Code. Reference: Sections 7102, 
8707 and 8708, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 176.2 to Section 
107.302 (Register 87, No. 14). For prior history, see Register 76, No. 31. 

Article 4. Loans on Manufactured Homes 

§ 107.400. Terms Defined. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
5050-5076 and 7187, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 233 to Section 

107.400 (Register 87. No. 14). For prior history, see Register 83, No. 8. 

2. Change without regulatory effect repealing section filed 1 1-20-87; operative 
1 1-20-87 (Register 87, No. 48). 

§ 107.401. General Investment AuthoiTDty. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7187, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 233.1 to Section 

107.401 (Register 87, No. 14). For prior history, see Register 83, No. 8. 

2. Change without regulatory effect repealing section filed 1 1-20-87; operative 
11-20-87 (Register 87, No. 48). 

§ 107.402. Sound Investment Practices. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7187, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 233.2 to Section 

107.402 (Register 87, No. 14). For prior history, see Register 83, No. 8. 

2. Change without regulatory effect repealing section filed 1 1-20-87; operative 
1 1-20-87 (Register 87, No. 48). 

§107.403. Inventory Financing. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7187, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 233.3 to Section 

107.403 (Register 87, No. 14). For prior history, see Register 83, No. 8. 

2. Change without regulatory effect repealing section filed 1 1-20-87; operative 
11-20-87 (Register 87, No. 48). 

§ 107.404. Retail Financing. 

NOTE: Authority cited: Secdon 5255, Financial Code. Reference: Section 7187, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 233.4 to Section 

107.404 (Register 87, No. 14). For prior history, see Register 83, No. 8. 

2. Change without regulatory effect repealing section filed 1 1-20-87; operative 
1 1-20-87 (Register 87, No. 48). 

§ 107.405. Purchase and Sale of Participation Interests on 
Manufactured Home Chattel Paper and Sale of 
Manufactured Home Chattel Paper. 

NOTE: Authority cited: Secfion 5255, Financial Code. Reference: Section 7187, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 233.5 to Section 

107.405 (Register 87, No. 14). For prior history, see Register 83, No. 8. 

2. Change without regulatory effect repealing section filed 1 1-20-87; operative 
1 1-20-87 (Register 87, No. 48). 

§ 107.406. Loans to Rehabilitate Manufactured Dwellings. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7184, 
Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 233.6 to Section 

107.406 (Register 87, No. 14). For prior history, see Register 83, No. 8. 

2. Change without regulatory effect repealing section filed 11-20-87; operative 
1 1-20-87 (Register 87, No. 48). 

§ 107.407. Loss Valuation Allowances. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7255, 
Financial Code. 
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History 

1 . Change without regulatory effect renumbering former Section 233.7 to Sectioii 
107.407 (Register 87, No. 14). For prior history, see Register 83, No. 8. 

2. Change without regulatory effect repealing section filed 11-20-87: operative 
1 1-20-87 (RegisteT 87, No. 48). 



Article 5. 



Loans — Variable Interest Rate 
Provisions 



§107.500. General. 

This article contains regulations which set forth provisions to make 
variable interest rale loans. 

NOTE: Authority cited: Section 8033, Financial Code; and Section 1916.5, Civil 
Code. Reference: Sections 1916.5 and 1916.6. Civil Code. 

History 

1. Chanee without reeulatory effect renumbering former Section 240 to Section 
107.500 (Register 87, No. 14). For prior history, see Register 79, No. 21 . 

2. Change without regulatory effect (Register 87, No. 35). 

§ 107.501. Standards Adopted; Effects of Changes in 
Standards. 

(a) (1) The Standard for savings and loan associations, upon which 
variations in the interest rate on mortgage contracts, deeds of trust, real 
estate sales contracts or any note or negotiable instrument (hereinafter re- 
ferred to as "note") issued under Civil Code Section 1916.5 may be 
based, shall be the last (Next page is 231)published weighted average 
cost of savings, borrowings and Federal Home Loan Bank advances to 
California members of the Federal Home Loan Bank of San Francisco as 
computed from statistics by the Federal Home Loan Bank of San 
Francisco. 

(2) The Standard for savings and loan associations, upon which varia- 
tions in the interest rate on any note issued under Civil Code Section 
1916.6 may be based, shall be on any specific date the arithmetic mean 
of the weighted average yields of competitive offers for the sale of con- 
ventional fixed rate first mortgage or trust deed loans on the single-fami- 
ly residential property accepted by the Federal Home Loan Mortgage 
Corporation ("FHLMC"), under its immediate delivery program, at all 
loan auctions held by it during the calendar month preceding that specific 
date, provided that if during any calendar month to be used shall be the 
next preceding calendar month during which one or more auctions were 
held by FHLMC and at which offers were accepted, and provided further 
that if FHLMC ceases to conduct its auctions for the purchase of these 
loans, or if no offers are accepted for a period of three months, then the 
Standard shall be an equivalent Standard designated by the commission- 
er. 

(b) Subject to the provisions set forth below, an association in exercis- 
ing its rights to change the interest rate pursuant to a variable interest 
clause in its note shall effect such changes in such manner as to maintain 
the same margin above or below the initial interest rate of such note as 
the Standard is above or below the Standard at the date of such note. 

(1) Any increase or decrease in the interest rate of a note issued under 
Civil Code Section 1916.5 shall not exceed 1/4 of 1% per annum in any 
semiannual period. Any increase in the interest rate of a note issued under 
Civil Code Sections 1916.5 and 1916.6 shall not result in a rate more than 
2.5 percentage points greater than the rate for the first loan payment due 
after the closing of the loan. 

(2) No increase or decrease in the interest rate of a note issued under 
Civil Code Section 1916.5 in any semiannual period shall be less than 
1/10 of 1% per annum except for increases or decreases not previously 
invoked in full by reason of the i/4 of 1% per annum maximum limita- 
tion. No increase or decrease in the interest rate of a note issued under 
Civil Code Section 1916.6 in any period of five years shall be less than 
1/10 of 1% per annum. 

(3) No change in the rate of interest shall be made effective during the 
first semiannual period in the case of a note issued under Civil Code Sec- 
tion 1916.6. 



(4) In the case of a note issued under Civil Code Section 1916.5, after 
the first semiannual period there shall be only one change in any one 
semiannual period. In the case of a note issued under Civil Code Section 
1916.6, after the first period of five years there shall be only one change 
in any one period of five years. 

(5) At least six months shall elapse between each change in the interest 
rate of a note issued under Civil Code Section 1916.5 and at least sixth 
months shall elapse between each change in the interest rate of a note is- 
sued under Civil Code Section 1916.6. 

(6) Each change in rate of a note issued under Civil Code Section 
1916.5 shall become effective commencing on the date the monthly in- 
stallinent becomes due during the second month following publication 
of the Standard for each seiniannual period. Each change in rate of a note 
issued under Civil Code Section 1916.6 shall become effective com- 
mencing on the date the monthly installment becomes due during the sec- 
ond month following the date that the Standard for each period of five 
years is established. Notwithstanding the foregoing, an association may 
provide in a note issued under Civil Code Section 1916.5 that the first 
change in rate shall become effective with the first loan installment fall- 
ing due more than 30 days after the first publication of the Standard fol- 
lowing expiration of the first semiannual period of the loan, and an asso- 
ciation may provide in a note issued under Civil Code Section 1 9 1 6.6 that 
the first change in rate shall become effective with the first loan instal- 
lment falling due more than 30 days after the Standard is established fol- 
lowing expiration of the first period of five years. 

(7) Decreases shall be mandatory and increases shall be optional with 
the lender. 

(8) The fact that an association may not have invoked a permissible in- 
crease, in whole or in part, shall not be deemed a waiver of the associ- 
ation's right to invoke said increase at any time thereafter within the lim- 
its imposed by this subchapter. 

NOTE: Authority cited: Section 8053, Financial Code; and Section 1916.5, Civil 
Code. Reference: Sections 1916.5 and 1916.6, Civil Code. 

History 

1 . Change without regulatory effect renumbering former Section 240.2 to Section 

107.501 (Register 87, No. 14). For prior history, see Register 79, No. 47. 

2. Change without regulatory effect (Register 87, No. 35). 

§ 107.502. Change in Monthly Payments. 

An association, in exercising its rights pursuant to a variable interest 
rate clause to increase the interest rate, may at the option of the borrower 
(a) increase the amount of monthly payment of an amortized loan, or (b) 
extend the maturity date, or (c) a combinafion of both (a) and (b), pro- 
vided the loan will be paid in full in regular monthly installments by the 
end of the maximum amortization period allowed at the time the instru- 
ment was executed or for such addifional period as may be required to 
amortize the loan without increasing the existing monthly payment, but 
not to exceed a maximum term of 40 years. An associadon may provide 
in a note issued under either Civil Code Section 1 916.5 or Section 1916.6 
that, upon a decrease in the rate pursuant to a variable interest rate clause, 
the association may at its option (a) decrease the amount of monthly pay- 
ment of an amorUzed loan, or (b) reduce the maturity date to the degree 
the maturity was previously extended, or (c) a combination of both (a) 
and (b). 

NOTE: Authority cited: Section 8053, Financial Code; and Section 1916.5, Civil 
Code. Reference: Sections 1916.5 and 1916.6, Civil Code. 

History 

1 . Change without regulatory effect renumbering former Section 240.3 to Section 

107.502 (Register 87, No. 14). For prior history, see Register 79, No. 21. 

2. Change without regulatory effect (Register 87, No. 35). 

§ 107.503. l\/lodification Agreements. 

If, on or after November 23, 1 970, an association executes a modifica- 
tion agreement with a borrower respecting a mortgage contract, deed of 
trust, real estate sales contract, or modifies any note or negoUable instru- 
iTient issued in connection therewith which was executed before Novem- 
ber 23, 1970, and the modification agreement or modified note includes 
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a variable interest rate, it shall comply with Civil Code Section J 91 6.5 
or 19 J 6. 6 and with these regulations. 

NOTE; Authority cited: Section 8053, Financial Code; and Section 1916.5, Civil 
Code. Reference: Sections 1916.5 and 1916.6, Civil Code. 

History 

1 . Change without regulatory effect renumbering former Section 240.4 to Section 

107.503 (Register's?, No. 14). For prior history, see Register 79, No. 21. 

2. Change without regulatory effect of NOTE (Register 87, No. 35). 

§ 107.504. Notice to Borrowers. 

If an association changes the interest rate on any instalment evidenc- 
ing a loan covered by Civil Code Section J 91 6.5 or 1916.6and these reg- 
ulations, it shall at least 30 days prior to the effective date of the change 
notify the borrower in writing of the change, the effect, if any, on the 
amount of the installment payments, and the effect, if any, on the number 
of installment payments required to pay the remaining balance of the 
loan. If the change increases the interest rate the association shall also in- 
form the borrower of his right to prepay all or part of the loan within 90 
days of the notice, without a prepayment charge. The notice required un- 
der this section shall be deemed given when it is deposited in the United 
States mail, postage prepaid, addressed to the person or persons personal- 
ly liable on the loan, as those persons' names and addresses appear on the 
association's records at the time of giving the notice. 
NOTE: Authority cited: Section 8053, Financial Code; and Section 1916.5, Civil 
Code. Reference: Sections 1916.5 and 1916.6, Civil Code. 

History 

1 . Change without regulatory effect renumbering former Section 240.5 to Section 

107.504 (Register 87, No. 14). For prior history, see Register 79, No. 21. 

2. Change without regulatory effect of NOTE (Register 87, No. 35). 

§107.505. Disclosure. 

Each association that offers any loans subject to the provisions of this 
subchapter shall disclose in a Variable Interest Rate Loans Pamphlet that 
is made available to prospective borrowers the following information re- 
lating to each type of variable interest rate offered: 

(a) Disclosure of the fact that the interest rate is subject to increase and 
the conditions under which the rate may increase, including: (1) identifi- 
cation of the Standard to which an increase in rate is tied; and (2) any limi- 
tation on an increase; 

(b) Disclosure of how an increase in the interest rate may be effected 
(such as an increase in payment amounts, number of scheduled monthly 
payments, or in the amount due at maturity); 

(c) If loans are offered under Civil Code Section 1 916.5, disclosure of 
the estimated increase in the amount of monthly payment caused by a hy- 
pothetical interest rate increase of 1/4 of 1 % effective commencing on the 
date the monthly payment becomes due during the third month following 
the first semiannual period; and if loans are offered under Civil Code Sec- 
tion 1 9 1 6.6, disclosure of the estimated increase in the amount of month- 
ly payment caused by a hypothetical interest rate increase of 1 1/4% ef- 
fective commencing on the date the monthly payment becomes due 
during the third month following the first period of five years. These dis- 
closures should be based upon an average amount hypothetical loan with 
a hypothetical interest rate under which the obligation is repayable in 
substantially equal monthly installments. 

(d) If loans are offered under Civil Code Section 1916.5, disclosure of 
the estimated increase in the number of monthly payments caused by a 
hypothetical interest rate increase of 1/4 of 1 % effective commencing on 
the date the monthly payment becomes due during the third month fol- 
lowing the first semiannual period; and if loans are offered under Civil 
Code Section 1916.6, disclosure of the estimated increase in the number 
of monthly payments caused by a hypothetical interest rate increase of 
1-1/4% effective commencing on the date the monthly installment be- 
comes due during the third month following the first period of five years 
for a loan under Civil Code Section 1916.6. This disclosure should be 
based upon an average amount hypothetical loan, with a hypothetical in- 
terest rate under which the obligation is repayable in substantially equal 
monthly installments. 



NOTE; Authority cited: Section 8053. Financial Code; and Section 1916.5, Civil 
Code. Reference: Sections 1916.5 and 1916.6, Civil Code. 

History 

1 . Change without regulatory effect renumbering former Section 240.6 to Section 
107.505 (Register 87, No. 14). For prior history, see Register 79, No. 21 . 

2. Change without regulatoi^ effect of NOTE (Register 87, No. 35). 



Article 6. Insurance In Connection with 

Sales, Loans and Advances of Credit 

§ 107.600. Purpose and Scope. 

This article contains regulations regarding insurance and advancing 
premiums for insurance in connection with loans and advances of credit. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 77 1 , In- 
surance Code; and Section 7650, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 241 to Section 
107.600 (Register 87, No. 14). For prior history, see Register 77, No. 32. 

2. Amendment tiled 2-18-88; operative 3-19-88 (Register 88, No. 10). 

§ 107.601. Reasonable Cause: Right to Approve or 
Disapprove of the insurer Selected to 
Underwrite Insurance. 

(a) General Provisions: 

(1) Any lender engaged in the business of financing the purchase of 
real property or of lending money on the security of real property and any 
trustee, director, officer, agent or other employee, or affiliate, of any such 
lender shall have the right to disapprove, for reasonable cause, the insurer 
selected to underwrite the insurance required by the contract of sale or 
deed of trust or other loan agreement and shall have the right to furnish 
or renew such insurance if the borrower or purchaser shall have failed to 
furnish the insurance or renewal thereof within such reasonable time or 
form as may be specified in the sale or loan agreement. 

(2) Notwithstanding any other provisions of these regulations, the Cal- 
ifornia FAIR Plan Association shall not be rejected as an insurer. 

(3) The corporate structure of an insurer shall not be a basis for disap- 
proval of such insurer. 

(4) These regulations shall not affect the respective rights of a borrow- 
er and its lender to contract as to the insurance coverage or the right of 
a lender to require an insurance policy and coverage in accordance with 
such agreement between it and the borrower. 

(5) These regulations do not apply to insurance covering personal 
property as the subject of security for the loan. 

(b) "Reasonable Cause" for Disapproval. Any one or more of the fol- 
lowing reasons may constitute reasonable cause to disapprove of the in- 
surer selected to underwrite the insurance: 

(1) Financial Status of Insurer. 

(A) Failure of the insurer to be rated in the most recently published rat- 
ings made by a nationally recognized rating service. 

(B) Failure of the insurer to be rated in one of the two highest policy- 
holder ratings in the most recently published ratings made by a nationally 
recognized rating service. 

(C) Failure of the insurer to be rated in one of the twelve highest finan- 
cial ratings in the most recently published ratings made by a nationally 
recognized rating service. 

(D) The insured amount would exceed three percent of the policyhold- 
er surplus of the insurer. 

(E) Failure of the insurer to have a policyholder surplus of $5 million 
or more where the insurer has already underwritten an aggregate amount 
of $300,000 on properties in close proximity in a tract or in adjoining 
tracts for the borrowers of an association. 

Paragraphs (A) through (E) above shall not constimte reasonable 
cause to disapprove if there shall be obtained and attached to the evidence 
of insurance afforded to the lender appropriate evidence of reinsurance. 
Such reinsurance may be required by the lender to be in a company meet- 
ing all of the criteria of this regulation. 

(2) License of Insurer. Failure of the insurer or reinsurer to be licensed 
by the State of California to transact the line of insurance afforded. 
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(3) Claims Settlement Practices and Servicing Practices. 

(A) Knowingly committing or performing with such frequency as to 
indicate a general business practice, unfair claims settlement practices as 
defined in Section 790.03 of the Insurance Code as amended in 1983. 

(B) A lender relying upon the provisions of this paragraph (3) with re- 
spect to the disapproval of a particular insurer must follow the provisions 
of the following subsection (d) of these regulations, which will then con- 
trol the determination of this issue. 

(4) Failure of the policy to stipulate on the face of the policy or the dec- 
larations page that the term of the policy shall be continuous until can- 
celled or nonrenewed or for no less than three years, although premium 
payments may be on an annual basis for a three year policy. 

(5) Unwillingness of the insurer to make provision for notice of can- 
cellation or nonrenewal to the lender in accordance with the terms of the 
loan agreement. 

(c) As respects title insurance, reasonable cause is defined as the fail- 
ure of the title insurer to: 

(1) Be licensed by the State of California to transact the line of insur- 
ance afforded. 

(2) Provide the insurance in conformity with all requirements of the 
California Insurance Code and the Regulations issued thereunder. 

(3) Establish, as disclosed by its most current annual statement on file 
with the Insurance Commissioner of the State of California, that the 
amount of any loan which is to be the subject of a title insurance policy 
does not exceed 30% of its "surplus as regards policyholders" (see Annu- 
al Statement, Form 9, page 3, line 22). Any reinsurance or coinsurance 
that may be offered by the title insurer in excess of such amount shall be 
in such company or companies and afford such coverage as the lender 
shall approve. 

(4) Afford the coverage required by the lender. Notwithstanding any 
of the above, it is a reasonable cause for a lender to reject a policy of a 
title insurer if the borrower or if the seller of real property, the purchase 
of which is to be financed in whole or in part by the lender, is a subsidiary 
or affiliate (as defined in Section 1215 of the Insurance Code) of such title 
insurer or if such borrower or such seller is a subsidiary or affiliate of an 
underwritten title company (as defined in Section 12340.5 of the Insur- 
ance Code) that regularly makes the title searches or title examinations 
upon the basis of which the title insurance policy would be issued. 

(d) Other "Reasonable Causes" for Disapproval. If a lender desires to 
reject a particular insurer on the grounds set forth in (b)(3) above or on 
reasonable grounds other than set forth above, the lender may submit the 
rejection, in writing, to the Commissioner with a copy to the insurer, 
agent and borrower, stating the grounds for the rejection. The insurer, 
agent or the borrower may contest the grounds, in writing, either on the 
basis of fact or on the basis of reasonableness, within fifteen days of the 
mailing of notice of rejection, which said mailing shall be by certified 
mail. If the Commissioner has not received contest of the grounds, in 
writing, for rejection within such fifteen days, then the rejection of the 
insurer shall stand as though the Commissioner had decided in favor of 
the lender. If the insurer, agent or borrower contests the rejection, the 
Commissioner shall notify the lender, the insurer, the agent and the bor- 
rower of his finding that the rejection is either upheld or denied within 
fifteen days of the receipt by the Commissioner of such contest of rejec- 
don. 

(e) Notice with respect to insurance on home loans. Any association 
or subsidiary thereof shall notify the borrower in writing, at or prior to the 
fime of the written commitment to make the loan, of his right to freely 
select the person or organization rendering the insurance services re- 
ferred to in paragraph (a)(1) of this secuon in connection with a loan on 
a home occupied or to be occupied by the borrower. 

NOTE: Authority cited: Section 8053, Financial Code; and Section 771, insurance 
Code. Reference: Sections 771, 790.3 and 12340.5, Insurance Code; and section 
7650, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 241 .1 to Section 
107.601 (Register 87, No. 14). For prior history, see Register 77, No. 32. 

2. Amendment of subsections (a)(5), (b)(3)(A), (c)(4) and new subsection (e) filed 
2-18-88; operative 3-19-88 (Register 88, No. 10). 



§ 107.602. Advance of Credit for Insurance. 

An association may advance credit to a borrower for payment of insur- 
ance premiums in connection with an unsecured loan if the proceeds of 
the insurance are payable to the association and the amount of the cover- 
age does not exceed the unpaid balance of the loan. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 7650, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 241 .2 to Section 

107.602 (Register 87, No. 14). For prior history, see Register 73, No. 46. 

2. Amendment filed 2-18-88; operative 3-19-88 (Register 88, No. 10). 

§ 107.603. Advance of Credit for Life or Disability 

Insurance in Connection with Loans Made. 

(a) An association may accept the assignment by a borrower of a 
policy of life insurance on the life of the borrower, or disability insurance 
on the borrower, as addidonal security for a loan made and may advance 
the insurance premiums on such assigned life or disability insurance and 
add the amounts thereof to the outstanding loan balance subject to the fol- 
lowing conditions: 

( 1) The insurer of the borrower's life or disability policy agrees in writ- 
ing with the association and insured that in the event of a foreclosure sale 
or acceptance of a deed in lieu of foreclosure, the insurer will immediate- 
ly refund to the association the amount of unearned premium. 

(2) The borrower shall repay to the association all advances of life or 
disability insurance premiums in monthly payments of at least one- 
twelfth of the amount advanced plus interest. 

(b) These advances for insurance premiums may be considered as hav- 
ing been made pursuant to the provisions of California Financial Code 
Section 7650. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 7650, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 241.3 to Section 

107.603 (Register 87, No. 14). For prior history, see Register 74, No. 21. 

2. Amendment of subsection (b) filed 2-18-88; operative 3-19-88 (Register 88, 
No. 10). 



Article 1. Modification Agreements 

§107.700. Terms Defined. 

(a) "Modification agreement" means the written agreement executed 
by an association and borrower which modifies the amount, terms, or 
provisions of an existing promissory note and the deed of trust securing 
such note. 

(b) "Loan" or "advance" means an amortized loan. A loan which has 
been modified by an additional advance thereon or any change in the 
terms shall be deemed to be a new loan for the purposes of Sections 5074 
and 7150 of the law. The term for the purposes of Secfion 7150 shall be- 
gin on the date the advance was made if money was advanced or the date 
the terms were changed if no money was advanced. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5074, 
6701 and 7150, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 175 to Section 
107.700 (Register 87, No. 14). For prior history, see Register 82, No. 21. 

§ 107.701. Modification Agreements. 

Notwithstanding any other provisions of the law or regulations, an as- 
sociation may, without prior written consent of the commissioner, ex- 
ecute a modification agreement when any of the following conditions ex- 
ist: 

(a) A statutory change has taken place subsequent to the inception of 
the loan providing for a longer loan term or a larger loan to appraised val- 
ue ratio. 

(b) An additional advance is made subsequent to the incepdon of the 
loan to either the existing borrower or a new purchaser who has assumed 
the loan and which does not increase the unpaid balance to above the ex- 
isdng statutory limit. 
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(c) Due to the financial status of the borrower, it is advisable to reduce 
the monthly payments to prevent delinquency or default and the term of 
the loan is extended not to exceed the existing statutory limit. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6701, 
Financial Code. 

HrSTORY 
1. Change without regulatory effect renumbering former Section 175.1 to Section 

107.701 (Register 87, No. 14). For prior history, see Register 82. No. 21. 

§ 107.702. AmoiilJzation Procedure. 

Where an additional advance is made as provided in Section 
107.702(b), the prior existing balance of the loan plus the amount of the 
advance may be combined and payments amortized for a term not greater 
than provided in Section 7150. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 5074, 
6701 and 7150, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 1 75.2 to Section 

107.702 (Register 87, No. 14). For prior history, see Register 82, No. 21. 



jele 8. Loans on Low-Reot Housing 



§107.800. Purpose and Scope. 

NOTE: Authority cited: Sec. 5255, Financial Code. Reference: Section 7153.6, Fi- 
nancial Code. 

History 

1. Change without regulatory effect renumbering former Section 234 to Section 

107.800 (Register 87, No.' 14). For prior history, see Register 82, No. 21 . 

2. Change without regulatoi^ effect repealing Section 107.800 (Register 88, No. 
6). 

§ 1 07.801 . Terms Defined. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7153.6, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 234.1 to Section 

107.801 (Register 87, No. 14). For prior history, see Register 71, No. 32. 

2. Change without regulatory effect repealing Section 107.801 (Register 88, No. 
6). 

§ 107.802. Blanket Authority— Conditions. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 7 153.6, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 234.2 to Section 

107.802 (Register 87, No. 14). For prior history, see Register 71, No. 32. 

2. Change without regulatory effect repealing Section 107.802 (Register 88, No. 
6). 

§107.803. Waiver of Regulations. 

NOTE: Authority Cited: Section 5255, Financial Code. Reference: Section 7153.6, 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 234.3 to Section 

107.803 (Register 87, No. 14). For prior history, see Register 71. No. 3. 

2. Change without regulatory effect repealing Section 107.802 (Register 88, No. 
6). 



lubchaptar 8= Operations^nvestments 

and Borrowings 



!cle1c Investments— Service 

Corporations and Business Development 

Credit Corporations 

§ 1 08.1 00. Approval to Bnvest. 

An association must submit an application for commissioner approval 



before investing in, or buying capital stock, obligations or other securi- 
ties of a common subsidiary, wholly owned, or independent service cor- 
poration. The procedure for securing approval is as follows: 

(a) Application. A written application submitted in duplicate, in letter 
form, signed by an officer of each association shall be filed with the com- 
missioner. The application shall include: 

(1) In duplicate, the articles of incorporation and bylaws which com- 
ply with Section 103.601; 

(2) The names of all participation associations; 

(3) A statement that the service corporation is a common, wholly 
owned or independent service corporation; 

(4) The amount of investment by each association; and 

(5) Such other information as the Commissioner may required. 

(b) Written agreement. The service corporation must execute a written 
agreement with the Commissioner, bearing the written approval of the 
association, and containing provisions satisfactory to the Commissioner, 
including but not limited to provisions: 

(1 ) Requiring the service corporation to submit reports in the form and 
contain information as is directed by the Commissioner; 

(2) Subjecting the service corporation to inspection and examination 
by the Commissioner on the same basis as the association is, including 
an annual examination by an independent public accountant and to spe- 
cial examinations by the Commissioner or by an independent public ac- 
countant selected by the Commissioner, all at the expense of the service 
corporation. 

(3) Requiring the service corporation to comply with any written order 
of the Commissioner which requires the service corporation to (A) with- 
draw from an activity, or (B) to terminate any investment or holding or 
relationship, or cease any operation found by the Commissioner to be 
prejudicial to the interests of its stockholders or to the interests or finan- 
cial condition of the service corporation, or in which Commissioner ap- 
proval has not been obtained within the time and under the conditions as 
provided in the regulations. The order and enforcement may be modified, 
suspended or withdrawn by the Commissioner and may be modified, sus- 
pended or enjoined by a court of competent jurisdiction; 

(4) Requiring the service corporation to submit written notification to 
the Commissioner when removing or changing the location as set forth 
in the agreement, or to establishing other locations; 

(5) That amendments to the articles of incorporation and bylaws be ap- 
proved by the Commissioner; 

(6) That the exact nature of the business and activities of the service 
corporation be specified in detail. Any change shall require the written 
permission of the Commissioner; 

(7) That the service corporation shall maintain books and records and 
shall prepare financial statements in a manner consistent with the pre- 
scribed for associations in Subchapter 1 of these regulations. 

NOTE: Authority cited: Sections 5255 and 6702.1, Financial Code. Reference: 
Section 6702.1, Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 230.3 to Section 
108.100 (Register 87, No. 14). For prior history, see Register 82, No. 52. 



Article 2. Real Estate Owned 



§108.200. Purpose and Scope. 

This subchapter contains rules and regulations authorized by Section 
5255 of the law respecting investments in real property by an association 
under Section 6705, loans under Sections 6705.1 , 6705.2, 6705.3, 6705.4 
and 6705.6 and the holding period of Section 6705 property under Sec- 
tion 6706 of the law. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 6705 
- 6705.6 and 6706, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 243 to Section 
108.200 (Register 87, No. 14). For prior history, see Register 76, No. 20. 
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§ 108.201. Terms Defined. 

(a)ThedefinitJonsin Article 2 of Chapter l,Part J, Division 2, Finan- 
cial Code, are incorporated herein by reference. 

(b) "Invest in real property" in Section 6705 means the acquisition of 
the fee or a leasehold in real property. 

(c) "Original loans" as defined in California Financial Code Section 
8705 includes all loans other than: 

(1) Loans made by an association under Sections 6705.1 through 
6705.6, inclusive, and 

(2) Loans made for the purpose of facilitating the sale of real property 
owned by such association. 

(d) "Section 6705 property" means real property investments acquired 
under Section 6705 or reclassified as provided in Section 108.205 hereof. 
NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
6705-6705.6 and 6706, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 243.1 to Section 

108.201 (Register 87, No. 14). For prior history, see Register 76, No. 20. 

§ 108.202. Holding Period. 

(a) Blanket Authority. Pursuant to the provisions of Section 6706 of 
the law, the commissioner hereby approves an extension of the five-year 
holding period specified therein for an additional period not to exceed ten 
years. This extension shall not affect orders previously issued under the 
provisions of Section 71 55.2 of the law. 

(b) Commencement. Generally, the holding period for Section 6705 
property, set out in Section 6706, commences on the date the property is 
acquired or is reclassified from Section 6702 or 6707 property, or such 
other date as the commissioner prescribes. If real property acquired under 
Section 6707 in settlement of loans is classified as Section 6705 property 
under Section 108.205 hereof, it shall become Section 6705 property on 
the date of issuance of the approval of the commissioner under Section 
108.205(2) hereof. In the event of the merger of an association into anoth- 
er association, the holding period of the Section 6705 property of the dis- 
appearing association is not affected and continues from the date the 
property was acquired by the disappearing association. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6706, 
Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 243.2 to Section 

108.202 (Register 87, No. 14). For prior history, see Register 81, No. 34. 

§ 1 08.203. Sale of Section 6705 Property. 

Upon the sale of Section 6705 property, if the association makes a loan 
to finance the sale, and the loan secured by such property otherwise quali- 
fies as an original loan, the Section 6705 classification shall terminate 
and the loan shall become part of the original loan portfolio of the associ- 
ation. If the loan does not qualify as an original loan it must qualify under 
Sections 6705.1, 6705.2, 6705.4, or 6705.6. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
6705-6705.6 and 6706, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 243.3 to Section 

108.203 (Register 87, No. 14). For prior history, see Register 76, No. 20. 

§ 108.204. Real Property Acquired in Exchange for 
Scheduled Items. 

Real property acquired in exchange for scheduled items shall be classi- 
fied as Section 6705 property. The term "Scheduled Items" as used here- 
in means those assets defined in Section 561 . 15 of the Rules and Regula- 
tions for Insurance of Accounts of the Federal Home Loan Bank Board. 
Loans made to finance the sale of Section 6705 property shall be classi- 
fied as "Loans on Real Estate Owned for Development — Section 6705," 
subject to the limitations of Section 6705.5. If real property was acquired 
from a borrower in a transaction designed to avoid foreclosure, with no 
consideration or only a token consideration being paid for the acquisi- 
tion, such property shall be classified under Section 6707. 
NOTE: Authority cited: Section 5255, Financial Code. Reference; Sections 
6705-6705.6 and 6706, Financial Code. 



History 
1 . Change without regulatory effect renumbering former Section 243.4 to Section 

108.204 (Register ^87, No. 14). For prior history, see Register 76, No. 20. 

§ 108.205. Improvements on Property Acquired in 
Settlement of Loans. 

(a) The improvements made by the association on real property ac- 
quired under Section 6707 in settlement of loans may be classified as 
Section 6705 property subject to the following conditions: 

(1) The expenditures for the improvement must be greater than the 
amount carried on the books of the association pursuant to Section 108 
hereof for the real property acquired by foreclosure or by deed in lieu of 
foreclosure. The improvements must be of a type that changes the charac- 
teristics of the property, and as such excludes costs of rehabilitation of 
existing improvements and the costs of completion of partially com- 
pleted improvements. 

(2) Associations wishing to classify such improvements as Section 
6705 property must obtain the prior written approval of the Commission- 
er. 

(3) Improvements classified as Section 6705 property may not be re- 
classified again as Section 6707 property and are subject to all the limita- 
tions relating to such property, including the five-year holding period 
and percent of assets or net worth limitations. 

(b) When the real property (foreclosed real property and Section 6705 
property improvements) is sold for consideration other than cash or cash 
and an original loan, the use of Section 6701 for a loan to facilitate is inap- 
propriate. The loan for such a sale shall be classified under Sections 
6705.2, 6705.4 or 6705.6. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 
6705-6705.6 and 6706, Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 243.5 to Section 

108.205 (Register 87, No. 14). For prior history, see Register 76, No. 20. 

§ 108.206. Percentage of Asset or Percentage of Statutory 
Net Worth Limitations. 

(a) If a loan on unimproved real property under Section 6705.1 or 
6705.2 and an improvement loan under Section 6705.4 do not together 
exceed the limitations for an original loan, then both such loans may be 
classified as original loans and excluded from the percentage of asset and 
net worth limitations of Sections 6705 and 6705.5. If a loan on unim- 
proved real property under Section 6705.1 or 6705.2 and an improve- 
ment loan under Section 6705.4 together exceed the limitations for an 
original loan, then both such loans are included in the percentage of asset 
and net worth limitations of Sections 6705 and 6705.5 until the sum of 
the unpaid balances of both loans is reduced to the limitations of an origi- 
nal loan; both loans may then be reclassified as original loans and should 
no longer be classified as Section 6705 loans. 

(b) Under Section 6705.5 the total of an association's investment in 
unimproved Section 6705 property plus its investments or loans under 
Sections 6705.1, 6705.2, 6705.3, 6705.4 and 6705.6 together may not at 
any time exceed (1) 2 1/2 percent of the association's total assets, or (2) 
50 percent of its statutory net worth, whichever is less. 

(c) An association shall not make an investment under Section 6705 
if such investment together with the aggregate of existing Section 6705 
investments and loans by the association under authority of Sections 
6705.1 , 6705.2, 6705.4 and 6705.6 would cause an excess over the lesser 
of (1) 5 percent of its total assets, or (2) its statutory net worth. 

(d) An association shall not make an investment in unimproved real 
property under Section 6705, nor investments authorized under Sections 

6705.1, 6705.2, 6705.3, 6705.4 and 6705.6 if such investment together 
with the aggregate of existing investments under such Sections 6705.1, 

6705.2, 6705.3, 6705.4 and 6705.6, and investments in unimproved real 
property under Section 6705, would cause an excess over the lesser of (1) 
2 1/2 percent of the association's total assets, or (2) 50 percent of its statu- 
tory net worth. 

NOTE: Authority cited: Section 5500.5, Financial Code. Reference: Sections 
6705-6705.6 and 6706, Financial Code. 
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History 

1 . Change without regulatory effect renumbering former Section 243.6 to Section 
108.206 (Register 87, No. 14). For prior history, see Register 76, No. 20. 



iDivestmerits and Borrowings 



§ 108.300. Acceptance or Acquisition of Company Stock 
or Securities. 
Except with prior approval of the commissioner an association shall 
not accept or acquire, whether by donation, gift or otherwise, any stock, 
shares or other securities in any company as defined in Section 
1 08.30 1 (a), except the stock, shares or other securities of a company spe- 
cifically authorized as an investment under Section 6702 and of a service 
corporation as defined in Financial Code Section 6702.1, provided such 
stock, shares or other securities of a service corporation are received and 
held by the association after compliance with all requirements of the law 
and regulations covering Section 6702.1 and after prior approval by the 
commissioner. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 6702 
and 672.1, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 231 to Section 
108.300 (Register 87, No. 14). For prior history, see Register 83, No. 16. 



§ 1 08.301 . Terms Defined. 

(a) "Company" means any domestic or foreign corporation, voting 
trust, business trust, limited partnership, partnership fund, joint stock 
company, association, syndicate, organized group of persons, or similar 
organization or group, whether incorporated or not. 

(b) "Issuer" means any party who issues or proposes to issue any secu- 
rity authorized for investment herein. 

(c) "Affiliate of savings and loan" means any person, corporation, sole 
partnership, trust, partnership, or other business organization control- 
ling, controlled by, or under common control with the association. 

(d) "Subordinated debt security" means any unsecured note, deben- 
ture or other debt security issued by an association and subordinated on 
liquidation to claims of accountholders and to all claims having the same 
priority as accountholders. 

(e) "Mortgage-backed bond" means a debt security of an association 
that is secured by an indenture agreement between the association and a 
trustee for the benefit of the person or persons to whom the debt is pay- 
able, and under the terms of which indenture agreement real estate loans 
or interests in real estate loans are pledged by the association as collateral 
for repayment of the debt. The term does not include borrowing by an as- 
sociation secured by a pledge of assets directly to the lender, such as fed- 
eral home loan bank advances or bank borrowings secured by the pledge 
of loans. 

(f) "Commercial paper" means any note, draft, or bill of exchange 
which arises out of a current transaction or the proceeds of which have 
been or are to be used for current transactions, and which has a maturity 
at the time of issuance of not exceeding nine months, exclusive of days 
of grace, or any renewal thereof the maturity of which is likewise limited. 

(g) "Corporate debt security" means a marketable obligation, evidenc- 
ing in indebtedness of any corporation in the form of a bond, note and/or 
debenture which is commonly regarded as a debt security and is not pre- 
dominantly speculative in nature. A security is marketable if it may be 
sold with reasonable promptness at a price which corresponds reasonably 
to its fair value. 

NOTE; Authority cited: Section 5255, Financial Code. Reference: Section 6705.8, 
Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 231 .1 to Section 
108.301 (Register 87, No. 14). For prior history, see Register 83, No. 16. 



§ 108.302. Investments in Loans on Real Property or in 
Other Foreign Countries. 

(a) Prior approval of the commissioner is required before an associ- 
ation may invest in loans or interests in loans pursuant to Section 6702(n). 

(b) Prior consent of the commissioner is required for an association to 
invest pursuant to Section 6702(o) in an amount in excess of one percent 
of its total assets. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6702. 
Financial Code. 

History 

1 . Change without regulatory effect renumbering former Section 23 1 .2 to Section 
108.302 (Register 87, No. 14). For prior history, see Register 83, No. 16. 

§108.303. Borrowing Limitations. 

(a) General. 

(1) Except as the commissioner may otherwise approve by advice in 
writing, an association may borrow and may exceed the limitations speci- 
fied in Sections 67 1 6 and 67 1 7 of the law only in accordance with the pro- 
visions of this section. 

(2) As used in this section, the terin "outside borrowing" means a bor- 
rowing from other than a Federal Home Loan Bank or other similar 
agency. 

(b) Power to borrow. The association may borrow money without lim- 
itation and pledge and otherwise encumber any of its assets to secure its 
debts. 

(c) Right of Purchase. 

( 1 ) General rule. For any secured outside borrowing, the terms of such 
borrowing shall provide that the commissioner and the Federal Savings 
and Loan Insurance Corporation receive prompt written notification of 
any default on the obligation and, before a sale or other disposition of any 
portion of the collateral, that the Federal Savings and Loan Insurance 
Corporation shall have 30 days after written receipt of notice of such pro- 
posed sale or other disposition to exercise a right to repurchase such col- 
lateral at the price to be paid at such sale or to acquire such collateral at 
the value to be assigned to it in any other disposition. 

(2) Exception. The notice and right of purchase required by paragraph 
(c)(1) above shall not apply to collateral consisting of liquid assets as de- 
fined in Section 523. 1 of the Bank Sy.stem Regulations or collateral that 
would qualify as liquid assets but for their remaining term to maturity. 

(d) Required statement for all securities evidencing outside borrow- 
ings. Each security shall bear on its face, in a prominent place, the follow- 
ing legend: "This security is not a savings account or a deposit and it is 
not insured by the Federal Savings and Loan Insurance Corporation." 

(e) Filing requirements for outside borrowings with maturities in ex- 
cess of one year. 

(1) Unless the association meets the net worth requirement of Section 
6900 of the law and, at the close of its most recent semi-annual period, 
it had a ratio of scheduled items (other than assets acquired in a merger 
instituted for supervisory reasons) to specified assets not in excess of 2.5 
percent, it shall, at least ten business days prior to issuance, file with the 
commissioner a notice of intent to issue securities evidencing such bor- 
rowings. Such notice shall contain a summary of the terms of the security, 
including: 

(A) principal amount of the securities; 

(B) anticipated interest rate range and price range at which the securi- 
ties are to be sold; 

(C) minimum denomination; 

(D) stated and average effective maturity; 

(E) mandatory and optional prepayment provisions; 

(F) description, amount, and maintenance of collateral if any; 

(G) trustee provisions if any; 

(H) events of default and remedies of default; and 

(1) any provisions which restrict, conditionally or otherwise, the oper- 
ations of the association. 

(2) The commissioner shall have ten (10) business days after receipt 
of such filing to object to the issuance of such securities. The commis- 
sioner shall object if the terms or covenants of the proposed issue are 
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deemed to place unreasonable burdens on, or convey to the security hold- 
ers undue control over, the operations of the association. If no objection 
is taken, the association shall have one hundred twenty (120) calendar 
days within which to issue such securities. 

(f) Minimum denominations of securities evidencing outside borrow- 
ings. 

(1) General rule. The minimum denomination of the security shall be 
$100,000. 

(2) Exceptions. 

(A) There is no minimum denomination for securities: 

1. issued in a private placement to institutional investors; 

2. constituting evidence of a borrowing from a commercial bank; or 

3. complying with 12 CFR Section 563.8-4 of the Federal Home Loan 
Bank Insurance Regulations and evidencing an obligation maturing in 
less than 90 days to repurchase direct obligations of, or obligations that 
are fully guaranteed as to principal and interest by, the United States or 
any agency thereof. 

(B) The minimum denomination may be $10,000, if the securities are 
not offered or sold at any office of the association or any of its affiliates, 
and 

1 . they are not sold to more than 35 persons or offered by any advertise- 
ment, including any broadcast or written communication published in a 
newspaper, magazine or similar medium, or by any letter, circular, or oth- 
er written communication, sent, given, or communicated to more than 35 
persons who prior to such communication have not indicated an interest 
in purchasing the securities, and any purchases by such persons are for 
their own account and not with a view to distribution; or 

2. prior to or simultaneously with any offering, and prior to issuance, 
purchasers of such securities have been furnished an offering circular 
which conforms to the requirements of paragraphs (g) and (h) of this sec- 
tion; or 

3. the maturity of the securities does not exceed one year. 

(g) Disclosure. No association shall, directly or indirectly in connec- 
tion with the offer, sale, or issuance of a security evidencing a borrowing 
pursuant to this section, make any statement that: (1 ) is false or mislead- 
ing with respect to any material fact; or (2) omits to state any material fact 
(A) necessary in order to make the statements made, in light of circum- 
stances under which they were made, neither false nor misleading, or (B) 
necessary to correct any earlier statement that has subsequently become 
false or misleading. 

(h) Offering circular. 

(1 ) Review. No final offering circular shall be furnished to purchasers 
under subdivision (f)(2)(B) 2 of this section unless it is filed with the 
commissioner and declared effective prior to its use. 

(2) Content. A final offering circular under this section shall be in a 
form satisfactory to the commissioner. At a minimum, it shall contain in- 
formation in detail comparable to that required under the Securities Act 
of 1933, General Form of Registration S-l, or S-7 if the issuing associ- 
ation meets the eligibility requirements prescribed by the Securities and 
Exchange Commission for use of that form, and Item 7 of Form PS as pre- 
scribed in Part 563b of the Rules and Regulations for Insurance of Ac- 
counts ("Insurance Regulations") (12 CFR Part 563b). 

(3) Financial statements. A final offering circular under this section 
shall contain the association's latest audited annual statement of condi- 
tion and audited statements of operations for each of its last three years. 
It shall also contain the association's latest unaudited statements of con- 
dition and operations on a comparad ve basis for the quarter ending within 
one hundred twenty (120) days of its latest amendment. Such financial 
statements shall be prepared in accordance with the requirements of Sec- 
tion 563c. I of the Insurance Regulations. The issuer shall also make 
available promptly upon request to each purchaser of a security issued 
subject to the requirements of subdivision (f)(2)(B)2 (including purchas- 
ers upon resale) while the securities are outstanding, audited annual state- 
ments of condifion and operation and comparative unaudited quarterly 
statements of condition and operations for the first three quarters. 



(i) Note accounts. For purposes of this section, note accounts are not 
boiTOwings. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Sections 6419 
and 6712-6719, Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 231.3 to Section 

108.303 (Register 87, No. 14). For prior history, see Register 83, No. 16. 

§ 108.304. Issuance of Subordinated Debt Securiities. 

(a) General. No association shall issue subordinated debt securities 
pursuant to this section or amend the terms of such securities unless it has 
obtained written approval of the commissioner. Approval of the issue un- 
der this section is required only in order to qualify it under Section 
101.100(h) as part of statutory net worth to the extent provided in that 
section, and may be obtained either before or after the securities are is- 
sued, but no approval shall be granted unless issuance of the securities 
and the form and manner of filing of the application are in accordance 
with the provisions of this section. 

(b) Eligibility requirements. In determining whether the commission- 
er will process an applicafion by an associadon for approval of the is- 
suance of subordinated debt securities pursuant to this section, the com- 
missioner will consider the following factors: 

(1) whether the issuance of such securities by the applicant is autho- 
rized by applicable law and reguladon and is not inconsistent with any 
provision of the applicant's charter, constitution, or bylaws; and 

(2) whether in the opinion of the commissioner the overall policies, 
condidon, and operadon of the applicant do not afford a basis for supervi- 
sory objection to the applicadon. Bases for supervisory objecdon may in- 
clude the following: 

(A) net worth, without regard to the amount of any subordinated debt 
securities to be included in net worth, does not meet the requirements of 
Secdon 6900 of the law. 

(B) scheduled items exceed 2.5 percent of specified assets; 

(C) appraised losses have not been offset by specific reserves to the ex- 
tent required by the commissioner; 

(D) actual and andcipated income from operadons, after distribution 
of earnings to the holders of savings accounts, payment of dividends on 
equity securities and payment of interest on borrowings but before in- 
come taxes, is not demonstrably sufficient for payment of interest and 
amordzadon of debt, discount, and related expenses of the proposed is- 
sue. 

(c) Application form; supporting information. An application for ap- 
proval of the issuance of subordinated debt securides by an association 
pursuant to this section shall be in letter form setting forth all of the terms 
and provisions reladng to the proposed issue and showing that all of the 
requirements of this secdon have been or will be met, and numbered in 
accordance with the numbering of this secdon. 

(d) Requirements as to securities. Subordinated debt securities issued 
pursuant to this section shall meet all of the following requirements un- 
less one or more of such requirements, not including paragraphs (1)(A) 
and (1)(B), which are not eligible for waiver, are waived by the commis- 
sioner. 

(1) Form of certificate. Each certificate evidencing subordinated debt 
issued by an associadon pursuant to this secdon shall: 

(A) Bear on its face, in bold-face type, the following legend: "This se- 
curity is not a savings account or deposit and it is not insured by the Fed- 
eral Savings and Loan Insurance Corporadon"; 

(B) Clearly state that the security: 

1. is subordinated on liquidadon, as to principal, interest, and pre- 
mium, if any, to all claims (including post-default interest) against the 
associadon having the same priority as savings account holders or any 
higher priority; 

2. is unsecured by the assets of the issuing associadon, or any of its af- 
filiates; and 

3. is not eligible as collateral for any loan by the issuing associadon; 
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(C) State or refer to a document stating the terms under which the asso- 
ciation may prepay the obligation, which shall include at least the right 
to prepay without premium or other penalty during the fifteen months im- 
mediately prior to the maturity date; 

(D) State or refer to a document stating that no payment of principal 
shall be accelerated without the approval of the commissioner if after giv- 
ing effect to such payment the association would fail to meet the net statu- 
tory worth requirements of Section 6900 of the law; 

(E) Be in a minimum original amount of at least $50,000, except that 
the minimum original amount shall be $1 0,000 for securities meeting the 
requirements of Section 108.306(f)(2)(B) and upon partial prepayment 
a certificate for the amount then outstanding may be issued in substitution 
therefor. 

(2) Limitation as to term. No subordinated debt security issued by an 
association pursuant to this section shall have an original period to matu- 
rity of less than 7 years. During the first six years that such a security is 
outstanding, the total of all required sinking fund payments, other re- 
quired prepayments and required reserve allocations with respect to the 
portion of such six years as have elapsed shall at no time exceed the origi- 
nal principal amount thereof multiplied by a fraction the numerator of 
which is the number of years which have elapsed since the issuance of 
the security and the denominator of which is the number of years covered 
by the original period to maturity. 

(3) Limitations on sale to certain institutions. No association may sell 
any subordinated debt securities issued pursuant to this section to a Fed- 
eral Home Loan Bank or, except with prior written approval of the com- 
missioner in a supervisory situation, to the Federal Savings and Loan In- 
surance Corporation. 

(e) Filing of application. The application for approval of the issuance 
of subordinated debt securities under this section is filed with the com- 
missioner by transmitting the original and two copies of the application 
and all supporting documents to the commissioner in Los Angeles or San 
Francisco. 

(f) Additional requirements. The commissioner may impose on the 
applicant such requirements or conditions with regard to the securities or 
the offering or issuance thereof as the commissioner may deem necessary 
or desirable for the protection of purchasers or the applicant. 

(g) Limitation on offering period. Following the date of the approval 
of the application by the commissioner the association shall have an of- 
fering period of not more than one year in which to complete the sale of 
the subordinated debt securities issued pursuant to this section. The com- 
missioner may extend such offering period if a written request showing 
good cause for such extension is filed not later than 30 days before the 
expiration of such offering period or any previous extension thereof. 

(h) Reports. Within 30 days after completion of the sale of the subordi- 
nated debt securities issued pursuant to prior approval under this section, 
the association shall transmit a written report to the commissioner stating 
the number of purchasers, the total dollar amount of securities sold, and 
the amount of net proceeds received by the association. 
NOTE; Authority cited: Section 5255, Financial Code. Reference: Section 6702, 
Financial Code. 

History 
1 . Change without regulatory effect renumbering former Section 231 .4 to Section 

108.304 (Register 87, No. 14). For prior histoiy, see Register 83, No. 16. 

§ 108.305. Authorized investments Pursuant to Section 
6702(c) and (d) of the Law. 
(a) The securities in which an association may invest under subsection 
(c) of Section 6702 of the law include the following: 

(1) United States government securities (i.e., treasury bills, notes and 
bonds) 

(2) District of Columbia Armory Board bonds 

(3) Federal Housing Administration debentures 

(4) Government National Mortgage Association: 

(A) Participation certificates 

(B) Mortgage-backed bonds 

(C) Mortgage-backed securities (pass-through) 



(5) Farmers Home Administration insured notes 

(6) New Communities debentures pursuant to Title IV of HUD Act of 
1968 and Title VII of HUD Act of 1970 

(7) Public Housing notes and bonds issued under programs adminis- 
tered by HUD 

(8) Export-Import Bank of the United States debentures, guaranteed 
participation certificates and guaranteed certificates of beneficial interest 

(9) Merchant Marine bonds issued in accordance with the Merchant 
Marine Act of 1936, as amended 

(b) Authorized investments under subsection (d) of Section 6702 in- 
clude securities issued or guaranteed by the following agencies or instru- 
mentalities: 

(1) Federal Home Loan Mortgage Corporation 

(2) Federal Home Loan Banks 

(3) Federal Savings and Loan Insurance Corporation 

(4) Banks for Cooperatives 

(5) Federal Land Banks 

(6) Federal Intermediate Credit Banks 

(7) Student Loan Market Association 

(8) Federal Financing Bank 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6702, 
Financial Code. 

History 
1. Change without regulatory effect renumbering former Section 231.5 to Section 
108.305 (Register 87, No. 14). For prior histoid, see Register 83, No. 16. 

§ 108.306. Authorized Investments Pursuant to CFC 
Section 6702(g). 

(a) The securities in which an association may invest under subsection 
(g) of Section 6702 of the California Financial Code in addition to the se- 
curities stated therein are the following: 

( 1 ) With approval of the commissioner preferred stock of any corpora- 
tion. 

(2) Futures transactions. 

(a) Definitions. As used in this section, the following definitions apply 
unless the context otherwise requires: 

(1) Interest-rate futures contract. A transferable agreement to make or 
take delivery of a standardized amount of an interest-bearing security, 
of standardized minimum quality grade, during a month specified in the 
agreement, under terms and conditions established by an exchange des- 
ignated and regulated by the Commodity Futures Trading Commission. 

(2) Interest-rate futures transacfion. Purchase or sale of an interest- 
rate futures contract. 

(3) Long position. The holding of a futures contract to take delivery 
of securities. 

(4) Mortgage-related securities. Securities based on and backed by 
mortgages, including GNMA-guaranteed mortgage-backed securities, 
Mortgage Participation Certificates of the Federal Home Loan Mortgage 
Corporation, and similar obligations issued by the association or in which 
the association is authorized to invest. 

(5) Offset. To close out an obligation to make or take delivery of secu- 
rities under a futures contract. A futures contract to purchase securities 
is offset by a futures contract to sell securities of the same type for the 
same delivery month. A futures contract to sell securities is offset by a 
futures contract to purchase securities of the same type for the same de- 
livery month. 

(6) Short posifion. The holding of a futures contract to make delivery 
of securities. 

(b) Permitted transactions. To the extent that it has legal power to do 
so, an association may engage in interest-rate futures transactions to re- 
duce its net interest-rate exposure. For purposes of this section, net inter- 
est-rate risk exposure is the volaUlity in an association's earnings that 
can arise from the mismatching of the effecfive maturities of assets and 
liabilities. An association may enter into short positions that are appropri- 
ate for reducing its net interest-rate risk exposure. Long positions, other 
than those that offset short positions, may be entered into only under the 
following conditions: 
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( 1) The futures position must be matched against a firm forward com- 
mitment to sell mortgages not yet originated or to issue mortgage-related 
securities based on mortgages not yet originated. For purposes of this 
paragraph (B), a firm forward commitment is a written commitment obli- 
gating the seller to make delivery, and the buyer to take delivery, of mort- 
gage loans not yet originated or mortgage-related securities based on 
mortgages not yet originated, at a price and on or before a date specified 
in the commitment; and 

(2) An association may enter into and maintain long futures positions 
only to the extent that its firm forward commitments exceed 1 percent 
of long-term assets with fixed interest rates. For purposes of this section, 
long-term assets are those having remaining terms to maturity in excess 
of five years. 

Until February 6, 1 982, associations may continue to engage in mort- 
gage rate futures transactions as authorized immediately prior to January 
23, 1982. Associations with interest-rate futures positions entered into 
before Febiuary 6, 1982, that are not permitted under this paragraph (B), 
will be permitted to continue to hold those futures contracts; provided 
that the mortgage-rate futures transactions were authorized when en- 
tered into and the contracts are not renewed. 

(c) Authorized contracts. An association may engage in interest-rate 
futures transactions using any interest-rate futures contracts designated 
by the Commodity Futures Trading Commission and based upon a secu- 
rity in which the association has authority to invest. 

(d) Board of directors' authorization. Prior to engaging in interest-rate 
futures transactions, an association's board of directors must authorize 
such activity. In authorizing futures trading, the board of directors shall 
consider any plan to engage in interest-rate futures transactions, shall en- 
dorse specific written policies, and shall require the establishment of in- 
ternal control procedures. Policy objectives must be specific enough to 
outline permissible contract strategies taking into account price and yield 
correlations between the assets or liabilities and the futures contracts with 
which they are matched, their relationship to the association's operations 
and how such strategies reduce the association's net interest-rate risk ex- 
posure. Internal control procedures shall include, at a minimum, periodic 
reports to management, segregation of duties and internal review proce- 
dures. In addition, the minutes of the meeting of the board of directors 
shall set forth limits applicable to futures transactions, identify personnel 
authorized to engage in futures transactions, and set forth the duties, re- 
sponsibilities and limits of authority of such personnel. The board of di- 
rectors shall review the position limit, all outstanding contract positions, 
and the unrealized gains or losses on those positions at each regular meet- 
ing of the board. 

(e) Notification. Each association engaging in interest-rate futures 
transactions shall notify the commissioner at the inception of such activ- 
ity and thereafter on a monthly basis shall report such information as the 
commissioner shall require. 

(f) Recordkeeping requirements. An association engaging in futures 
transactions shall maintain records of such transactions sufficient to doc- 
ument how the transactions reduce the net interest-rate risk exposure of 
the association in accordance with the following requirements: 

(1) Contract register. The association shall maintain a contract register 
adequate to identify and control all interest-rate futures contracts and in- 
cluding, at a minimum, the type and amount of each contract, the maturity 
date of each contract, the cost of each contract, the dollar amount and de- 
scription of the asset or liability with which the futures contract is 
matched, and the date and manner in which a contract is closed out. Such 
register shall be prepared in a manner sufficient to indicate at any time 
the association's total outstanding long and short interest-rate futures po- 
sitions. 

(2) Other documentation. The association shall maintain, as part of the 
documentation of its interest-rate futures strategy, a schedule of the as- 



sets and liabilities for which net interest-rate risk exposure is being re- 
duced and the purpose of each contract entered into. 

(3) Maintenance of records. The records designated in this paragraph 
(F) shall be maintained for all futures transactions closed out during the 
past two years. 

(4) Forward commitments to purchase securities, subject to all the re- 
quirements and limitations set forth below: 

(A) Definitions. 

1 . Forward Commitment. An oral or written contract to buy securities 
30 or more days after the contract date; such a commitment is a standby 
commitment if delivery is optional with the seller and a firm commitment 
if both buyer and seller are obligated to perform on the agreed date. 

2. Securities. Assets which are legal investments for an association un- 
der Section 6702 of the law and implementing regulations issued (except 
mortgage futures under Section 108.306(a)(4) of the regulations). 

3. Commitment Fee. Any consideration received directly or indirectly 
by an association for a forward commitment. 

(B) Authorized Personnel. The minutes of the board of directors of the 
association shall set out the names, duties, responsibilities, and current 
limits of authority of the association's personnel authorized to engage in 
forward commitment transactions for the association; the brokerage 
firms through which authorized personnel may conduct forwards activ- 
ity; and the dollar limit on transactions with each such firm. 

(C) Limitations. 

1. General. An association may make forward commitments to pur- 
chase securities, subject to the limits in paragraph 2 below, if that activity 
is conducted in a safe and sound manner. An example of an unsafe and 
unsound practice which may preclude further investment under this regu- 
lation is an inability to fund commitments when due. No association may 
sell a forward commitment or security under agreement to purchase 
another forward commitment or security at a price other than actual mar- 
ket value. 

2. Percent of Assets. An association's outstanding forward commit- 
ments to purchase securities may not exceed an amount equal to ten per- 
cent of its total assets if statutory net worth is less than five percent of total 
assets, or 15 percent of total assets if statutory net worth is five percent 
or more of total assets. 

(D) Disposal Before Settlement. All profit or loss related to disposal 
or modification of a forward commitment before setdement shall be rec- 
ognized on the association's books at the time of disposal or modifica- 
tion. 

(E) Recordkeeping Requirements. An association engaging in for- 
ward commitments shall establish and maintain the following: 

1. A current register of all outstanding forward commitments, includ- 
ing the type (firm or standby), commitment date, amount, rate, price to 
be paid at settlement, market price at date of commitment, settlement 
date, commitment fees received, date and manner of disposal, sales price 
and market value at disposal if disposition is made on or prior to settle- 
ment date other than through funding, and seller's identify and confirma- 
tion; and 

2. Documentation of the association's ability to fund all outstanding 
forward commitments when due. 

(F) Commitment Fees Received. A fee received for a forward commit- 
ment shall be recorded according to generally accepted accounting prin- 
ciples for loan commitment fees. If the commitment period is less than 
30 days, a fee shall be deferred as provided in Section 113. 

(b) Each association shall maintain detailed, separate "Section 
6702(g) Regulation" investment files and records which confirm for ex- 
aminers compliance with this regulation of any investments made pur- 
suant to the sole authority of this reguladon. 

NOTE: Authority cited: Section 5255, Financial Code. Reference: Section 6702, 
Financial Code. 



Page 242 



(4-1-90) 



Title 10 



Savings and Loan Commissioner 



§ 110.2( 



History 

] . Change without regulatory eflect renumbering former Section 23 1 .6 to Section 
108.306 (Register 87, No. 14). For prior history, see Register 83, No. 16. 



Subchapter 9= Operations — Parity 
Regyiations 



Article 1= Extension to State=Licensed 
Associations of Right, Power, Privilege or 

Duty Extended to Federal Institutions 

§ 109.100. Purpose and Scope. 

This subchapter contains rules and regulations respecting Sections 
5500.5 and 7150.1 of the Financial Code. 

NOTE: Authority cited: Sections 5255 and 5500.5, Financial Code. Reference: 
Section 7153.1 and 7153.2, Financial Code. 

History 

1. Change without regulatory effect renumbering former Section 235 to Section 
109.100 (Register 87, No. 14). For prior history, see Register 82, No. 3. 



jybehapter 10. Escrow Operations 



e1o General 



§ 1 1 0.1 00. Applscatson of ReguOations. 

Except as otherwise specified, the provisions of this article shall apply 
to the escrow operations of associations and of service corporations 
which are not licensed by the Department of Corporations. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 



cie 2„ Escrow Operations 



§ 110.200. PolJcies and Procedures. 

Prior to acting as an escrow agent, the board of directors of an associ- 
ation or service corporation shall adopt formal written policies and pro- 
cedures to govern the escrow operations of the association or service cor- 
poration. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 110.201. Experience Requirements. 

Each association or its service corporation which acts as an escrow 
agent shall retain or employ, either as an officer or employee, one or more 
individuals possessing a minimum of four years of responsible escrow 
experience. At least one such person shall be stationed at each office of 
the association or service corporation during all hours in which escrow 
business is conducted at that office. An individual who has taken the sub- 
ject matter courses called Escrow 1, Escrow II, and Escrow III at a Com- 
munity College may substitute such education for up to one year of expe- 
rience to qualify under this section. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 1 1 0.202. Disclosure of Fees. 

Prior to or concurrently with the opening of any escrow account, each 
party to the escrow shall be furnished with a written statement disclosing 
the type and amount of any known fee or fees to be charged by the associ- 
ation or service corporation in connection with its services as an escrow 



agent. Each party shall be advised that there may be additional fees if 
there are changes or conditions imposed by the parties during the escrow 
which require additional services. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 

1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 11 0.203. Delivery of Documents or Property. 

An association or a service corporation which acts as an escrow agent 
shall use documents or other property deposited in escrow only in accor- 
dance with the written instructions of the principals to the escrow transac- 
tion, or if not otherwise directed by written instaictions, in accordance 
with sound escrow practice, or pursuant to order of a court of competent 
jurisdiction. 

NOTE: Authority cited: Secfion 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 11 0.204. Similar Names. 

An association or service corporation which acts as an escrow agent 
shall not conduct business under a corporate or fictitious name similar to 
the name of any escrow agent engaged in the escrow business in the same 
competitive locality or area. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New secfion filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 110.205. Subescrow Agent. 

A subescrow agent may be a bank or trust company under the supervi- 
sion of the Superintendent of Banks, Controller of the Currency, or the 
Commissioner, a state or federal savings and loan association, a munici- 
pal, county, state, or federal governmental agency, a state or federally 
chartered credit union, an insurance or title insurance company admitted 
to do business in the State of California, a company doing business under 
the Industrial Loan Law of the State of California, a company licensed 
to do business under the Escrow Law of the State of California, an attor- 
ney at law admitted to practice in the State of California, or any person 
or persons whose principal business is that of preparing abstracts or mak- 
ing searches of title that are used as a basis for the issuance of a policy 
of title insurance by a company doing business under any law of this state 
relating to insurance companies. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Secfion 6521, 
Financial Code. 

History 

1. New secfion filed 12-7-88; operafive 1-6-89 (Register 88, No. 52). 

§ 1 1 0.206. Printed Instructions. 

(a) A preprinted form of escrow instructions shall not contain: 

(1) An authorization or direction to disburse any money except to an 
authorized subescrow agent prior to recordation of instruments in es- 
crows relating to real property or prior to consummation of sale in es- 
crows relating to bulk sales of personal property; or 

(2) An authorization or direction to deliver, except to a duly authorized 
subescrow agent, or record instruments affecting ownership or interest 
in real or personal property, prior to deposit with the association or ser- 
vice corporation or an authorized subescrow agent of the full sum of 
money required to be deposited in escrow under escrow instructions. 

(b) Nothing in this section shall prohibit: 

(1) The insertion of such authorization in the form of escrow instruc- 
tions, in handwriting or typewriting, at the direction of the party execut- 
ing such instructions; or 

(2) An instruction authorizing disbursements in payment of services, 

fees, or other items of expense, not including, however, commissions 

payable to brokers or agents. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 
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History 
1. New section filed 12-7-88; operative 1-6-89 (Register : 



No, 52). 



i. New section filed 12-7-? 



History 

operative 1-6-89 (Register 1 



No. 52). 



§ 1 1 0.207. Enforcement of Money Judgment, Status of 
Funds and Interest. 

(a) Escrow or trust funds are not subject to enforceinent of a money 
judgment arising out of any claim against the association or service cor- 
poration acting as an escrow agent, and in no instance shall such escrow 
or trust funds be considered or treated as an asset of the association or ser- 
vice coiporation unless the association or service corporation is also a 
principal in the underlying transaction. 

(b) Interest paid or payable on funds deposited in escrow by an associ- 
ation or a service corporation are not subject to enforcement of a money 
judgment arising out of any claim against the association or service cor- 
poration. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 

1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 11 0.208. Escrow Instructions. 

(a) No association or service corporation which acts as an escrow 
agent shall solicit or accept an escrow instruction or amended or supple- 
mental escrow instruction containing any blank to be filled in after sign- 
ing or initialing of such escrow instruction or amended or supplemental 
escrow instruction, nor permit any person to make any addition to, dele- 
tion from, or alteration of an escrow instruction or amended or supple- 
mental escrow instruction unless such addition, deletion, or alteration is 
signed or initialed by all persons who had signed or initiated such escrow 
instruction or amended or supplemental escrow instruction prior to such 
addition, deletion, or alteration. 

(b) At the time of execution a copy of each escrow instruction or 
amended or supplemental escrow instruction shall be delivered to all per- 
sons executing the same. 

(c) All escrow instructions shall be dated. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 

1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 1 1 0.209. Notice of Affiliation or Interest. 

An association or service corporation which acts as an escrow agent 
shall act without partiality to any of the parties to an escrow transaction. 
If an association or a service corporation which acts as an escrow agent 
or an affiliate or an affiliated person of the association or service corpora- 
tion is a principal in the escrow transaction oris acting or has acted as bro- 
ker or salesman in relation to the escrow transaction, the association or 
service corporation shall advise in writing all parties to the escrow trans- 
action of such relationship or affiliation before being employed as es- 
crow agent in connection with such transaction. Such advice shall be on 
the face of the escrow instructions in large, bold type situated in a con- 
spicuous location. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 

1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 1 1 0.21 0. Debit Balances Prohibited. 

An association or service corporation which acts as an escrow agent 
shall not withdraw, pay out, or transfer moneys from any particular es- 
crow account in excess of the amount to the credit of such account at the 
time of such withdrawal, payment, or transfer. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 



§ 1 1 0.21 1 . Statement of Account. 

Upon completion of an escrow transaction, the association or service 
corporation which is acting as an escrow agent shall render to each princi- 
pal to the escrow transaction a statement of account in writing. Such 
statement shall specify all receipts and disbursements of escrow funds for 
such principal's account. Charges made by the association or service cor- 
poration for escrow services, and all disbursements by the association or 
service corporation to a broker or salesman in connection with an escrow 
transaction shall be clearly designated as such and shall be shown sepa- 
rately from disbursements of the association or service corporation. Pay- 
ments outside of escrow, if shown in the statement, shall be set forth sepa- 
rately from payments by or to the association or service corporation. 
NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§110.212. Records. 

Every association or service corporation which acts as an escrow agent 
shall keep and use in its business, books, accounts, and records which 
will properly enable the Commissioner to determine whether the escrow 
functions performed by such association or service corporation comply 
with the provisions of this article. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 1 1 0.21 3. Escrow Receipts. 

An association or service corporation which acts as an escrow agent 
shall issue consecutively prenumbered receipts for all escrow money or 
checks deposited with or mailed to the association or service corporation 
and retain copies of such receipts in a separate file. 
NOTE: Authority cited: Secfion 8053, Financial Code. Reference: Secfion 6521, 
Financial Code. 

History 
1. New section filed 12-7-88; operative 1-6-89 (Register 88, No. 52). 

§ 110.214. Unlawful Commissions, Referral Fees, etc.; 
Other Prohibited Arrangements. 

(a) Except for the normal compensation of its own employees, a ser- 
vice corporation which acts as an escrow agent shall not pay to any other 
person any commission, fee, or other consideration as compensation for 
referring, soliciting, handling, or servicing escrow customers or ac- 
counts. 

(b) Except as permitted by subdivision (c), below, a service corpora- 
tion which acts as an escrow agent is further prohibited from entering into 
any arrangement, or other device, either directly or indirectly, or through 
any other person having a dual capacity, or through any person having 
a direct or indirect interest in the escrow, permitting any fee, commission, 
or compensation which is contingent upon the performance of any act, 
condition, or instruction set forth in an escrow to be drawn or paid, either 
in whole or in part, or in kind or its equivalent, prior to the actual closing 
and completion of the escrow. 

(c) A disbursal, other than for a fee, commission, or compensation, 
may be advanced or paid out prior to the close of an escrow if the written 
instructions of all parties to the transaction so provide. 

NOTE: Authority cited: Section 8053, Financial Code. Reference: Section 6521, 
Financial Code. 

History 

1. New section filed 12-7-88; operative 1-6-89 (Register 8, No. 52). 
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^ehapter 



ieneral Provisions 



Article 



Administration 



§ 250.1 . Adopfion, Amendment and Repeal of Rules. 

NOTE: Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003 and 31502, Corporations Code; Sections 12300, 14201, 17400, 
18347, 22400, 24400 and 30006, Financial Code; and Sections 1344 and 35190. 
Health and Safety Code. 

History 

1. Repealer of Subchapter 1 ( § § 250 through 268) and new Subchapter 1 ( § § 
250.1 through 250.25) Filed 1 1-15-68; designated effective 1-2-69 (Register 
68, No. 43). For prior regulations see Registers: 12, No. 9; 54, No. 6; 56, Nos. 
8, 12; 60, Nos. 6, 15; 61, Nos. 4, 22; 62, No. 2; 63, No. 20; 65, No. 14; 67, Nos. 
40 and 43. 

2. Repealer filed 10-21-82; effective thirtieth day thereafter(Register 82, No. 43). 

§ 250.2. Definotions. 

NOTE: Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003 and 31502. Corporations Code; Sections 12300, 14201, 17400, 
18347, 22400, 24400 and 30006, Financial Code; and Sections 1344 and 35190, 
Health and Safety Code. 

History 
1 . Repealer filed 1 0-2 1 -82; effective thirtieth day thereafter (Register 82, No. 43). 

§ 250.3. Statutes Administered by the Commissioner. 

NOTE: Authority cited: Section 17771. Business and Professions Code; Sections 
25610, 27003, 31502, Corporations Code; Sections 12300, 14201, 17400, 18347, 
22400, 24400, 30006. Financial Code; and Sections 1344 and 35190, Health and 
Safety Code. Reference: Sections 25000-25804, 27000-27203, 29000-29201. 
31000-31516, Corporations Code; Sections 35100-35237, 1340-1399, Health 
and Safety Code; Sections 12000-12403, 14000-15451, 17000-17654, 
18000-18705, 22000-22653, 24000-24651, 30000-30704; and Sections 
17750-17780, Business and Professions Code. 

History 

1. Amendment filed 3-7-73 as an emergency; designated effective 3-7-73. Cer- 
tificate of Compliance included (Register 73, No. 10). For prior history, see 
Register 70, No. 50. 

2. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

3. Amendment filed 5-27-77 as procedural and organizational; effective upon fil- 
ing (Register 77, No. 22). 

4. Amendment filed 12-29-80; effective thirtieth day thereafter(Register81. No. 
1). 

5. Order of Repeal filed 6-3-85 by OAL pursuant to Government Code Section 
1 1349.7; effective thirtieth day thereafter (Register 85, No. 26). 

§ 250.4. Offices of the Department. 

NOTE: Authority cited: Secfion 17771, Business and Professions Code; Sections 
25610, 27003 and 31502, Corporations Code; Sections 12300, 14201, 17400, 
18347, 22400, 24400 and 30006, Financial Code; and Sections 1344 and 35190, 
Health and Safety Code. 

History 

1. Amendment filed 5-27-77 as procedural and organizational; effective upon fil- 
ing (Register 77, No. 22). For prior history, see Register 73, No. 38. 

2. Repealer filed 1 0-2 1-82; effective thirtieth day thereafter (Register 82, No. 43). 

§ 250.5. Business Hours. 

History 
1 . Order of Repeal filed 6-3-85 by OAL pursuant to Government Code Section 
11 349.7; effective thirtieth day thereafter (Register 85, No. 26). 

§ 250.6. Organization of the Department. 

NOTE: Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003 and 31502, Corporations Code; Sections 12300, 14201, 17400, 
18347, 22400, 24400 and 30006, Financial Code; and Sections 1344 and 35190, 
Health and Safety Code. 



History 

1 . Amendment filed 1 2-28-73 as procedural and organizational ; designated effec- 
tive 1-1-74 (Register 73, No. 52). For prior history, see Register 73, No. 26. 

2. Amendment filed 5-27-77 as procedural and organizational; effective upon fil- 
ing (Register 77, No. 22). 

3. Rel)ealer filed 1 0-2 1-82; effective thirtieth day thereafter (Register 82, No. 43). 

§ 250.7. Office for Filing. 

NOTE: Authoritv cited: Section 17771, Business and Professions Code; Sections 
25610, 27003 and 31502. Corporations Code; Sections 12300, 14201, 17400, 
18347, 22400, 24400 and 30006, Financial Code; and Sections 1.344 and 35190, 
Health and Safety Code. 

History 

1 . Amendment filed 5-27-77 as procedural and organizational; effective upon fil- 
ing (Register 77, No. 22). For prior history, see Register 73, No. 52. 

2. Repealer filed 10-2 1-82; effective thirtieth day thereafter (Register 82, No. 43). 

§ 250.8. Releases. 

NOTE: Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003 and 31502, Corporations Code; Sections 12300, 14201, 17400, 
18347. 22400, 24400 and 30006, Financial Code; and Secfions 1344 and 35190, 
Health and Safety Code. 

History 
1 . Repealer filed 1 0-2 1-82; effective thirtieth day thereafter (Register 82, No. 43). 

§ 250.9. Public Inspection of Records. 

During the regular business hours of the Department, members of the 
public may inspect the documents on file in the Department which are 
specified in Section 250.9.1 as being subject to public inspection and 
which are not held confidential pursuant to Section 250.10. Copies of 
such documents, certified under the seal of the Commissioner, will be 
furnished to any person making a request therefor and paying the appro- 
priate fee. See Section 260.617 of these mles. 

NOTE: Authority cited: Secfion 17771. Business and Professions Code; Sections 
25610, 27003, 28951, 29561 and 31502, Corporanons Code; Sections 12300, 
14201, 17400, 18347, 22150, 30006 and 50304, Financial Code; Secfions 1344 
and 35190, Health and Safety Code; and Section 5155, Labor Code. Reference: 
Secfions 25605, 25617, 27005, 28505, 29564, 31504 and 31505, Corporafions 
Code; Sections 1 2300, 22 1 60 and 50304, Financial Code; Sections 6253 and 6254, 
Government Code; Sections 1344, 1351, 1380 and 1383, Health and Safety Code; 
and Secfions 5155, 5159(d) and 5186, Labor Code. 

History 

1 . Amendment filed 1 2-29-80; effecfive thirtieth day thereafter (Register 8 1 , No. 
1). 

2. Editorial correction of Note filed 8-28-85; effective thirtieth day thereafter 
(Register 85, No. 35). 

3. Change without regulatory effect amending section and Note filed 4-21-94 
pursuant to title 1 , secfion 100, California Code of Regulafions (Register 94, No. 
16). 

4. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, fitle 1, Cahfomia Code of Regulafions (Register 94, No. 49). 

5. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulafions (Register 99, No. 9). 

§ 250.9.1 . Records Subject to Public Inspection. 

Except as provided below and in Sections 250. 1 and 250.12, the pub- 
lic records which are subject to public inspection are the following re- 
cords which are filed with, retained by, or prepared by the Department 
pursuant to the statutes administered by the Commissioner: 

(a) All applications, amendments, supplements and exhibits thereto, 
filed for any qualification, registration, order, permit, certificate, license, 
consent or other authority including correspondence between the parties 
and the Commissioner directly relating thereto. Financial statements, re- 
ports, advertising, and correspondence between the parties and the Com- 
missioner directly relating thereto. 

(b) All orders, permits, certificates, licenses, consents or other author- 
ity. 

(c) Notices of public hearings, accusations and statements of issues in 
connection with any application, qualification, registration, order, per- 
mit, certificate, license, consent or other authority; proposed decisions of 
hearing officers and decisions of the Commissioner; the transcripts of 
such proceedings; and correspondence between the parties and the Com- 
missioner directly relating thereto. 
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(d) Public notices in connection with the adoption, amendment or re- 
peal of regulations of the Commissioner; the transcript of such proceed- 
ings; and correspondence with the public directly relating thereto, in- 
cluding comments received from the public. 

(e) Releases, newsletters and, subject to the provisions of Section 
250.12, interpretive opinions, determinations, specific rulings, and the 
correspondence relating thereto. 

NOTE: Authority cited: Section 17771, Business and Professions Code; Sections 
25014.6(b)(2). 25610, 27003, 28951 and 31502, Corporations Code; Sections 
12300, 14201, 17400, 18347, 22150, .30006 and 50304. Financial Code: and Sec- 
tion 5155, Labor Code. Reference: Sections 25014.6(b)(2). 25605. 25617, 27005, 
28505, 3 1504 and 31505, Corporations Code; Sections 12300, 22 160 and 50312, 
Financial Code; Sections 6253 and 6254, Government Code; and Sections 5155, 
5159(d) and 5186, Labor Code. 

History 

1 . New section filed 6-28-74 as procedural and organizational; designated effec- 
tive 7-1-74 (Register 74, No. 26). 

2. Amendment of subsections (b) and (c) filed 9-2-77; effective thirtieth day 
thereafter (Register 77, No. 36). 

3. Repealer and new section filed 12-29-80; effective thirtieth day thereafter 
(Register 81, No. 1). 

4. Amendment of subsection (a) filed 3-16-84; designated effective 3-26-84 pur- 
suant to Government Code section 1 1346.2(d) (Register 84, No. 1 1). 

5. Editorial correction of NOTE filed 8-28-85; effective thirtieth day thereafter 
(Register 85 No. 35). 

6. Amendment of subsecfion (a) filed 1-3-89; operative 2-1-89 (Register 89, No. 
2). 

7. Change without regulatory effect amending subsection (a) and Note filed 
3-1 1 -94 pursuant to title 1 , section 1 00, California Code of Regulations (Regis- 
ter 94, No. 10). 

8. Change without regulatory effect amending subsection (e) and Note filed 
1 2-6-94 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 94, No. 49). 

9. Change without regulatory effect amending subsection (a) and Note filed 
2-24-99 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 99, No. 9). 

10. Change without regulatory effect amending subsection (a) filed 6-3-99 pur- 
suant to section 100, title 1 , California Code of Regulations (Register 99, No. 
23). 

11. Change without regulatory effect amending subsection (a) and Note filed 
9-25-2002 pursuant to section 100, title 1, California Code of Regulations 
(Register 2002, No. 39). 

§ 250.1 0. Requests for Confidentiality. 

(a) Policy. Upon request pursuant to Subsection (b), the Commission- 
er will withhold from public inspection pursuant to Section 6254 of the 
Government Code (and Sections 25605 or 31504 of the Corporations 
Code, if applicable) for such time as in the Commissioner's judgment is 
necessary information received in connection with an application (in- 
cluding applications for interpretive opinions) or report, if in the opinion 
of the Commissioner the public inspection of such information is not nec- 
essary in the public interest or for the purposes of the law under which 
it is filed and such information is reasonably shown to meet any of the 
following requirements: 

(1) Information which is of a proprietary business nature and is in fact 
confidential, including but not limited to trade secrets. 

(2) Information which is of a confidential business nature and which 
is in fact confidential, the release of which would be damaging or prejudi- 
cial to the business concerned. 

(3) The name of any present or proposed investor when such informa- 
tion is filed in an application pursuant to Section 251 13, 25121 or 25133 
of the Corporations Code, if the disclosure of such information may be 
damaging or prejudicial to such person. 

(4) Any other information, upon a .showing that a public interest is 
served in withholding such information. 

(b) Requests for Confidentiality. A request for confidential treatment 
of any information received in connection with any application or report 
submitted to the Commissioner should accompany the submission of 
such information and such information must be submitted separated from 
the other parts of the filing and marked "Confidential Treatment Re- 
quested." Such request must be signed by the person making the applica- 
tion or report and contain the following: 

(1) A statement identifying the information which is the subject of the 
request and the applicafion or report relating thereto. 



(2) A statement specifying the provisions of Subsection (a) pursuant 
to which the request is made. 

(3) A statement of the grounds upon which the request is made, includ- 
ing (if applicable) a statement as to its confidentiality and the measures 
taken to protect its confidentiality, and a statement of the adverse conse- 
quences which are expected to result if the information is disclosed 
through the public records of the Department. 

(4) In the case of a request pursuant to Subsection (a)(3), a statement 
that the investor is not required to disclose investments pursuant to the 
Political Reform Act of 1975 or similar statute. 

(5) A statement of the specific time for which confidential treatment 
of the informafion is necessary and the basis for such conclusion. 

(6) If appropriate, a statement of the extent to which such information 
has been or will be disclosed to present or proposed investors, franchisees 
or other persons appropriate under the statute pursuant to which the infor- 
mation is filed. 

(7) The request for confidentiality should not contain information for 
which itself confidential treatment is desired, as requests for confiden- 
tiahty will be available for public inspection. 

(c) Denial of Request. Material for which confidential treatment is re- 
quested shall not be deemed filed unless the request is granted, and may 
be withdrawn by the applicant if the request is denied, unless (1) the 
Commissioner has already taken an official action in reliance on such in- 
formation prior to receiving the request for confidential treatment or (2) 
the Commissioner determines that the withdrawal of such information is 
otherwise contrary to the public interest. If withdrawn, such information 
will not be considered by the Commissioner in connecfion with the appli- 
cation or report. 

(d) Granting of Request. If a request for confidential treatment is 
granted, the person making such request will be notified in writing, the 
information will be marked "confidential" and kept separate from the 
public file, and the application or report will be noted with the following 
legend: "Addidonal portions of this filing have been granted confidential 
treatment pursuant to Rule 250.10 and are contained in a separate confi- 
dential file." 

NOTE: Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003, 28951, 29561 and 31502, Corporations Code; Sections 12300, 
14201, 17400, 18347, 22150, 30006 and 50304, Financial Code; Sections 1344 
and 35190, Health and Safety Code; and Section 5155, Labor Code. Reference: 
Sections 25605, 25617, 27005, 28505, 29561, 29571, 29670, 31504 and 31505, 
Corporations Code; Sections 12300, 22160 and 50301, Financial Code; Sections 
6253 and 6254, Government Code; Sections 1344, 1351, 1380 and 1383, Health 
and Safety Code; and Sections 5155, 5159 and 5186, Labor Code. 

History 

1. Amendment filed 12-30-71 as an emergency; designated effective 1-1-72. 
Certificate of Compliance included (Register 72, No. 1). 

2. Repealer and new section filed 12-29-80; effective thirtieth day thereafter 
(Register 81, No. 1). 

3. Editorial correction of Note filed 8-28-85; effective thirtieth day thereafter 
(Register 85, No. 35). 

4. Change without regulatory effect amending Note filed 6-3-94 pursuant to title 
1, section 100, California Code of Regulations (Register 94, No. 22). 

5. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, titie 1, California Code of Regulations (Register 94, No. 49). 

6. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 



§ 250.10.5. Disclosure of Confidential Information. 

(a) Informafion held confidendal pursuant to Section 250.10 may be 
disclosed by the Commissioner, at any time and in the Commissioner's 
sole discrefion, whether on the Commissioner's own mofion or upon the 
request of any person: 

(1) To other state or federal regulatory agencies, in accordance with 
law, or 

(2) When necessary or appropriate in any proceeding or invesfigation 
pursuant to the law under which the information was filed, or 

(3) Upon a determination by the Commissioner that confinued confi- 
denfial treatment is no longer justified because the reasons therefore no 
longer exist or because the public interest in disclosing such information 
outweighs the public interest in not doing so. If the Commissioner con- 
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eludes that the disclosure of such informalion is necessary and urgent in 
the public interest or that it is impractical under the circumstances to give 
notice to the person who requested confidential treatment of the informa- 
tion, the information may be disclosed without notice. Otherwise, the 
person who requested confidential treatment of such information will be 
given notice that the release of such information is under consideration 
and the reasons therefore, and an opportunity to make representations 
promptly, within not more than five business days, regarding the contin- 
ued need and justification for continued confidentiality. 

(b) Requests to Inspect Confidential Information. A request to inspect 
confidential information pursuant to Subsection (a)(3) should ordinarily 
be in writing, signed by the person making the request, and state the justi- 
fication for the request. A copy of the request for inspection will ordinari- 
ly be forwarded to the person who requested confidential treatment of the 
information in accordance with Subsection (a)(3). If a request for inspec- 
tion should be held confidential, the reasons therefore must be stated in 
such request, in accordance with Section 250.10(b). 

(c) Nothing contained herein shall be interpreted as affording any per- 
son a right to withdraw information once it has been received by the Com- 
missioner, except as provided in subsection (c) of Section 250.10. 
NOTE; Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003, 28951, 29561 and 31502, Corporations Code; Sections 12300, 
14201, 17400, 18347, 22150. 30006 and 50304, Financial Code; Sections 1344 
and 35190, Health and Safety Code; and Section 5155. Labor Code. Reference: 
Sections 25605, 25617, 27005, 28505, 29561, 29571, 29670, 31504 and 31505, 
Corporations Code; Sections 12300, 22160 and 50302, Financial Code; Sections 
6253 and 6254, Government Code; Sections 1344, 1351 , 1380 and 1383, Health 
and Safety Code; and Sections 5155, 5159 and 5186, Labor Code. 

History 

1 . New section filed 12-29-80; effective thirtieth day thereafter (Register 81 , No. 
1). 

2. Editorial correction of Note filed 8-28-85; effective thirtieth day thereafter 
(Register 85, No. 35). 

3. Change without regulatory effect amending Note filed 6-3-94 pursuant to title 
1, section 100, California Code of Regulations (Register 94, No. 22). 

4. Change without regulatory effect amending NOTE filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

5. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 

§ 250.1 1 . Appearance and Practice Before the Department. 
In any proceeding before the Commissioner, any person may be repre- 
sented by an attorney at law admitted to practice before the highest court 
of any state or territory of the United States, or the Court of Appeals or 
the District Court of the United States for the District of Columbia. Any 
individual may, however, appear before the Department in his own be- 
half, a member of a partnership may represent the partnership, and an au- 
thorized officer of a corporation, trust or association may represent such 
corporation, trust or association. 

NOTE: Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003, 29561, 29851 and 31502, Corporations Code; Sections 12300, 
14201, 17400, 18347, 22150, 30006 and 50304. Financial Code; and Sections 
1344 and 35190, Health Safety Code; and Section 5155, Labor Code. Reference: 
Sections 25000-25804, 27000-27202, 28000-28958, 29500-29572 and 
31000-31516, Corporations Code; Sections 1340-1399 and 35100-35237, 
Health and Safety Code; Secfions 12000-12403, 14000-15451, 17000-17654, 
18000-18705, 22000-22780, 30000-30704 and 50000-50602, Financial Code; 
and Sections 5150-5210, Labor Code. 

History 

1 . Editorial correction adding Note filed 6-7-83 (Register 83, No. 24). 

2. Editorial correction of Note filed 8-28-85; effecfive thirtieth day thereafter 
(Register 85, No. 35). 

3. Change without regulatory effect amending Note filed 6-3-94 pursuant to title 
1, section 100, California Code of Regulations (Register 94, No. 22). 

4. Change without regulatory effect amending NOTE filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

5. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 

§ 250.1 1 .1 . Telephone Transceiving Equipment. 

Messages directed to the San Francisco and Los Angeles offices of the 
Commissioner by means of Xerox Telecopier, Magnafax, or other com- 
patible telephone transceiving equipment will be accepted by the Com- 



mission as complying with the requirement of notification under Section 
251 1 1(c) of the Corporations Code concerning the date and time when 
a federal registration statement has become effective and with respect to 
the content of the price amendment, if any. Such notification must be fol- 
lowed up by filing of a posteffective amendment to the application con- 
taining the information and documents in the price amendment, and tele- 
phone transceiving equipment may not be utilized for that filing. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
251 1 1, Corporations Code. 

History 

1. New section filed 4-6-72 as an emergency; effective upon filing (Reeister 72, 
No. 15). 

2. Certificate of Compliance filed 7-20-72 (Register 72, No. 30). 

3. Editorial coirection (Register 73, No. 17). 

4. Editorial correction of NOTE filed 6-7-83 (Register 83, No. 24). 

§ 250.12. Interpretive Opinions, Determinations and 
Specific Rulings. 

(a) The Commissioner has discretionary authority to issue interpretive 
opinions pursuant to Corporations Code Section 2561 8 (of the Corporate 
Securities Law of 1968), Corporations Code Section 29546 (of the Cali- 
fornia Commodity Law of 1990), Corporations Code Section 31510 (of 
the Franchise Investment Law), Corporations Code Section 28952 (of 
the Capital Access Company Law), and Financial Code Section 50312 
(of the California Residential Mortgage Lending Act); determinations 
under Corporations Code Section 25014.6(b)(2); and specific rulings un- 
der Financial Code Section 22150 (of the California Finance Lenders 
Law). Each request for a written interpretive opinion, determination or 
specific ruling of the commissioner shall be made in writing and shall ful- 
ly set forth the questions presented and the particular facts and circum- 
stances upon which the opinion is requested. Each interpretive opinion, 
determination or specific ruling is applicable only to the transaction iden- 
tified in the request therefor, and may not be relied upon in connection 
with any other transaction. 

(b) The name(s) of the principal party(ies) or person(s) on whose be- 
half an interpretive opinion, determination or specific ruling has been re- 
quested, are indexed in the Department's index reference system. 

(c) Copies of published interpretive opinions, determinations or spe- 
cific ruhngs are available as specified in subsection (f) of Section 
260.608. Requests for confidentiality of opinion requests are processed 
subject to the procedures in Secfions 250.10 and 250.10.5. 

NOTE: Authority cited: Sections 25014.6(b)(2), 25610, 28951, 29561 and 31502, 
Corporations Code; Secfions 22 150 and 50304, Financial Code; and Section 5 1 55, 
LaborCode. Reference: Sections 25014.6(b)(2), 25618, 28952, 29546 and 31510, 
Corporations Code; Sections 22160 and 5C)312, Financial Code; and Section 
5155(b), LaborCode. 

History 

1. Amendment filed 12-30-71 as an emergency; designated effective 1-1-72. 
Certificate of Compliance included (Register 72, No. 1). 

2. Amendment of subsecdon (b) filed 4-6-72 as an emergency; effective upon fil- 
ing (Register 72, No. 15). 

3. Certificate of Compliance filed 7-20-72 (Register 72, No. 30). 

4. Amendment filed 12-29-80; effective thirtieth day thereafter (Register 81, No. 
1). 

5. Amendment of subsecfion (a) filed 9-25-81; effective thirtieth day thereafter 
(Register 81, No. 39). 

6. Amendment of subsecfion (a) filed 1-11-91; operafive 2-10-91 (Register 91, 
No. 10). 

7. Editorial correction of printing errors in subsections (a) and (c) (Register 94, No. 
2). 

8. Change without regulatory effect amending section and Note filed 3-1 1-94 
pursuant to fitle 1, section 100, California Code of Regulafions (Register 94, No. 
10). 

9. Change without regulatory effect amending section heading, text and NOTE filed 
1 2-6-94 pursuant to secdon 1 00, dtle 1, California Code of Regulations (Regis- 
ter 94, No. 49). 

10. Change without regulatory effect amending subsecdons (a) and (b) and Note 
filed 2-24-99 pursuant to secdon 100, tide 1, California Code of Regulations 
(Register 99, No. 9). 

11. Change without regulatory effect amending subsection (a) filed 6-3-99 pur- 
suant to section 100, title 1, California Code of Regulations (Register 99, No. 

23). 
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12. Change without regulatory effect amending subsection (a) and Note filed 
9-25-2002 pursuant to section 100, title I, California Code of Regulations 
(Register 2002, No. 39). 

§ 250.13. Applications and Reports. 

NOTE; Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003 and 31502, Corporations Code; Sections 12300, 14201, 17400. 
18347, 22400, 24400 and 30006, Financial Code; and Sections 1344 and 35190, 
Health and Safety Code. 

History 

1 . Repealer filed 1 0-21-82; effective thirtieth day thereafter (Register 82, No. 43). 

§250.14. Verification. 

Whenever the statute or these rules require a document to be verified, 
it shall be verified in accordance with the provisions of Sections 446 and 
2015.5 of the California Code of Civil Procedure. 

NOTE: Authority cited: Section 17771. Business and Professions Code; Sections 
25610, 27003, 29561 and 31502, Corporations Code: Sections 12300. 14201, 
17400, 18347, 22150, 28951, 30006 and 50304, Financial Code; Sections 1344 
and 35190, Health and Safety Code and Section 5155, Labor Code. Reference: 
Sections 17750-17781, Business and Professions Code; Sections 25000-25804, 
27000-27202. 28000-28958, 29500-29572 and 31000-31516, Corporations 
Code; Sections 1340-1399 and 35100-35237, Health and Safety Code; Sections 
12000-12403, 14000-15451, 17000-17654, 18000-18705,22000-22780, 
30000-30704 and 50000-50602, Financial Code; and Sections 5 150-5210, Labor 
Code. 

History 

1. Editorial correction adding Note filed 6-7-83 (Register 83, No. 24). 

2. Editorial coiTection of Note filed 8-28-85; effective thirtieth day thereafter 
(Register 85, No. 35). 

3. Change without regulatory effect amending Note filed 6-3-94 pursuant to title 
1, section 100, California Code of Regulations (Register 94, No. 22). 

4. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

5. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 

§ 250.15. Payment of Fees and Refunds. 

Fees required by the statutes administered by the Commissioner or 
these rules are due and payable upon filing of the application regardless 
of the action taken thereon and should be submitted together with the 
application or other filing to which they refer. Checks should be made 
payable to the "Department of Corporations" and need not be certified. 
Refunds of filing fees paid to the Department are made in accordance 
with Sections 13140 through 13144 of the California Government Code. 
Normally, refunds of excess fees paid to the Department do not require 
the filing of a request for refund. When a request for refund is required, 
such request should be filed in letter form at the Department's office 
where the application was filed and should specify the following: 

(a) The name of the applicant. 

(b) The law under which the application was filed and the date of filing 
the application. 

(c) The number of the receipt issued for the filing fees paid to the De- 
partment and the total amount paid. 

(d) The amount of the refund claimed as due and the grounds upon 
which the claim is made. 

NOTE: Authority cited: Section 17771, Business and Professions Code; Sections 
25610, 27003, 29561 and 31502. Corporations Code; Sections 12300, 14201, 
17400, 18347, 22150, 28110, 30006 and 50304, Financial Code; Sections 1344 
and 35190, Health and Safety Code; and Section 5155, Labor Code. Reference: 
Sections 17750-17781, Business and Professions Code; Sections 25000-25804, 
27000-27202, 29500-29572 and 31000-31516, Corporations Code: Sections 
1340-1399 and 35100-35237, Health and Safety Code; Sections 12000-12403, 
14000-15451, 17000-17654, 18000-18705, 22000-22780, 28000-28958, 
30000-30704 and 50000-50602, Financial Code; and Sections 5150-5210, Labor 
Code. 

History 

1. Editorial correction adding Note filed 6-7-83 (Register 83, No. 24). 

2. Editorial correction of Note filed 8-28-85; effective thirtieth day thereafter 
(Register 85, No. 35). 

3. Change without regulatory effect amending Note filed 6-3-94 pursuant to title 
1, section 100, California Code of Regulations (Register 94, No. 22). 

4. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

5. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
secfion 100, title 1, California Code of Regulations (Register 99, No. 9). 



§ 250.16. Abandonment and Withdrawal. 

The Commissioner may by notice to the applicant order an application 
to be abandoned upon the failure of the applicant within a reasonable time 
to respond to any request for additional information or otherwise to com- 
plete the showing required for action upon the application; or the appli- 
cant may with the consent of the Commissioner withdraw his application. 
There can be no refund of the filing fee paid upon abandonment or with- 
drawal of the application. 

NOTE: Authority cited: Section 17771. Business and Professions Code; Sections 
25610, 27002, 28951, 29561 and 31502. Corporations Code; Sections 12300, 
14201, 17400, 18347, 22150, 30006 and 50304, Financial Code; Sections 1344 
and 35190, Health and Safety Code: and Section 5155, Labor Code. Reference: 
Sections 17750-17781, Business and Professions Code; Sections 25000-25804, 
27000-27202, 28000-28958, 29500-29572 and 31000-31516, Corporations 
Code; Sections 12000-12403, 14000-15451, 17000-17654, 18000-18705, 
22000-22780, 30000-30704 and 50000-50602, Financial Code; and Sections 
5150-5210, Labor Code. 

History 

1. Editorial correction adding NOTE filed 6-7-83 (Register 83, No. 24). 

2. Editorial correction of Note filed 8-28-85; effective thirtieth day thereafter 
(Register 85, No. 35). 

3. Change without regulatory effect amending Note filed 6-3-94 pursuant to title 
1, section 100, California Code of Regulations (Register 94, No. 22). 

4. Change without regulatory effect amending NOTE filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

5. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 



Article 2. Hearings 

§ 250.1 7. Scope of This Article. 

This Article governs the conduct of all hearings held in connection 
with matters pending before the Commissioner, except hearings required 
by law to be conducted according to the California Administrauve Proce- 
dure Act (Chapter 5, commencing with Secfion 1 1500, of Part 1 of Divi- 
sion 3 of Title 2 of the Government Code), but including those hearings 
where a person entitled to a hearing in accordance with the provisions of 
the Administrafive Procedure Act has consented to a hearing before the 
Department pursuant to Secfions 25702 and 31513 of the Corporafions 
Code. 

NOTE: Authority cited: Sections 25610, 27003, 28951 and 31502, Corporations 
Code; Sections 17400, 18347, 22150 and 50304, Financial Code; and Section 
5155, Labor Code. Reference: Sections 25702, 27201, 28955 and 31 51 3, Corpora- 
tions Code; Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Section 5207, Labor Code. 

History 

1 . Amendment filed 10-2 1-82; effective thirtieth day thereafter (Register 82, No. 
43). 

2. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

3. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 

§ 250.1 8. Initiation of Hearing. 

Each hearing before the Department is commenced by the filing and 
service of a nofice of hearing. A nodce of hearing is a written statement 
prepared by the Commissioner which sets forth the matters to be consid- 
ered at the hearing in sufficient detail to permit the respondent or other 
interested parties to prepare and present their allegations, and evidence 
in support thereof, at the hearing and shall contain the following: 

(a) A brief statement of the facts which give rise to the hearing. 

(b) A statement of the issues to be considered at the hearing, together 
with a reference to the relevant statutes and rules. 

(c) The time and place of the hearing. 

NOTE: Authority cited: Sections 25610, 27003 and 31502, Corporations Code; 
Sections 17400, 18347, 22150, 28951 and 50304, Financial Code; and Section 
5155, Labor Code. Reference: Sections 25702, 27201, 28955 and 3 151 3, Corpora- 
tions Code; Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Section 5207, Labor Code. 

History 

1. New Note filed 8-28-85; effective thirtieth day thereafter (Register 85, No. 
35). 

2. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, title 1, CaUfomia Code of Regulations (Register 94, No. 49). 
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3. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 

§ 250.19. Service of Notice of Hearing. 
Notice of any hearing shall be: 

(a) Posted on the bulletin board in the appropriate office of the Depart- 
ment; 

(b) If so ordered by the Commissioner in a particular case, published 
at least once in a newspaper of general circulation published in such 
county or city and county as the Commissioner may designate in such or- 
der; and 

(c) Served upon each respondent and such other interested party or 
parties as ordered by the Commissioner by personal service or mail. Ser- 
vice may be proved in the manner provided by law for service of papers 
by mail in civil actions. 

NOTE: Authority cited; Sections 25610, 27003, 28951 and 31502, Corporations 
Code; Sections 17400, 18347, 22150 and 50304, Financial Code; and Section 
5155, Labor Code. Reference: Sections 25702, 27201, 28955 and 31513, Corpora- 
tions Code; Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Section 5207, Labor Code. 

History 

1. New Note filed 8-28-85; effective thirtieth day thereafter (Register 85, No. 
35). 

2. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

3. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 

§ 250.20. Time of USSotice. 

The notice of hearing shall be posted, published (if required) and 
served not less than 10 days nor more than 30 days prior to the date fixed 
for the hearing, unless the Commissioner for good cause shown pre- 
scribes a shorter time of notice. 

NOTE: Authority cited: Sections 25610, 27003, 28951 and 31502, Corporations 
Code; Sections 17400, 18347. 22150 and 50304, Financial Code; and Section 
5155 Labor Code. Reference: Sections 25702. 27201 , 28955 and 3 1 5 1 3, Corpora- 
tions Code; Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Section 5207, Labor Code. 

History 

1 . New Note filed 8-28-85; effective thirtieth day thereafter (Register 85, No. 
35). 

2. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

3. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 

§250.21. Subpoenas. 

Prior to and during the hearing, the hearing officer may issue subpoe- 
nas and subpoenas duces tecum at the request of any interested party in 
the manner prescribed by Sections 1 1450. 10, 1 1450.20 and 1 1450.40 of 
the Government Code for subpoenas and subpoenas duces tecum in civil 
actions. 

NOTE: Authority cited: Sections 25610, 27003, 28951 and 31502, Corporations 
Code; Sections 17400, 18347, 22150 and 50304, Financial Code; and Secfion 
5155, Labor Code. Reference: Secfions 25702, 27201 , 28955 and 3151 3, Corpora- 
tions Code; Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Section 5207, Labor Code. 

History 

1. Amendment filed 10-21-82; effecfive thirtieth day thereafter (Register 82, No. 
43). 

2. Change without regulator}' effect amending Note filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

3. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
secfion 100, title 1, Cafifomia Code of Regulations (Register 99, No. 9). 

4. Change without regulatory effect amending section filed 6-3-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 23). 

§ 250.22. Continuances. 

A hearing shall be held at the time and place set forth in the notice of 
hearing, but may at such time or from time to tiine be continued by the 
hearing officer from day to day or adjourned to a later date or to a differ- 
ent place, without nodce other than the announcement thereof at the hear- 
ing. 

Note: Authority cited: Secfions 25610, 27003, 28951 and 31502, Corporations 
Code; Sections 17400, 18347, 22150 and 50304, Financial Code; and Secfion 
5155, LaborCode. Reference; Secfions 25702, 27201, 28955 and 31513, Corpora- 



tions Code; Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Secfion 5207, Labor Code. 

History 

1. New Note filed 8-28-85; effective thirtieth day thereafter (Register 85, No. 
35). 

2. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 100, title 1, California Code of Regulations (Register 94, No. 49). 

3. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of RegulaUons (Register 99, No. 9). 

§ 250.23. Hearing Record. 

A reporter shall record the proceedings of each hearing, unless the 
Commissioner otherwise directs upon request of the applicant. All docu- 
ments offered and received into evidence at the hearing shall be num- 
bered as exhibits and made a part of the record. 

NOTE: Authority cited: Sections 25610. 27003, 28951 and 31502. Corporations 
Code: Sections 17400, 18347, 22150 and 50304, Financial Code; and Section 
5155, LaborCode. Reference: Secfions 25702, 27201, 28955 and 31513, Corpora- 
tions Code; Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Section 5207, Labor Code. 

History 

1. New Note filed 8-28-85; effective thirtieth day thereafter (Register 85, No. 
35). 

2. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
secfion 100, fitle 1, California Code of Regulations (Register 94, No. 49). 

3. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
secfion 100, fitle 1, California Code of Regulations (Register 99, No. 9). 

§ 250.24. Procedure and Evidence. 

A representative of the Department shall first introduce appropriate 
evidence necessary to establish the jurisdiction of the Commissioner and 
the scope of the hearing. Thereafter, the hearing officer shall determine 
the order in which evidence may be presented, as required by the circum- 
stances of the parficular matter. Witnesses shall give evidence upon oath 
or affirmation and each interested party shall have the right to call and 
examine witnesses and to cross-examine opposing witnesses in any 
manner relevant to the issues. Any relevant evidence shall be admitted 
if it is the type of evidence upon which responsible persons are accus- 
tomed to rely in the conduct of serious affairs, whether or not admissible 
over objection in a civil action. The hearing officer shall have authority 
to administer oaths and affirmations, to rule on the admission or exclu- 
sion of evidence and to take all necessary action to insure a fair and order- 
ly conduct of the hearing. The hearing officer may take official notice of 
any generally accepted technical or scientific matter within the Commis- 
sioner's special field of competency and also of any fact which may be 
judicially noticed by the courts. 

Note: Authority cited: Secfions 25610, 27003, 28951 and 31502, Corporations 
Code; Sections 17400, 18347, 22150 and 50304, Financial Code; and Section 
5 1 55, Labor Code. Reference; Sections 25702, 27201 , 28955 and 31513, Corpora- 
uons Code; Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Section 5207, Labor Code. 

History 

1. New Note filed 8-28-85; effective thirtieth day thereafter (Register 85, No. 
35). 

2. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
secfion 100, title 1, California Code of Regulations (Register 94, No. 49). 

3. Change without regulatory effect amending NOTE filed 2-24-99 pursuant to 
section 100, tifie 1, California Code of Regulafions (Register 99, No. 9). 

§ 250.25. Cost of Hearing. 

When an applicant requests that a hearing be held, the Commissioner 
shall estimate the expenses to be incurred in noticing and conducting the 
hearing, and the applicant shall deposit the estimated amount in cash with 
the Commissioner prior to the hearing date, together with written instruc- 
tions authorizing the distribution thereof. In the event the expense in- 
curred exceeds the estimate, an addifional deposit may be required before 
the decision is rendered. Any amount deposited in excess of the expenses 
actually incurred will be returned to the applicant. 
NOTE: Authority cited: Sections 25610, 27003, 28951 and 31502, Corporafions 
Code; Secfions 17400, 18347, 22150 and 50304, Financial Code; and Secfion 
5 155, Labor Code. Reference: Sections 25702, 27201, 28955 and 31513, Corpora- 
tions Code: Sections 17604, 18117, 18349, 18353, 18360, 18367, 22717 and 
50331, Financial Code; and Secfion 5207, Labor Code. 

History 
1. Editorial correction adding NOTE filed 6-7-83 (Register 83, No. 24). 
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2. Change without regulatory effect amending Note filed 12-6-94 pursuant to 
section 1 00, title 1 , California Code of Regulations (Register 94, No. 49). 

3. Change without regulatory effect amending Note filed 2-24-99 pursuant to 
section 100, title 1, California Code of Regulations (Register 99, No. 9). 



Article 3. Conflict of Interest 

§ 250.30. General Provisions. 

(a) Authority. This Conflict of Interest Code has been adopted pur- 
suant to the provisions of Government Code Sections 87300, at seq. It is 
separate and apart from the requirements and prohibitions set forth in 
Section 260.607 of this title. All employees should refer to that section 
for additional requirements and prohibitions. 

(b) Genera] prohibitions. All employees of the Department of Corpo- 
rations are subject to the provisions for disqualification set forth in Gov- 
ernment Code Sections 87100 and 87103. 

(c) References. Tlie Political Refonn Act is set forth in Sections 
81000, et seq., of the Government Code. The Regulations of the Fair Po- 
litical Practices Commission are set forth in Division 6, Title 2, Califor- 
nia Code of Regulations. Copies of the Government Code and Title 2 of 
the California Code of Regulations are available in each library of the De- 
partment of Corporations. 

(d) The Code. Set forth below is the Conflict of Interest Code of the 
Department of Corporations. 

CONFLICT OF INTEREST CODE FOR THE 
DEPARTMENT OF CORPORATIONS 

The Political Reform Act, Government Code Sections 81000, et seq., 
requires state and local government agencies to adopt and promulgate 
Conflict of Interest Codes. The Fair Political Practices Commission has 
adopted a regulation, Title 2 California Code of Regulations Section 
18730, which contains the terms of a standard Conflict of Interest Code, 
which can be incorporated by reference, and which may be amended by 
the Fair Political Practices Commission to conform to amendments in the 
Political Reform Act after public notice and hearings. Therefore, the 
terms of Title 2 California Code of Regulations Section 18730 and any 
amendments to it duly adopted by the Fair Political Practices Commis- 
sion, along with the attached Appendix in which officials and employees 
are designated and disclosure categories are set forth, are hereby incorpo- 
rated by reference and constitute the Conflict of Interest Code of the De- 
partment of Corporations with the addition provided below. 

Designated employees shall file statements of economic interests with 
the Manager of Human Resources of the Department of Corporations, 
(under the supervision of the Deputy Commissioner of the Office of 
Management and Budget and consultation of the Deputy Commissioner 
and General Counsel) to whom the agency has delegated the authority to 
carry out the duties of filing officer. Upon receipt of the statement of the 
Commissioner of Corporations, the Manager of Human Resources shall 
make and retain a copy and forward the original of this statement to the 
Fair Political Practices Commission. The Department will make the 
statements available for public inspection and reproduction in accor- 
dance with Government Code Section 81008. 

Addition: A business enfity or source of income does business in the 
state, plans to do business in the state, or has done business in the state 
within the past two years within the meaning of Government Code Sec- 
tions 82030 and 82034, incorporated by reference into this Code by Sec- 
tion 1 of the standard Code, Title 2 California Code of Regulations Sec- 
tion 1 8730(b)(1), in addidon to any meaning those terms might otherwise 
have, if it has applied for or received a permit, registration, certificate, or- 
der or opinion from the Commissioner or if it is subject to any investiga- 
tion by the Commissioner. 

Prohibition on Honoraria. As provided in Section 8 of the standard 
Code, Title 2 California Code of Regulations Section 18730(b)(8), the 
prohibition on honoraria and the definition of "honorarium" contained in 
the Political Reform Act of 1 974 shall apply to this Code. Title 2, Section 
18730(b)(8) of the California Code of Regulations and any amendments 



to it duly adopted by the Fair Political Practices Commission are hereby 
incorporated by reference. 

Gifts. As provided in Section 8. 1 of the standard Code, Title 2 Califor- 
nia Code of Regulations Section 18730(b)(8.1), the limitation on gifts 
contained in the Pohtical Reform Act of 1974 shall apply to this Code. 
Title 2, Section 1 8730(b)(8. 1 ) of the California Code of Regulations and 
any amendments to it duly adopted by the Fair Political Practices Com- 
mission are hereby incorporated by reference. 

NOTE: Authority cited: Sections 87300 and 87306, Government Code; and Sec- 
tion 25610, Corporations Code. Reference: Sections 87300, et seq.. Government 
Code; and Section 25607, Corporations Code. 

History 

1 . Repealer of article 3 (sections 250.30-250.38) and new article 3 (section 250.30 
and Appendix) filed 2-26-81; effective thirtieth day thereafter. Approved by 
Fair Political Practices Commission 1 2-1-80 (Register 8 1 , No. 9). For prior his- 
tory, see Registers 79, No. 45 and 77, No. 20. 

2. Amendment of subsections (a) and (d) and Appendix filed 9-23-82; effective 
thirtieth day thereafter (Register 82, No. 39). 

3. Change without regulatory effect pursuant to section 100, Title 1, California 
Code of Regulations amending section 250.30, filed 3-4-91; operative 4-3-91 
(Register 91, No. 14). 

4. Amendment of Appendix filed 11 -4-91; operative 12-4-91. Submitted to OAL 
for printing only (Register 92, No. 8). 

5. Amendment of Appendix filed 2-1 4-94; operafive 3- 1 6-94. Submitted to OAL 
for printing only. Approved by Fair Political Practices Corrunission 1-18-94 
(Register 94, No. 7). 

6. Amendment of subsection (d) — Conflict of Interest Code and Appendix filed 
9-16-97; operative 10-16-97. Approved by Fair Political Practices Commis- 
sion 7-7-97 (Register 97, No. 38). 

7. Amendment of section and Appendix filed 3-26-2002; operative 4-25-2002. 
Approved by Fair Polifical Practices Commission 2-8-2002 (Register 2002, 
No. 13). 

8. Amendment of section and Appendix filed 4-26-2004; operative 5-26-2004. 
Approved by Fair Political Pracfices Commission 2-25-2004 (Register 2004, 
No. 18). 

9. Amendment of Appendix filed 4-25-2007; operative 5-25-2007. Approved by 
Fair Political Practices Commission 3-9-2007 (Register 2007, No. 1 7). 

Appendix 

Designated Employees Disclosure Categories 

Commissioner of Corporations A 

Chief Deputy Commissioner of Corporations A 

Deputy Commissioners, Assistant Commissioners, and General Counsel ... A 
All Special Assistants or Advisors to the Commissioner 

(regardless of classification) A 

Counsel assigned to the Office of Law & Legislation A 

All other Counsel (regardless of rank) B 

Examiners and Auditors (regardless of rank) assigned to the Securities 

Regulation Division and Enforcement Division B 

Regional Manager, Supervising Investigator and Associate 

Investigator assigned to the Enforcement Division B 

Examiners and Auditors (regardless of rank) assigned to the Financial 

Services Division C 

Librarian D 

Data Processing Manager D 

All Information Technology Staff assigned to arrange contracts and/or 

solicit bids D 

Accounting Office Supervisor D 

Business Services Officer D 

All Contract Analysts and Procurement Staff D 

All Staff Services Managers (regardless of rank) D 

Office Manager D 

Operations Officer D 

Consultant* A 

Disclosure Categories 

Category A. 

Each "designated employee" in this category shall report: 

(1 ) Any investment and/or business position in any business entity and 
income, including gifts, loans and travel payments, from any source, or 
representative thereof, which has transacted business with the Depart- 
ment or been the subject of any legislation or rulemaking activity during 
the preceding two years or which the designated employee knows or has 
reason to know will transact business with the Department or be the sub- 
ject of any legislation or rulemaking activity. 

(2) Any interest in real property which during the preceding two years 
has been rented or leased to, or which the designated employee knows or 
has reason to know may be rented, leased or sold to a business entity or 
non-profit, or representative thereof, which has transacted business with 
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the Department or been the subject of any legislation or rulemaking activ- 
ity during the preceding two years or which the designated employee 
knows or has reason to know will transact business with the Department 
or be the subject of any legislation or rulemaking activity. 

(3) For purposes of this category, "transacting business with the De- 
partment" includes, but is not limited to, any activity or contact with the 
Department in connection with a permit, order, registration, license, cer- 
tificate, opinion, complaint or enforcement action. A business entity, 
non-profit or source has been or will be "the subject of any legislation 
or rulemaking activity" if the business entity, non-profit or source is, 
was, will be, or would have been affected by any legislation or aile in 
connection with the laws over which the Commissioner has jurisdiction, 
whether or not such legislation or rule was enacted, adopted, amended or 
repealed. 

Category B. 

Each "designated employee" in this category shall report: 

(1) Any investment and/or business position in any business entity and 
income, including gifts, loans and travel payments, from any source, or 
representative thereof, with which the designated employee has trans- 
acted business on behalf of the Department during the preceding two 
years or knows or has reason to know that he or she will transact business 
on behalf of the Department. 

(2) Any interest in real property which during the preceding two years 
has been rented or leased to, or which the designated employee knows or 
has reason to know may be rented, leased or sold to a business entity or 
non-profit, or representative thereof, with which the designated em- 
ployee has transacted business on behalf of the Department during the 
preceding two years or, knows or has reason to know that he or she will 
transact business on behalf of the Department. 

(3) For the purposes of this category, "transacting business on behalf 
of the Department" includes, but is not limited to, preparing or reviewing 
material in connection with a permit, order, registration, license, certifi- 
cate, opinion, complaint, enforcement action or legislation or rules in 
connection with the laws over which the Commissioner has jurisdiction. 

(4) Absent specific knowledge to the contrary which, in light of his or 
her specific functions and duties within the Department which would put 
the employee on notice, a designated employee in Category B has no rea- 
son to know that he or she will transact business on behalf of the Depart- 
ment with any business entity which is the issuer of securities exempt 
from the qualification requirement of the Corporate Securities Law of 
1968 by virme of Subsections (a), (b), (c), (d), (g), (h), (i), Q), (m), (o) or 
(p) of Section 25 100 of that Law. 

Category C. 

Each "designated employee" in this category shall report: 

(1) Any investment and/or business position in any business entity and 
income, including gifts, loans and travel payments, from any source, or 
representative thereof, which has requested and/or obtained during the 
preceding two years, or which the designated employee knows or has rea- 
son to know will request and/or obtain, a license or certificate under the 
laws administered by the Financial Services Division, or which has been 
subject to any action, or which he or she knows or has reason to know will 
be subject to any action, by the Department in connection with the failure 
to obtain a license or certificate under such laws. 

(2) Any interest in real property, which during the preceding two years 
has been rented or leased to, or which the designated employee knows or 
has reason to know may be rented, leased or sold to a business entity or 
non-profit, or representative thereof, which has requested and/or ob- 
tained during the preceding two years, or which he or she knows or has 
reason to know may request and/or obtain, a license or certificate under 
the laws administered by the Financial Services Division, or which has 
been subject to any action, or which he or she knows or has reason to 
know may be subject to any action, by the Department in connection with 



the failure to obtain a license or certificate under such laws. 

(3) The term "laws administered by the Financial Services Division" 
means the following laws: California Finance Lenders Law, California 
Residential Mortgage Lending Act, Check Sellers, Bill Payers and Pro- 
raters Law, Deferred Deposit Transaction Law and Escrow Law. 

Category D. 

Each "designated employee" in this category shall report: 

( 1 ) Any investment and/or business position in any business entity and 
income, including gifts, loans and travel payments, from any source, or 
representative thereof, which during the preceding two years has pro- 
vided, or which the designated employee knows or has reason to know 
may provide, the Department of Corporations with services, supplies, 
materials, machines, equipment or office space. 

(2) Any interest in real property which during the preceding two years 
has been rented or leased to, or which the designated employee knows or 
has reason to know may be rented, leased or sold to a business entity or 
non-profit, or representative thereof, which during the preceding two 
years has provided, or which he or she knows or has reason to know may 
provide the Department of Corporations with services, supplies, materi- 
als, machines, equipment or office space. 

*Consultants shall disclose pursuant to the broadest disclosure catego- 
ry in the Code (Category A) subject to the following limitations: 

The Commissioner may determine in writing that a particular consul- 
tant, although a "designated position" or "designated employee," is liired 
to perform a range of duties that is limited in scope and thus is not re- 
quired to fully comply with the disclosure requirements described in this 
section. Such written determination shall include a description of the 
consultant's duties and, based upon that description, a statement of the 
extent of disclosure requirements. The Commissioner's determination is 
a public record and shall be retained for public inspection in the same 
manner and location as this conflict of interest code. 



Article 4. Permit Reform Act 

§ 250.50. Definitions. 

The terms defined in the Permit Reform Act of 1981 when used in this 
article shall have the meaning set forth in that law. In addition, the follow- 
ing definitions shall apply in this article: 

(a) An application for permit is considered complete when all docu- 
ments, information, and fees required by the relevant statutes and regula- 
tions are received by the Department. 

(b) Notifications by the Department to applicants for a permit occur on 
the date the notifications are postmarked. 

(c) "Days" means calendar days. 

NOTE; Authority cited: Sections 1 5376 and 15378, Government Code. Reference: 
Sections 15376 and 15378, Government Code. 

History 

1. New Article 4 (Sections 250.50 and 250.51) filed 9-20-84; effective thirtieth 
day thereafter (Register 84, No. 38). 

§ 250.51 . Permit Processing Tomes. 

Column (a), below, describes the types of permit applications subject 
to these rules. Column (b) sets forth the period dating from receipt of the 
application within which the Department must inform the applicant, in 
writing, that the application is complete and accepted for filing or that the 
application is deficient and what information is required to make the 
application complete. Column (c) prescribes the period dating from the 
filing of a complete application (determined by the date of notification 
that application is complete) within which the Department must reach a 
permit decision. Columns (d), (e), and (f) set forth the Department's me- 
dian, minimum and maximum times, respecfively, for processing a per- 
mit from the receipt of the initial application to the final permit decision. 
Time periods are in days. 
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(a) (b) (c) (d) 

Negotiating permit (Sec. 25102(c) Corp. Code) 

Designation of Issuer (Sec. 25100(k) Corp. Code) 

Qualification of securities by notification (Sec. 25! 12 Corp. Code) 

Qualification of securities by permit (Sec. 25113 Corp. Code) 

Qualification of securities by coordination (Sec. 251 1 1 Corp. Code) 

Qualification of securities by permit (Sec. 25121 Corp. Code) 

Qualification of securities by notification (Sec. 25131 Corp. Code) 

Application for removal of condition under Sec. 25141 Corp. Code 

Permit to execute or issue any guarantee of any security 

Commissioner's consent to transfer securities 

Post-effective amendment to qualification of securities 

Broker-dealer certificate (Sec. 2521 1 Corp. Code) 

Investment Adviser certificate (Sec. 25231 Corp. Code) 

Repurchase offer for securities (Sec. 25507 Corp. Code) 

Application for exemption pursuant to Sec. 25100(/) Corp. Code 

Franchise registration (Sec. 31110 Corp. Code) 

Renewal of franchise registration (Sec. 31121 Corp. Code) 

Amendment to franchise registration 

Material modification to franchise registration (Sec. 31 125 Corp. Code) 

Check Sellers, Bill Payers & Proraters License (Fin. Code Sec. 12200) 

Escrow Agent Main Office (Fin. Code Sec. 17200) 

Escrow Agent Branch Office (Fin. Code Sec. 17213.5) 

California Finance Lender license — Long Form (Fin. Code Sec. 22200) 

California Finance Lender license — Short Form (Fin. Code Sec. 22200) 

California Deferred Deposit Transaction license — Long Form (Fin. Code Sec. 23005) 

California Deferred Deposit Transaction license — Short Form (Fin. Code Sec. 23005) 

Securities Depository (Fin. Code Sec. 30200) 

Credit Instruments-Guaranteed Loan Offer and Advertising Package (Section 1556 of the 

California Code of Regulations) (Fin. Code Sec. 22 165) 25 25 19 



(e) (f) 



15 


10 




7 


7 


7 


15 


15 




9 


9 


9 


35 


15 




13 


1 


281 


45 


15 




14 


1 


352 


35 


15 




23 


1 


344 


45 


15 




15 


1 


261 


45 


15 




15 


2 


310 


15 


15 




22 


2 


253 


15 


15 




9 


4 


54 


25 


15 




10 


1 


272 


21 


15 




8 


1 


353 


55 


15 




35 


1 


389 


45 


15 




72 


4 


359 


35 


15 




20 


2 


316 


15 


15 


No 


applications in last 2 years 


45 


25 




26 


2 


388 


15 


25 




27 


3 


259 


15 


25 




10 


1 


144 


14 


28 




34 


12 


93 


28 


14 




57 


39 


98 


45 


30 




57 


19 


221 


45 


30 




39 


7 


117 


45 


60 




29 


2 


122 


20 


15 


No 


applications in last 2 years 


45 


60 


No 


applications in last 2 years 


20 


15 


No 


applications in 


last 2 years 


21 


21 


No 


applications in last 2 years 



36 



NOTE: Authority cited: Sections 25610 and 35006, Corporations Code; and Sec- 
tions 12300, 17400, 22150, 23015 and 30006. Financial Code. Reference: Sec- 
tions 25610 and 35006, Corporations Code; and Sections 12300, 17400, 22150, 
23015 and 30006, Financial Code. 

History 

1 . Change without regulatory effect amending table filed 2-24-99 pursuant to sec- 
tion 100, title 1, California Code of Regulations (Register 99, No. 9). 

2. Change without regulatory effect amending table filed 9-25-2002 pursuant to 
section 100, title 1, California Code of Regulations (Register 2002, No. 39). 

3. Amendment of table filed 12-1 6-2002; operative 12-1 6-2002 pursuant to Gov- 
ernment Code section 1 1343.4 (Register 2002, No. 51). 

4. Amendment of table filed 3-13-2003 as an emergency; operative 3-14-2003 



(Register 2003, No. 11). A Certificate of Compliance must be transmitted to 
OAL by 7-14-2003 or emergency language will be repealed by operation of 
law on the following day. 

5. Amendment of table refiled 7-14-2003 as an emergency; operative 7-14-2003 
(Register 2003, No. 29). A Certificate of Compliance must be transmitted to 
OAL by 1 1-12-2003 or emergency language will be repealed by operation of 
law on the following day. 

6. Certificate of Compliance as to 7-14-2003 order transmitted to OAL 
11-3-2004; Certificate of Compliance withdrawn 12-15-2003 and reinstate- 
ment of section as it existed prior to 7-14-2003 emergency amendment by op- 
eration of Government Code section 1 1346.1(f) (Register 2004, No. 17). 

7. Amendment of table filed 4-20-2004; operative 4-20-2004 pursuant to Gov- 
ernment Code section 11343.4 (Register 2004, No. 17). 
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§ 250.60. LomotatDonis on Licenses and Certificates to 
Aliens. 

(a) This section shall apply to any individual (e.g., sole proprietorship) 
who is applying for any of the following: 

(1) Broker-Dealer Certificate (Corporations Code Section 2521 1). 

(2) Investment Adviser Certificate (Corporations Code Section 
25231). 

(3) Finance Lender or Broker License (Financial Code Section 
22101). 

(4) Residential Mortgage Lender and/or Servicer Licenses (Financial 
Code Sections 50122 and 50130). 

(b) All eligibility requirements contained herein shall be applied with- 
out regard to the race, creed, color, gender, religion, or national origin of 
the individual applying for a license or certificate described in subsection 
(a). 

(c) Pursuant to Section 41 1 of the Personal Responsibility and Work 
Opportunity Reconciliation Act of 1 996 (Pub. L. No. 1 04-1 93 ("PRWO- 
RA"), 8 U.S. C. Section 1621,etseq.), and notwithstanding any other pro- 
vision of this division, aliens who are not qualified aliens, nonimmigrant 
aliens under the Immigration and Nationality Act ("INA") (8 U.S.C. Sec- 
tion 1 101, et seq.), or aliens paroled into the United States under Section 
212(d)(5) of the INA (8 U.S.C. Section 1182(d)(5)), for less than one 
year, are not eligible to receive a license or certificate described in sub- 
section (a), except as provided in 8 U.S.C. 1621(c)(2). 

(d) A qualified alien is an alien who, at the time he or she applies for, 
receives, or attempts to receive a license or certificate described in sub- 
section (a), is, under Section 431(b) and (c) of the PRWORA (8 U.S.C. 
Section 1641(b) and (c)), any of the following: 

(1) An alien who is lawfully admitted for permanent residence under 
the INA (8 U.S.C. Section 1 101, et seq.). 

(2) An alien who is granted asylum under Section 208 of the INA (8 
U.S.C. Section 1158). 

(3) A refugee who is admitted to the United States under Section 207 
of the INA (8 U.S.C. Section 1157). 

(4) An ahen who is paroled into the United States under Section 
21 2(d)(5) of the INA (8 U.S.C. Section 1 1 82(d)(5)) for a period of at least 
one year. 

(5) An alien whose deportation is being withheld under Section 243(h) 
of the INA (8 U.S.C. Section 1253(h)) (as in effect immediately before 
the effective date of Section 307 of Division C of Public Law 104-208) 
or Section 241(b)(3) of such Act (8 U.S.C. Section 1251(b)(3)) (as 
amended by Section 305(a) of Division C of Pubhc Law 104-208). 

(6) An alien who is granted conditional entry pursuant to Section 
203(a)(7) of the INA as in effect prior to April 1, 1980. (8 U.S.C. Section 
1 153(a)(7)) (See editorial note under 8 U.S.C. Section 1 101, "Effective 
Date of 1980 Amendment.") 

(7) An alien who is a Cuban or Haitian entrant (as defined in Section 
501(e) of the Refugee Education Assistant Act of 1980 (U.S.C. Section 
1522 note)). 

(8) An alien who meets all of the conditions of subparagraphs (A), (B), 
(C), and (D) below: 

(A) The alien has been battered or subjected to extreme cruelty in the 
United States by a spouse or a parent, or by a member of the spouse's or 
parent's family residing in the same household as the alien, and the 
spouse or parent of the alien consented to, or acquiesced in, such battery 
or cruelty. For purposes of this subsection, the term "battered or subjected 
to extreme cruelty" includes, but is not limited to being the victim of any 
act or threatened act of violence including any forceful detention, which 
results or threatens to result in physical or mental injury. Rape, molesta- 
uon, incest (if the victim is a minor), or forced prostitufion shall be con- 
sidered as acts of violence. 



(B) There is a substantial connection between such battery or cruelty 
and the need for the benefits to be provided in the opinion of the Depart- 
ment of Corporations. For purposes of this subsection, the following cir- 
cumstances demonstrate a substantial connection between the battery or 
cruelty and the need for the benefits to be provided: 

1 . The benefits are needed to enable the alien to become self-sufficient 
following separation from the abuser. 

2. The benefits are needed to enable the alien to escape the abuser and/ 
or the community in which the abuser lives, or to ensure the safety of the 
alien from the abuser. 

3. The benefits are needed due to a loss of financial support resulting 
from the aUen's separation from the abuser. 

4. The benefits are needed because the battery or cruelty, separation 
from the abuser, or work absences or lower job performance resulting 
from the battery or extreme cruelty or from legal proceedings relating 
thereto (including resulting child support, child custody, and divorce ac- 
tions) cause the alien to lose his or her job or to earn less or to require the 
alien to leave his or her job for safety reasons. 

5. The benefits are needed because the alien requires medical attention 
or mental health counseling, or has become disabled, as a result of the 
battery or extreme cruelty. 

6. The benefits are needed because the loss of a dwelling or source of 
income or fear of the abuser following separation from the abuser jeopar- 
dizes the ahen's ability to care for his or her children (e.g., inability to 
house, feed or clothe children or to put children into a day care for fear 
of being found by the abuser). 

7. The benefits are needed to alleviate nutritional risk or need resulting 
from the abuse or following separation from the abuser. 

8. The benefits are needed to provide medical caie during a pregnancy 
resulting from the abuser's sexual assault or abuse of, or relationship 
with, the alien and/or to care for any resulting children. 

9. Where medical coverage and/or health care services are needed to 
replace medical coverage or health care services the alien had when liv- 
ing with the abuser. 

(C) The alien has a petition that has been approved or has a petition 
pending which sets forth a prima facie case for: 

1. status as a spouse or child of a United States citizen pursuant to 
clause (ii), (iii), or (iv) of Section 204(a)(1)(A) of the INA (8 U.S.C. Sec- 
tion 1154(a)(l)(A)(ii), (iii), or (iv)), 

2. classification pursuant to clause (ii) or (iii) of Section 204(a)(1)(B) 
of the INA (8 U.S.C. Section 1 154(a)(l)(B)(ii) or (iii)), 

3. suspension of deportation and adjustment of status pursuant to Sec- 
tion 244(a)(3) of the INA (8 U.S.C. Secdon 1254) as in effect prior to 
April 1, 1997 [Pub.L. 104-208, Section 501 (effective September 30, 
1996, pursuant to Section 591); Pub.L. 104-208, Section 304 (effective 
April 1, 1997, pursuant to Section 309); Pub.L. 105-33, Section 5581 (ef- 
fective pursuant to Section 5582)] (incorrectly codified as "cancellafion 
of removal under Section 240A of such Act [8 U.S.C. Section 1229b] (as 
in effect prior to April 1, 1997),".) 

4. status as a spouse or child of a United States citizen pursuant to 
clause (i) of Section 204(a)(1)(A) of the INA (8 U.S.C. Section 
1154(a)(l)(A)(i)) or classification pursuant to clause (i) of Section 
204(a)(1)(B) of the INA (8 U.S.C. Section 1154(a)(l)(B)(i)), or 

5. cancellation or removal pursuant to Section 240A(b)(2) of the INA 
(8 U.S.C. Secfion 1229b(b)(2)). 

(D) For the period for which benefits are sought, the individual respon- 
sible for the battery or cruelty does not reside in the same household or 
family eligibility unit as the individual subjected to the battery or cruelty. 

(9) An alien who meets all of the conditions of subparagraphs (A), (B), 
(C), (D), and (E) below: 

(A) The alien has a child who has been battered or subjected to extreme 
cruelty in the United States by a spouse or a parent of the alien (without 
the active participation of the alien in the battery or cruelty), or by a mem- 
ber of the spouse's or parent's family residing in the same household as 
the alien, and the spouse or parent consented or acquiesced to such bat- 
tery or cruelty. For purposes of this subsection, the term "battered or sub- 
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jecied to extreme cruelty" includes, but is not limited to being the victim 
of any act or threatened act of violence including any forceful detention, 
which results or threatens to result in physical or mental injury. Rape, 
molestation, incest (if the victim is a minor), or forced prostitution shall 
be considered as acts of violence. 

(B) The alien did not actively participate in such battery or cmelty. 

(C) There is a substantial connection between such battery or cruelty 
and the need for the benefits to be provided in the opinion of the Depart- 
ment of Corporations. For purposes of this subsection, the following cir- 
cumstances demonstrate a substantial connection between the battery or 
cruelty and the need for the benefits to be provided: 

1 . The benefits are needed to enable the alien's child to become self- 
sufficient following separation from the abuser. 

2. The benefits are needed to enable the alien's child to escape the 
abuser and/or the community in which the abuser lives, or to ensure the 
safety of the alien's child from the abuser. 

3. The benefits are needed due to a loss of financial support resulting 
from the alien's child's separation from the abuser. 

4. The benefits are needed because the battery or cruelty, separation 
from the abuser, or work absences or lower job performance resulting 
from the battery or extreme cruelty or from legal proceedings relating 
thereto (including resulting child support, child custody, and divorce ac- 
tions) cause the alien's child to lose his or her job or to earn less or to re- 
quire the alien's child to leave his or her job for safety reasons. 

5. The benefits are needed because the alien's child requires medical 
attention or mental health counseling, or has become disabled, as a result 
of the battery or extreme cruelty. 

6. The benefits are needed because the loss of a dwelling or source of 
income or fear of the abuser following separation from the abuser jeopar- 
dizes the alien's child's ability to care for his or her children (e.g., inabil- 
ity to house, feed or clothe children or to put children into a day care for 
fear of being found by the abuser). 

7. The benefits are needed to alleviate nutritional risk or need resulting 
from the abuse or following separation from the abuser. 

8. The benefits are needed to provide medical care during a pregnancy 
resulting from the abuser's sexual assault or abuse of, or relationship 
with, the alien's child and/or to care for any resulting children. 

9. Where medical coverage and/or health care services are needed to 
replace medical coverage or health care services the alien's child had 
when living with the abuser. 

(D) The alien meets the requirements of subsection (c)(8)(C) above. 

(E) For the period for which benefits are sought, the individual respon- 
sible for the battery or cruelty does not reside in the same household or 
family eligibility unit as the individual subjected to the battery or cruelty. 

(10) An alien child who meets all of the conditions of subparagraphs 
(A), (B), and (C) below: 

(A) The alien child resides in the same household as a parent who has 
been battered or subjected to extreme cruelty in the United States by that 
parent's spouse or by a member of the spouse's family residing in the 
same household as the parent and the spouse consented or acquiesced to 
such battery or cruelty. For the purposes of this subsection, the term "bat- 
tered or subjected to extreme cruelty" includes, but is not limited to being 
the victim of any act or threatened act of violence including any forceful 
detention, which results or threatens to result in physical or mental injury. 
Rape, molestation, incest (if the victim is a minor), or forced prostitution 
shall be considered acts of violence. 

(B) There is a substantial connection between such battery or cruelty 
and the need for the benefits to be provided in the opinion of the Depart- 
ment of Corporations. For purposes of this subsection, the following cir- 
cumstances demonstrate a substantial connection between the battery or 
cruelty and the need for the benefits to be provided: 

1. The benefits are needed to enable the alien child's parent to become 
self-sufficient following separation from the abuser. 

2. The benefits are needed to enable the alien child's parent to escape 
the abuser and/or the community in which the abuser lives, or to ensure 
the safety of the alien child's parent from the abuser. 



3. The benefits are needed due to a loss of financial support resulting 
from the alien child's parent's separation from the abuser. 

4. Tlie benefits are needed because the battery or cruelty, separation 
from the abuser, or work absences or lower job performance resulting 
from the battery or extreme cruelty or from legal proceedings relating 
thereto (including resulting child support, child custody, and divorce ac- 
tions) cause the alien child's parent's to lose his or her job or to earn less 
or to require the alien to leave his or her job for safety reasons. 

5. The benefits are needed because the alien child's parent requires 
medical attention or mental health counseling, or has become disabled, 
as a result of the battery or extreme cruelty. 

6. The benefits are needed because the loss of a dwelling or source of 
income or fear of the abuser following separation from the abuser jeopar- 
dizes the alien's abihty to care for his or her children (e.g., inability to 
house, feed or clothe children or put children into a day care for fear of 
being found by the abuser). 

7. The benefits are needed to alleviate nutritional risk or need resulting 
from the abuse or following separation from the abuser. 

8. The benefits are needed to provide medical care during a pregnancy 
resulting from the abuser's sexual assault or abuse of, or relationship 
with, the alien child's parent and/or to care for any resulting children. 

9. Where medical coverage and/or health care services are needed to 
replace medical coverage or health care services the alien child's parent 
had when living with the abuser. 

(C) The alien child meets the requirements of subsection (c)(8)(C) 
above. 

(e) For purposes of this section, "nonimmigrant" is defined the same 
as in Section 101(a)(15) of the INA (8 U.S.C. Section 1 101(a)(15)). 

(f) For purposes of establishing eligibility for a license or certificate 
described in subsection (a), all of the following must be met: 

(1) The applicant must declare himself or herself to be a citizen of the 
United States or a qualified alien under subsection (d), a nonimmigrant 
alien under subsection (e), or an alien paroled into the United States for 
less than one year under Section 212(d)(5) of the INA (8 U.S.C. Section 
1 182(d)(5)). The applicant shall declare that status through the use of the 
"Statement of Citizenship, Alienage, and Immigration Status for Appli- 
cation of Department of Corporations License or Certificate" Form. 

(2) The applicant must present documents of a type acceptable to the 
Immigration and Naturalization Service ("INS") which serve as reason- 
able evidence of the applicant's declared status. A fee receipt from the 
INS for replacement of a lost, stolen, or unreadable INS document is rea- 
sonable evidence of the alien's declared status. 

(3) The applicant must complete and sign the "Statement of Citizen- 
ship, Alienage, and Immigration Status for Department of Corporations 
License or Certificate" Form. 

(4) Where the documents presented do not on their face reasonably ap- 
pear to be genuine or to relate to the individual presenting them, the gov- 
ernment entity that originally issued the documents should be contacted 
for verification. With regard to naturalized citizens and derivative citi- 
zens presenting certificates of citizenship and aliens, the INS may be con- 
tacted for verification. The Department of Corporations may request ver- 
ification from the INS by filing INS Form G-845 with copies of the 
pertinent documents provided by the applicant with the local INS office. 
If the applicant has lost his or her original documents or presents expired 
documents or is unable to present any documentation evidencing his or 
her immigration status, the applicant should be referred to the local INS 
office to obtain documentation. 

(5) The type of documentation referred to the INS for verificafion pur- 
suant to INS Form G-845 shall include the following: 

(A) The document presented indicates immigration status but does not 
include an alien registration or alien admission number. 

(B) The document is suspected to be counterfeit or to have been al- 
tered. 

(C) The document includes an alien registration number in the A60 
000 000 (not yet issued) or A80 000 000 (illegal border crossing) series. 
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(D) The document is one of the following: an INS Form 1-1 81b notifi- 
cation letter issued in connection with an INS Form 1-181 Memorandum 
of Creation of Record of Permanent Residence, an Arrival-Departure 
Record (INS Form 1-94) or a foreign passport stamped "PROCESSED 
FOR 1-55 1 , TEMPORARY EVIDENCE OF LAWFUL PERMANENT 
RESIDENCE" that INS issued more than one year before the date of 
application for a license or certificate described in subsection (a). 

(6) If the INS advises that the applicant has citizenship status or immi- 
gration status which makes him or her a qualified alien, a nonimmigrant, 
or an alien paroled for less than one year under Section 212(d)(5) of the 
INA, the INS verification should be accepted. If the INS advises that it 
cannot verify that the applicant has citizenship status or an immigration 
status that makes him or her a qualified alien, a nonimmigrant, or an alien 
paroled for less than one year under Section 212(d)(5) of the INA, bene- 
fits should be denied and the applicant notified pursuant to the Depart- 
ment of Corporations' regular procedures of his or her rights to appeal 
the denial of benefits. 

(g) Pursuant to Section 434 of thePRWORA (8 U.S.C. Section 1644), 
where the Department of Corporations reasonably believes that an alien 
is unlawfully in the State based on the failure of the alien to provide rea- 
sonable evidence of the alien's declared status, after an opportunity to do 
so, said alien shall be reported to the INS. 

(h) Provided that the alien has completed and signed "Statement of 
Citizenship, Alienage, and Immigration Status for Department of Corpo- 
rations License or Certificate" Form under penalty of perjury, eligibility 
for the license or certificate shall not be delayed, denied, reduced or ter- 
minated while the status of the alien is verified. 

(i) Pursuant to Section 432(d) of the PRWORA (8 U.S.C. Section 
1642(d)), a nonprofit charitable organization that provides federal, state 
or local public benefits shall not be required to determine, verify, or 



otherwise require proof of eligibihty of any applicant with respect to his 
or her immigration status or alienage. 

(j) Nothing in this section shall be construed to withdraw eligibility for 
any state or local benefits under Section 41 1(b) of the PRWORA (8 
U.S.C. Section 1621(b)). 

(k) Any applicant who is determined to be ineligible pursuant to sub- 
section (b) and (e) or who was made eligible for a license or certificate 
described in subsection (a) whose services are terminated, suspended, or 
reduced pursuant to subsections (c) and (f) is entitled to a hearing, pur- 
suant to Chapter 5 (commencing with Section 1 1500) of Part 1 of Divi- 
sion 3 of Title 2 of the Government Code, and in all cases, the Commis- 
sioner of Corporations has all the powers granted therein. 
NOTE: Authority cited: Section 25610, Corporations Code; and Sections 22150 
and 50304, Financial Code. Reference: Sections 2521 1 and 2523 J, Corporations 
Code: Sections 22101. 50122 and 50130, Financial Code; and 8 U.S.C. Sections 
1621, 1641 and 1642. 

History 

1. New article 5 (sections 250.60-250.61) and section filed 7-6-98; operative 
8-5-98 (Register 98, No. 28). 

2. Change without regulatory effect repealing subsection (a)(5) and amending 
Note filed 9-25-2002 pursuant to section 1 00, title 1 , California Code of Regu- 
lations (Register 2002, No. 39). 

§ 250.61 . Statement of Citizenship, Alienage, and 
Immigration Status for Application of 
Department of Corporations License or 
Certificate. 

(a) Any individual owner (e.g.. sole proprietorship) who is applying 
for any license or certificate described in subsection (a) of Section 250.60 
shall include the following form as part of the application for that license 
or certificate: 






• 
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STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

STATEMENT OF CITIZENSHIP, ALIENAGE, AND IMMIGRATION STATUS 

FOR APPLICATION OF DEPARTMENT OF CORPORATIONS 

LICENSE OR CERTIFICATE 



Print Name of Applicant (the applicant is the individual who wants the license or certificate). 


Date 


Print Name of Person Acting for Applicant, if any. 


Relationship to Applicant 



LICENSES AND CERTIFICATES TO CITIZENS AND ALIENS 

Citizens and nationals of the United States who meet all eligibility requirements and apply for a license or certificate must fill 
out Sections A and D of this form. 

Aliens who meet all eligibility requirements and apply for a license or certificate must complete Sections A, B, C (if applicable), 
and D of this form. 

SECTION A: CITIZENSHIP/IMMIGRATION STATUS DECLARATION 

1. Is the applicant a citizen or national of the United States? 
Yes □ No D 

If the answer to the above question is "Yes", where was he/she bom? 



(City/State) 

2. To establish citizenship or nationality, please submit one of the documents on List A (attached hereto), which must be legible 
and unaltered to establish proof. 

IF YOU ARE A CITIZEN OR NATIONAL OF THE UNITED STATES, PROCEED DIRECTLY TO SECTION D. IF YOU 
ARE AN ALIEN, PLEASE COMPLETE SECTION B, SECTION C (IF APPLICABLE), AND SECTION D. 

SECTION B: ALIEN STATUS DECLARATION 

IMPORTANT: Please indicate the applicant's alien status below, and submit documents evidencing such status. The alien status 
documents listed for each category are the most commonly used documents that the United States Immigration and Naturaliza- 
tion Service (INS) provides to aliens in those categories. You can provide other acceptable evidence of your alien status even 
if not listed below. 

L An alien lawfully admitted for permanent residence D 

under the Immigration and Naturalization Act 
(INA). Evidence includes: 

• INS Form 1-551 (Alien Registration Receipt Card, 
commonly known as a "green card"); or 

• Unexpired Temporary 1-55 1 stamp in foreign passport 
or on INS Form 1-94. 

2. An alien who is granted asylum under section 208 of the INA. D 
Evidence includes: 

• INS Form 1-94 annotated with stamp showing grant of asylum under 
section 208 of the INA; 

• INS form I-688B (Employment Authorization Card) annotated 
"274a. 12(a)(5)"; 

• INS Form 1-766 (Employment Authorization Document) annotated 
"A5"; 

• Grant letter from the Asylum Office of INS; or 

• Order of an immigration judge granting asylum. 

3. A refugee admitted to the United States under section 207 of the INA. D 
Evidence includes: 
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o INS Form 1-94 annotated with stamp showing admission under 

section 207 of the IN A; 
o INS Form I-688B (Employment Authorization Card) annotated 

"274a. J 2(a)(3)"; 
o INS Form 1-766 (Employment Authorization Document) annotated 

"A3"; or 
o INS Form 1-571 (Refugee Travel Document). 

4. An alien whose deportation is being withheld under section 243(h) of the INA D 
(as in effect immediately prior to September 30, 1996) or Section 241(b)(3) of 

such Act (as amended by section 305(a) of Division C of Public Law 104-208). 

Evidence includes: 

o INS Form I-688B (Employment Authorization Card) annotated 

"274a.l2(a)(10)"; 
o INS Form 1-766 (Employment Authorization Document) 

annotated "A 10"; or 
o Order from an immigration judge showing deportation withheld under 

section 243(h) of the INA as in effect prior to April 1, 1997, or removal withheld 

under section 241 (b)(3) of the INA. 

5. An alien who is granted conditional entry under section 203(a)(7) of the D 
INA as in effect prior to April 1, 1980. Evidence includes: 

® INS Form 1-94 with stamp showing admission under Section 203(a)(7) of 

the INA; 
o INS Form I-688B (Employment Authorization Card) annotated 

"274a. 12(a)(3)"; or 
o INS Form 1-766 (Employment Authorization Document) 

annotated "A3". 

6. An alien who is a Cuban or Haitian entrant (as defined in section 501(e) of the D 
Refugee Education Assistance Act of 1980). Evidence includes: 

o INS Form 1-551 (Alien Registration Receipt Card, commonly known as a 

"green card") with the code CU6, CU7, or CH6; 
o Unexpired temporary 1-551 stamp in foreign passport or on INS Form 1-94 

with the code CU6 or CU7; or 
o INS Form 1-94 with stamp showing parole as "Cuban/Haitian Entrant" under 

Section 212(d)(5) of the INA. 

7. An alien paroled into the United States for at least one year under section D 
212(d)(5) of the INA. Evidence includes: 

o INS Form 1-94 with stamp showing admission for at least one year under 

Section 212(d)(5) of the INA. (Applicant cannot aggregate periods of admission 
for less than one year to meet the one-year requirement.) 

8. An alien paroled into the United States for less than one year under Section D 
212(d)(5) of the INA. (Evidence includes INS Form 1-94 showing this status.) 

9. An alien not in status categories 1 through 8 who has been admitted to the United n 
States for a limited period of time (a non-immigrant). Non-immigrants are persons 
who have temporary status for a specific purpose. (Evidence includes INS Form 
1-94 showing this status.) 

SECTION C: DECLARATION FOR BATTERED ALIENS 

IMPORTANT: Complete this section if the applicant, the applicant's child or the applicant child's parent has been battered or 
subjected to extreme cruelty in the United States. 

1. Has the INS or the EOIR granted a petition or application filed by or on behalf D 
of the applicant, the applicant's child, or the applicant's child's parent under the 
INA or found that a pending petition sets forth a prima facie case? Evidence 
includes one of the documents on List B (attached hereto). 
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2. Has the applicant, the applicant's child, or the applicant child's parent been D 

battered or subjected to extreme cruelty in the United States by a spouse or parent, 
or by a spouse's or parent's family member living in the same house (where the 
spouse or parent consented to, or acquiesced in the battery or cruelty)? 

SECTION D: 

I DECLARE UNDER PENALTY OF PERJURY UNDER THE LAWS OF THE STATE OF CALIFORNIA THAT THE 
ANSWERS I HAVE GIVEN ARE TRUE AND CORRECT TO THE BEST OF MY KNOWLEDGE. 



Applicant's Signature: 

Signature of Person 
Acting for App]icant:_ 



Date: 



Date: 



LIST A 

A person who is a citizen or national of the United States. 

A. Primary Evidence 

• A birth certificate showing birth in one of the 50 States, the District 
ofColumbia, Puerto Rico (on or after January 13, 1941), Guam, the 
U.S. Virgin Islands (on or after January 1 7, 1917), American Sa- 
moa, Swain's Island or the Northern Mariana Islands, unless the 
person was bom to foreign diplomats residing in the U.S. 

Note: If the document shows that the individual was born in Puerto Rico, 
the U.S. Virgin Islands or the Northern Mariana Islands before these 
areas became part of the U.S., the individual may be a collectively natu- 
ralized citizen — see Paragraph C below. 

• United States passport (except limited passports, which are issued 
for periods of less than five years); 

• Report of birth abroad of a U.S. citizen (FS-240)(issued by the De- 
partment of State to U.S. citizens); 

• Certificate of birth (FS-545) (issued by a foreign service post) or 
Certification of Report of Birth (DS-1350) (issued by the Depart- 
ment of State), copies of which are available from the Department 
of State; 

• Certificate of Naturalization (N-550 or N-570) (issued by INS 
through a Federal or State court, or through administrative natural- 
ization after December 1990 to individuals who are individually 
naturalized: The N-570 is a replacement certificate issued when 
the N-550 has been lost or mutilated or the individual's name has 
been changed); 

• Certificate of Citizenship (N-560 or N-561) (issued by the INS to 
individuals who derive U.S. citizenship through a parent; the 
N-561 is a replacement certificate issued when the N-560 has been 
lost or mutilated or the individual's name has been changed); 

• United States Citizen Identification Card (1-197) (issued by the 
INS until April 7, 1983 to U.S. citizens living near the Canadian or 
Mexican border who needed it for frequent border crossings) (for- 
merly Form 1-179, last issued in February 1974); 

• Northern Mariana Identification Card (issued by the INS to a col- 
lectively naturalized citizen of the U.S. who was bom in the North- 
em Mariana Islands before November 3, 1986); 

• Statement provided by a U.S. consular officer certifying that the 
individual is a U.S. citizen (this is given to an individual bom out- 
side the U.S. who derives citizenship through a parent but does not 
have an FS-240, FS-545 or DS-1350); or 

• American Indian Card with a classification code "KIC" and a 
statement on the back (identifying U.S. citizen members of the 
Texas Band of Kickapoos living near the U.S./Mexican border). 

B. Secondary Evidence 



If the applicant cannot present one of the documents listed in A above, 
the following may be relied upon to establish U.S. citizenship or national- 
ity: 

• Religious record recorded in one of the 50 States, the District of 
Columbia, Puerto Rico (on or after January 13, 1941), Guam, the 
U.S. Virgin Islands (on or after January 17, 1917)), American Sa- 
moa, Swain's Island or the Northern Mariana Islands (unless the 
person was born to foreign diplomats residing in such a jurisdic- 
tion) within three months after birth showing that the birth oc- 
curred in such jurisdiction and the date of birth or the individual's 
age at the time the record was made; 

• Evidence of civil service employment by the U.S. govemment be- 
fore June 1, 1976; 

• Early school records (preferably from the first school) showing the 
date of admission to the school, the child's date and place of birth, 
and the name(s) and place(s) of birth of the parent(s); 

• Census record showing name, U.S. citizenship or a U.S. place of 
birth, and date of birth or age of applicant; 

• Adoption Finalization Papers showing the child's name and place 
of birth in one of the 50 States, the District of Columbia, Puerto 
Rico (on or after January 13, 1941), Guam, the U.S. Virgin Islands 
(on or after January 17, 1917), American Samoa, Swain's Island 
or the Northern Mariana Islands (unless the person was bom to for- 
eign diplomats residing in such a jurisdiction) or, where or adop- 
tion is not finalized and the State or other jurisdiction listed above 
in which the child was bom will not release a birth certificate prior 
to final adoption, a statement from a state-approved adoption 
agency showing the child's name and place of birth in one of such 
jurisdictions (NOTE: the source of the information must be an orig- 
inal birth certificate and must be indicated in the statement); or 

• Any other document that establishes a U.S. place of birth or in 
some way indicates U.S. citizenship (e.g., a contemporaneous hos- 
pital record of birth in that hospital in one of the 50 States, the Dis- 
trict of Columbia, Puerto Rico (on or after January 13, 1941), 
Guam, the U.S. Virgin Islands (on or after January 17, 1917), 
American Samoa, Swain's Island or the Northem Mariana Islands 
(unless the person was bom to foreign diplomats residing in such 
a jurisdiction). 

C. Collective Naturalization 

If the applicant cannot present one of the documents listed in A or B 
above, the following may be relied upon to establish U.S. citizenship for 
collectively naturalized individuals: 

Puerto Rico: 



• 
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o Evidence of birth in Puerto Rico on or after April 11, 1899 and the 
applicant's statement that he or she was residing in the U.S., a U.S. 
possession or Puerto Rico on January 13, 1941; or 

o Evidence that the applicant was a Puerto Rican citizen and the 
applicant's statement that he or she was residing in Puerto Rico on 
March 1, 1917 and that he or she did not take an oath of allegiance 
to Spain. 

U.S. Virgin Islands: 

o Evidence of birth in the U.S. Virgin islands, and the applicant's 
statement of residence in the U.S., a U.S. possession or the U.S. 
Virgin Islands on February 25, 1927; 

© The applicant's statement indicating residence in the U.S. Virgin 
Islands as a Danish citizen on January 17,1917 and residence in the 
U.S., a U.S. possession or the U.S. Virgin Islands on February 25, 
1927, and that he or she did not make a declaration to maintain 
Danish citizenship; or 

© Evidence of birth in the U.S. Virgin Islands and the applicant's 
statement indicating residence in the U.S., a U.S. possession or ter- 
ritory or the Canal Zone on June 28, 1932. 

Northern Mariana Islands (NMl) (formerly part of the Trust Territory 
of the Pacific Islands (TTPI); 

o Evidence of birth in the NMI, TTPI citizenship and residence in the 
NMI, the U.S., or a U.S. territory or possession on November 3, 
1986 (NMI local time) and the applicant's statement that he or she 
did not owe allegiance to a foreign state on November 4, 1986 
(NMI local time); 

o Evidence of TTPI citizenship, continuous residence in the NMI 
since before November 3, 1981 (NMI local time), voter registra- 
tion prior to January 1, 1975 and the applicant's statement that he 
or she did not owe allegiance to a foreign state on November 4, 
1986 (NMI local time); or 

o Evidence of continuous domicile in the NMI since before January 
1, 1974 and the applicant's statement that he or she did not owe al- 
legiance to a foreign state on November 4, 1986 (NMI local time). 
Note: If a person entered the NMI as a nonimmigrant and lived in 
the NMI since January 1 , 1974, this does not constitute continuous 
domicile and the individual is not a U.S. citizen. 

D. Derivative Citizenship 

If the applicant cannot present one of the documents listed in A or B 
above, the following may be relied upon for a determination of derivative 
U.S. citizenship: 

Applicant bom abroad to two U.S. citizen parents: 

© Evidence of the U.S. citizenship of the parents and the relationship 
of the applicant to the parents, and evidence that at least one parent 
resided in the U.S. or an outlying possession prior to the applicant's 
birth. 

Applicant bom abroad to a U.S. citizen parent and a U.S. non-citizen 
parent: 

o Evidence that one parent is a U.S. citizen and that the other is a U.S. 
non-citizen national, evidence of the relationship of the applicant 
to the U.S. citizen parent and evidence that the U.S. citizen parent 
resided in the U.S., a U.S. possession, American Samoa or Swain's 
Island for a period of at least one year prior to the applicant's birth. 

Applicant bom out of wedlock abroad to a U.S. citizen mother: 

© Evidence of the U.S. citizenship of the mother, evidence of the re- 
lationship to the applicant and, for births on or before December 
24, 1952, evidence that the mother resided in the U.S. prior to the 
applicant's birth or, for births after December 24, 1952, evidence 
that the mother had resided, prior to the child's birth, in the U.S. or 
a U.S. possession for a period of one year. 

Applicant bom in the Canal Zone or the Republic of Panama: 



• A birth certificate showing birth in the Canal Zone on or after Feb- 
ruary 26, 1904 and before October 1, 1979 and evidence that one 
parent was a U.S. citizen at the time of the applicant's birth; or 

• A birth certificate showing birth in the Republic of Panama on or 
after February 26, 1904 and before October 1, 1979 and evidence 
that at least one parent was a U.S. citizen and employed by the U.S. 
government or the Panama Railroad Company or its successor in 
title. 

All other situations where an apphcant claims to have a U.S. citizen 
parent and an alien parent, or claims to fall within one of the above cate- 
gories but is unable to present the listed documentation: 

• If the apphcant is in the U.S., he or she may contact the local INS 
office for determination of U.S. citizenship; 

• If the applicant is outside the U.S., he or she may contact the State 
Department for a U.S. citizenship determination. 

E. Adoption of Foreign-Born Child by U.S. Citizen 

• If the birth certificate shows a foreign place of birth and the appli- 
cant cannot be determined to be a naturalized citizen under any of 
the above criteria, other evidence of U.S. citizenship may be ob- 
tained; 

• Since foreign-born adopted children do not automatically acquire 
U.S. citizenship by virtue of adoption by U.S. citizens, the appli- 
cant may contact the local INS district office for a determination 
of U.S. citizenship if the applicant provides no evidence of U.S. cit- 
izenship. 

F. U.S. Citizenship by Marriage 

A women acquired U.S. citizenship through marriage to a U.S. citizen 
before September 22, 1922. Ask for: Evidence of U.S. citizenship of the 
husband, and evidence showing the marriage occurred before September 
22, 1922. 

Note: If the husband was an alien at the time of the marriage, and became 
naturalized before September 22, 1922, the wife also acquired natural- 
ized citizenship. If the marriage terminated, the wife maintained her U.S. 
citizenship if she was residing in the U.S. at that rime and continued to 
reside in the U.S. 

LIST B 

A. Documentation Evidencing an Approved Petition or Applica- 
tion 

• INS Form 1-551 ("Resident Alien Card" or "Alien Registration 
Receipt Card" commonly known as a "green card") with one of the 
following INS class of admission ("COA") codes printed on the 
front of a white card or the back of a pink card; ARl, AR6, C20 
through C29, CFl , CF2, CR 1 , CR2, CR6, CR7, CX 1 through CX3, 
CX6 through CX8, F20 through F29, FXl through FX3, FX6 
through FX8, IFl, IF2, IRl through IR4, IR6 through IR9, IWl, 
IW2, IW6, IW7, MR6, MR7, P21 through P23, or P26 through 
P28. 

If an alien claiming approved status presents a code different than 
those enumerated, or if the class of admission from the 1-551 stamp can- 
not be determined, INS Form G-845, and G-845 Supplement (mark item 
six on the Supplement) along with a copy of the document(s) presented 
may be filed with the local INS office in order to determine whether the 
applicant gained his or her status because he or she was the spouse, wid- 
ow, or child of a U.S. citizen or the spouse, child, or unmarried son or 
daughter of an LPR (lawful permanent resident). 

• INS Form 1-551 with one of the following COA codes stamped on 
the lower left side of the back of a pink card: IBl through IB3, IB6 
through IBS, Bl 1, B12, Bl 6, B17, B20 through B29, B31 through 
B33, B36 through B38, BXl through BX3, or BX6 through BX8. 

• INS Form 1-551 with COA code Z13. 
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• Unexpired Temporary 1-551 stamp in foreign passport or on INS 
Form 1-94 with one of the COA codes specified in the Subsections 
(1H3), above. 

• INS Form 1-797 indicating approval of an INS 1-130 petition 
(only 1-130 petitions describing the following relationships may 
be accepted: husbands or wives of U.S. citizens or LPRs, unmar- 
ried children under 2 1 years old of U.S. citizens or LPRs. or unmar- 
ried children 21 or older of LPRs), or approval of an 1-360 petition 
(only 1-360 approvals based on status as a widow/widower of a 
U.S. citizen or as a self-petitioning spouse or child of an abusive 
U.S. citizen or LPR may be accepted). 

• A final order of an Immigration Judge or the Board of Immigration 
Appeals granting suspension of deportation under section 
244(a)(3) of the IN A as in effect prior to April 1 , 1997, or cancella- 
tion of removal under section 240A(b)(2) of the INA. 

B. Documentation Demonstrating that the Applicant has Estab- 
lished a Prima Facie Case 

• INS Form 1-797 indicating that the applicant has established a pri- 
ma facie case; or 

• An immigration court or Board of Immigration Appeals order in- 
dicating that the applicant has established a prima facie case for 
suspension of deportation under INA section 244(a)(3) as in effect 
prior to April 1, 1997, or cancellation of removal under section 
240A(b)(2) of the INA. 

C. Documentation Indicating that the Applicant has Filed a Peti- 
tion or that a Petition has been Filed on the Applicant's Behalf, as 
Applicable, but with no Evidence of Approval of the Petition or Es- 
tablishment of a Prima Facie Case 

Based on the documentation, the filing date of the petition may be de- 
termined and the following actions may be taken: 

• Applicants with petitions filed before June 7, 1997 should have an 
INS Form 1-797 indicating filing of the 1-360 petition by "self-pe- 
titioning spouse [or child] of abusive U.S.C. or LPR," a file- 
stamped copy of the petition, or another document demonstrating 
fihng (including a cash register or computer-generated receipt in- 
dicating filing of Form 1-360). 

• Applicants with petitions filed after June 7, 1997 should have an 
INS Form 1-797 indicating filing of the 1-360 petition. 

D. Documentation Indicating that the Applicant has filed a Peti- 
tion or that a Petition was filed on His or Her Behalf, as Applicable 

The following must indicate that the applicant is the widow/widower 
of a U.S. citizen, the husband or wife of a U.S. Citizen or LPR, the unmar- 
ried child under age 21 of a U.S. citizen or LPR, or the unmarried child 
age 21 or older of an LPR): 

• For aliens on whose behalf a petition has been filed: INS Form 
1-797 indicating filing of an INS 1-130 petition, a file-stamped 
copy of the petition, or another document demonstrating filing (in- 
cluding a cash register or computer-generated receipt indicating 
filing of Form 1-130). 

• For self-petitioning widows or widowers: a file-stamped copy of 
the INS 1-360 petifion, or another document demonstrafing filing 
(including a cash register or computer-generated receipt indicat- 
ing filing of Form 1-360). 

E. Documentation Indicating that the INS has Initiated Deporta- 
tion or Removal Proceedings in which Relief may be Available 

• an "Order to Show Cause"; 

• a "Notice to Appear"; or 

• a "Notice of Hearing in Deportation Proceedings." 

F. Minimal or no Documentation Regarding the Claimed Filing 
If the applicant has some documentation, but it is insufficient to dem- 
onstrate filing, establishment of prima facie case or approval of a petition, 
the INS Request Form on agency letterhead, as well as a copy of any doc- 
ument(s) provided by the applicant, may be faxed to the INS Vermont 
Service Center in order to determine the applicant's status. If the apph- 



cant has no documentation, but is certain that a petition has been filed by 
his or her spouse or parent, the INS Request Form may be faxed to the 
INS Vermont Service Center. 

NOTE: Authority cited: Section 25610. Corporations Code; Sections 22150 and 
50304, Financial Code: and Section 1344, Health and Safety Code. Reference: 
Sections 2521 1 and 25231, Corporations Code; Sections 22 1 01 , 501 22 and 501 30, 
Financial Code; Section 1351, Health and Safety Code; and 8 U.S.C. Sections 
1621, 1641 and 1642. 

History 
] . New section filed 7-6-98; operative 8-5-98 (Register 98, No. 28). 

Article 6. Administrative Penalties 

§ 250.70. Administrative Penalties. 

(a) In determining the amount of any administrative penalty levied or 
assessed against any person subject to Part 3, Division 1 , Title 4 of the 
Corporations Code for each violation of any statute, rule, or order, the 
Commissioner may consider a variety of factors including, but not lim- 
ited to, the following: 

(1 ) The nature and seriousness of the violations including actual or po- 
tential harm to the public or consumer. 

(2) The number and persistence of violations and the length of time 
over which they occurred. 

(3) The person's history of violations or complaints with the Depart- 
ment, other agencies or regulators. 

(4) Whether the person's conduct was negligent, willful, or knowing, 
and the extent to which it was negligent, willful, or knowing. 

(5) The person's financial condition including net worth and revenue. 

(6) The nature and extent to which the person cooperated with the De- 
partment's invesfigation. 

(7) Whether the person aggravated or mitigated any injury or damage 
caused by the violations. 

(8) The nature and extent to which the person has taken corrective ac- 
fion to ensure that violations will not reoccur. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25252, Corporations Code. 

History 
1. New article 6 (section 250.70) and section filed 9-11-2003; operative 
10-11-2003 (Register 2003, No. 37). 

Subchapter 2. Corporate Securities 

(Originally Printed 3-22-45) 

Article 1. Definitions 

§ 260.000. Section Numbers. 

The section numbers in this Subchapter 2 of these rules are keyed to 
the secfion numbers in the Corporate Securities Law of 1 968. The section 
numbers in this subchapter all commence with "260" with a decimal 
point and three numbers following the decimal point which correspond 
to the last three numbers of the relevant section in the Corporate Securi- 
fies Law of 1968. For example. Section "260.017" is a rule adopted relat- 
ing to Secfion 25017 of the Corporate Securities Law of 1968. Where 
there is more than one rule relating to a parficular secfion the second three 
numbers are followed by a second decimal point and one or more further 
numbers to disfinguish the different rules adopted relating to that same 
section. Where there are many rules relafing to a single secfion, as for ex- 
ample under Section 25 140 of the Corporate Securifies Law of 1968 deal- 
ing with the "fair, just and equitable" standard, the last set of numbers are 
not always consecufive, in order that addifional sections can be added 
without renumbering all of the rules relating to that Code secfion. 

These Rules may be cited without the prefactory numbers "260" where 
the context makes clear that a rule under the Corporate Securities Law of 
1968 is referred to. 

Note; Authority cited for Subchapter 2: Sec. 25308, Corporations Code, and 
Sees. 25610, 25612 and 25614 of the Corporate Securities Law of 1968. 
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History 
1 . Repealer of Subchapter 2 ( § § 300 through 860) and new Subchapter 2 ( § § 
260.000 through 260.617not consecutive) filed 1 1-1 5-68; designated effective 
1-2-69 (Register 68, No. 43). For prior regulations, see Registers: 12, No. 9; 54, 

No. 6; 56, Nos. 8, 12; 60, Nos. 6, 15; 61, Nos. 4, 22; 62, No. 2; 63, No. 20; 65, 
No. 14; 67, Nos. 40 and 43. 

§ 260.001. General Definitions. 

The terms defined in Part 1 and Section 25600 of the Corporate Securi- 
ties Law of 1968 when used in this Subchapter 2 shall have the meanings 
set forth in that part and that section. In addition, the following definitions 
shall apply in this Subchapter 2: 

(a) "Charter Documents" means certificate of incorporation, articles 
of incorporation, articles of organization, certificate of determination of 
preferences, agreement of consolidation or merger, and bylaws of a cor- 
poration; a shareholders' agreement as defined in subsection (h); declara- 



tion of trust; agreement of partnership, certificate of limited partnership, 
or any other document or instrument adopted to establish or regulate any 
association, joint stock company, trust, limited liability company, or oth- 
er entity; as such documents are currently in effect, and includes a certifi- 
cate of correction such as that referred to in Section 109 of the Code, an 
opinion of counsel pursuant to Section 1 10 of the Code (or pursuant to 
a similar provision of the law of a foreign jurisdiction), and any of the 
foregoing which have been filed with the Secretary of State or similar au- 
thority subject to a request for delayed effectiveness. 

(b) "Close corporation" means a corporation which is a close corpora- 
tion within the meaning of Section 158 of the Code, and includes a for- 
eign corporation organized or operating pursuant to a similar provision 
of the laws of a foreign jurisdiction. 

(c) "'Code" means the California Corporations Code. 
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(d) "Default" or "Arrears" means default or arrears in payment of divi- 
dends, interest, sinking fund payment, or principal, on the date due. 

(e) "Limited Offering Qualification" means a qualification which au- 
thorizes the offer and sale of securities only to persons designated therein 
by name or class. 

(0 "Open Qualification" means a qualification which authorizes the 
offer and sale of securities to the pubhc generally, without restriction as 
to persons or class of persons. 

(g) A "Seasoned Corporation" ordinarily means an issuer which has 
been conducting bona fide business operations, either directly or through 
a predecessor, for more than two years, and has operated at profit during 
at least one of the last three fiscal years. 

(h) Unless the context otherwise requires, "shareholders' agreement" 
means an agreement as defined by Section 186 of the Code, and includes 
substantially similar agreements pursuant to the laws of a foreign juris- 
diction (See Sections 260.017.2, 260.017.3, 260.102.12 and 
260.105.22). 

(i) The term "small business issuer" means any entity meeting all of 
the following: 

(1) has annual revenues of less than $12.5 million; 

(2) is either a California corporation or a foreign corporation, which 
foreign corporation at the time of filing an apphcation for qualification: 

(A) is subject to Section 21 15 of the Code, or 

(B) is not subject to Section 2115 of the Code, but by applying the 
three-factor test set forth in subdivision (a) of Section 2 1 1 5 of the Code, 
has an average property factor, payroll factor and sales factor of not less 
than 25 percent during the latest full income year, provided that the pay- 
roll factor for the same period is at least 50 percent, and has a percentage 
of outstanding voting securities held of record, as of the last record date 
for a shareholder's meeting, by persons having addresses in this state of 
at least 25 percent; 

(3) is not an investment company subject to the Investment Company 
Act of 1940 or "blind pool" company (as that term is defined in Section 
260.113.1); and, 

(4) if a majority-owned subsidiary, the parent is also a small business 
issuer. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
2115, 251 13(b)(2), 25600 and 25610, Corporations Code. 

History 

1. Amendment of subsection (a) and new subsections (g) and (h) filed 5-15-78; 
effective thirtieth day thereafter (Register 78, No. 20). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

3. Amendment filed 10-26-84; effective thirtieth day thereafter (Register 84, No. 

43). 

4. Amendment of subsection (a), new subsections (i)-(i)(4), and amendment of 
Note filed 12-19-95; operative 1-18-96 (Register 95, No. 51). 

5. Editorial correction restoring inadvertently omitted subsection (c) (Register 96, 

No. 52). 

6. Change without regulatory effect amending subsections (a), (h) and (i)(2)(A) 
filed 9-25-2002 pursuant to section 1 00, title 1, California Code of Regulations 
(Register 2002, No. 39). 



§ 260.004. CertDfication of Exchanges. 

(a) Any exchange which desires to be certified as excluded from the 
definition of a "broker-dealer" pursuant to subdivision (d) of Section 
25004 of the Code shall file a written request for certification with the 
Commissioner. In addition to the most recent audited financial statement 
of the exchange, such request shall include the provisions of the govern- 
ing documents of the exchange regarding the following: 

(1) the rights and obhgations imposed upon holders and writers of op- 
tions; 

(2) the requirements for approval of underlying stock and the issuers 
thereof; 

(3) the limitations on the number of options covering a given stock 
which may be exercised by a holder or group of holders within a specified 
period; 



(4) the limitations imposed upon the number of options which may be 
written, held or exercised by a single writer or investor, or group of inves- 
tors; 

(5) the restrictions on trading in options upon the occurrence of speci- 
fied conditions; 

(6) the requirements imposed upon members of the exchange, includ- 
ing net capital requirements, margin requirements applicable to accounts 
of member firms and their customers and recordkeeping requirements; 

(7) the requirements imposed upon exchange members regarding the 
approval of a prospective customer's account, including information re- 
quired as to the customer's investment objectives, financial status and 
needs; and 

(8) the procedures for the suspension of members. 

(b) To the extent that the matters specified in subsection (a) are set 
forth in an application for registration under the Securities Act of 1933 
and/or in a plan filed pursuant to Rule 9b- 1 under the Securities Ex- 
change Act of 1934, a copy of such application and plan should be filed 
in fulfilling the requirement of this section. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25004 and 25210, Corporations Code. 

History 

1. New section filed 12-31-74 as an emergency; designated effective 1-1-75 
(Register 75, No. 1). 

2. Certificate of Compliance filed 4-29-75 (Register 75, No. 18). 

3. Amendment filed 5-6-75; effective thirtieth day thereafter (Register 75, No. 
19). 

4. Editorial correcfion of NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.008. Circulation of Publications in This State. 

In determining whether a newspaper or other publication has had more 

than two-thirds of its circulation outside this State during the past 12 

months for the purposes of subdivision (c) of Section 25008 of the Code, 

in the case of a newspaper or magazine which publishes a separate edition 

circulated in this State which does not carry the same advertising as that 

of other editions of the same publication, such separate edition shall be 

considered a separate newspaper or magazine from the other editions of 

the same publication with respect to any advertisement which is not to be 

carried in all ediuons of the newspaper or magazine. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25008, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.01 1 . Indirect Benefit to the issuer. 

The term "purchase price" as used in Section 25011 of the Code in- 
cludes only the specific consideration bargained for in return for the secu- 
rities (which may include the making of a loan to the issuer); it does not 
include any remote, contingent or incidental benefit which may accrue 
to the issuer, such as (without limitation) the inducement to a person to 
become or remain an employee of the issuer or perform other services for 
the issuer, even though a motive of the seller or the purchaser is to obtain 
such remote, contingent or incidental benefit for the issuer. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
2501 1, 25101, 25102, 25104, 25110 and 25130, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1 ). 

§ 260.01 7. Stock Dividend. 

(a) The term "stock dividend" as used in subdivision (0 of Section 
25017 of the Code and this section means the issuance of additional 
shares (including treasury shares) of the issuer to its exisUng sharehold- 
ers, or to the shareholders of a class, pro rata according to the shares pre- 
viously held (except for any cash or scrip paid for fractional shares), with- 
out consideration other than the transfer from surplus to stated capital of 
an amount equal to or greater than the par, stated or market value of the 
shares distributed, but without any other consideration being paid by the 
shareholders, and not by an amendment to the articles of incorporation 
stating the effect on outstanding shares. The term "stock dividend" does 
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not include a stock split (as defined in Section 260.103.2 of these rules), 
exchange or reclassification of shares. 

(b) A stock dividend is not payable '"solely in shares of such common 
stock" within the meaning of subdivision (f) of Section 25017 of the Code 
when the shareholders are given an option to accept either cash or the ad- 
ditional shares of common stock. 

(c) A stock dividend is not payable "in shares of such common stock, 
if the corporation has no other class of voting stock outstanding" within 
the meaning of subdivision (f) of Section 25017 of the Code unless (1) 
such dividend is payable in shares of voting common stock and (2) such 
voting common stock is of the same class as the class upon which the div- 
idend is paid. 

(d) Stock dividends which are included in the definition of ''sale" are 
transactions requiring qualification under Section 251 10 or 25120 of the 
Code, as appropriate, unless otherwise exempted by Section 25100, 
25102, 25103 or 25105 of the Code. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25017, 25100. 25102, 25103, 25105, 251 10 and 25120, Corporations Code. 

History 
1. Amendment filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 
32). 

§260.017.1. Voting Stock. 

The term "voting stock" as used in subdivision (f) of Section 25017 
and the term "voting shares" as used in subsection (f) of Section 25103 
of the Code mean any stock presently entitling the owner or holder there- 
of to vote in elections of directors. Such terms do not include any security 
which entitles the owner or holder thereof to vote in elections of directors 
only upon the happening of an event or contingency which has not yet 
occurred. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25017 and 25103, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.017.2. Changes Effected Through Shareholders' 
Agreements. 

The term "any change in the rights, preferences, privileges, or restric- 
tions of or on outstanding securities" as used in subdivision (a) of Section 
25017 of the Code includes changes in the rights, preferences, privileges, 
or restrictions of or on outstanding securities of a corporation effected 
through the adoption, modification or termination of provisions of a 
shareholders' agreement, which provisions, except for the second sen- 
tence of Section 204(a) or other provision of the Code, or a substantially 
similar provision of the law of a foreign jurisdiction, would be required 
to be in the articles of incorporation or bylaws to be effective. 
NOTE: Authority cited: Section 2.5610, Corporations Code. Reference: Sections 
25017, 25103 and 25120, Corporations Code. 

History 

1. New section filed 5-15-78; effective thirtieth day thereafter (Register 78, No. 
20). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.017.3. Change in Close Corporation Status. 

The term "any change in the rights, preferences, privileges, or restric- 
tions of or on outstanding securities" as used in subdivision (a) of Section 
25017 of the Code includes, but is not limited to, the addition to or dele- 
tion from the articles of incorporation of the provisions prescribed by 
Section 158(a) of the Code with respect to close corporations (see Sec- 
tions 41 8(d) and 421 of the Code relating to restrictions on the transfer 
of shares and Sections 158(c), 1111 and 1201(e) relating to restrictions 
on voting rights). 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25017, Corporations Code. 

History 

1. New secfion filed 5-15-78; effective thirtieth day thereafter (Register 78, No. 
20). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 



§260.019. Commodity Accounts. 

The term "security" as used in Section 25019 of the Code does not in- 
clude any discretionary account maintained by a customer with a com- 
modity broker for trading in commodities or commodity futures. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25019, Corporations Code. 

History 

1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.01 9.1 . Voluntary Inter Vivos Trusts. 

(a) The term "voluntary inter vivos trust" as used in Section 25019 of 
the Code includes, but is not limited to, (1 ) either a charitable remainder 
annuity trust or charitable remainder unitrust as defined in Section 664 
of the Internal Revenue Code, and (2) a pooled income fund as defined 
in Section 642(c)(5) of the Internal Revenue Code. 

(b) A trust is presumptively a "voluntary inter vivos trust" within the 
meaning of that term as used in Section 25019 of the Code if each of the 
following conditions is met: 

( 1) It is an express trust created during the life of the trustor, which trust 
may be revocable or irrevocable. 

(2) The obligations of the trustee are in accord with Article 2 (com- 
mencing with Section 2258) of Division Third, Part 4, Title 8, Chapter 
1 of the Civil Code, and the trustee is not authorized or directed, expressly 
or by implication, to commingle by loan or otherwise the corpus or any 
part thereof with the personal assets of the trustee, or with the assets of 
any person entitled to a remainder interest. 

(3) No beneficiary, other than the trustor if the trustor is a beneficiary, 
and no person entitled to any remainder interest in the trust, pays any con- 
sideration for such interest. 

(c) This section does not create any presumption that a trust not con- 
forming to this section is not a voluntary inter vivos trust. This section 
does not create a presumption that a trust is or is not formed for the pur- 
pose of carrying on a business or solely for the purposes of voting. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25019, Corporations Code. 

History 

1. New section filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

§260.019.2. Non-Business Trusts. 

A voluntary inter vivos trust is not "created for the purpose of carrying 
on any business" within the meaning of Section 25019 of the Code, mere- 
ly because the trustee invests and reinvests the assets of the trust in pas- 
sive investments, provided a primary purpose of the trust evidences an 
intent to presently or ultimately benefit one or more specified eleemosy- 
nary organizations. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25019, Corporations Code. 

History 

1. New section filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

Article 2. Exemptions from Qualification 

§ 260.100. Class Exemption for Persons Issuing Life 
Income Contracts. 

The following persons are hereby designated by class as entitled to the 
exemption for the offer or sale of life income contracts pursuant to subdi- 
vision (k) of Section 25100 of the Code: Any nonprofit college or univer- 
sity which has total endowment funds (including annuity and life income 
funds) according to its most recent audited financial statement of not less 
than $2,000,000. 

NOTE: Authority cited: Sections 25100 (k) and 25610, Corporations Code. Refer- 
ence: Section 25100(k), Corporations Code. 

History 

1 . Amendment filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 

2. Editorial cortection of NOTE filed 3-9-83 (Register 83, No. 11). 
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§ 260.100.1 . Form of Request for Designation. 

Any organization which desires to be designated as one entitled to the 
exemption for the offer and sale of life income contracts pursuant to Sub- 
division (k) of Section 25100, and which is not within the class desig- 
nated in Section 260.100 of these rules, may apply to the Commissioner 
for such a designation by order, on the following form: 

File No. • 

(Insert file number of previous filings 
before the Department, if any.) 
Fee: $50 
Date of Request 

DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

Request for designation as an exempt organization pursuant to Subdivision (k) of 

Secfion 25100 of the Corporate Securities Law of 1968. 

1. 

(Name of Applicant) 

2. 

(Principal business address of applicant) 

3. 

(State whether applicant is a corporation, tnist or other entity) 
4. Is applicant organized exclusively for educational, benevolent, fraternal, reli- 
gious, charitable, social, or reformatory purposes and not for pecuniary profit? 

5. 

(Name and address of person to whom correspondence regarding 
this request for designation should be addressed.) 

6. Describe briefly the type of activities engaged in by the applicant. 

7. There are attached hereto as exhibits, if applicable, the following which are here- 
by incorporated by reference: 

A. Financial statements, including a balance sheet of recent date and a profit 
and loss statement for each of the three fiscal years preceding the date of the bal- 
ance sheet. The balance sheet and profit and loss statements should reflect all 
assets acquired from donors of property in consideration of the payment to the 
donor or other persons of income or specified periodic payments. 

B. A list containing the complete names and other business affiliations of the 
directors, officers, trustees and/or other persons who will be charged with the 
activities and operauon of the applicant. 

C. A statement setting forth the scope and nature of any investment advisory 
services that the applicant has utilized or proposes to utilize, or (if no such ser- 
vices are utilized) the investment experience of the persons to manage the in- 
vestment portfolio. 

D. An opinion of counsel with respect to the tax consequences to the prospec- 
tive donors of property. The applicant has duly caused this application to be 
signed on its behalf by the undersigned, thereunto duly authorized. 



value of the donated property and the reOim on designated assets (which 
may be other than the donated property). 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25100(k), Corporations Code. 

History 

1. New section filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 

2. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

3. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.1 00.3. Request for Order of Exemption. 

(a) Any issuer whose notes, drafts, bills of exchange or banker's ac- 
ceptances would be exempt from the qualification requirements of the 
Corporate Securities Law by virtue of subdivision (1) of Section 25100 
but for the fact that such securities are to be offered and sold in amounts 
of less than $25,000 in the aggregate to any one purchaser may request 
an order of exemption pursuant to subdivision (1) of Section 25100 for 
such .securities. 

Generally, unless otherwise stated in the order, the order of exemption 
shall be for a one-year period and may be renewed for additional periods 
upon submission and approval of subsequent requests for order of ex- 
emption. 

The order of exemption shall only be appUcable to the securities de- 
scribed in the request for the order when offered and sold in the manner 
described in the request for the order. The order of exemption will exempt 
the securities that are the subject of the order from the provisions of Sec- 
tions 25110, 25120 and 25130 of the Corporate Securities Law. 

(b) A request for such order of exemption, or for renewal thereof, shall 
be submitted to the Commissioner on the following form: 

File No. 

Date of Request 



DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

REQUEST FOR ORDER OF EXEMPTION PURSUANT 

TO SUBDIVISION (1) OF SECTION 25100 OF THE 

CORPORATE SECURITIES LAW OF 1968 

(Name of Issuer) 



• 



(Applicant) 

By 

(Title) 

I certify (or declare) under penalty of perjury under the laws of the State of Califor- 
nia that I have read this application and the exhibits thereto and know the con- 
tents thereof, and that the statements therein are true and correct. 

Executed at , on 



20 



(Place) 



(Date ) 



(Signature) 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25100(k), Corporations Code. 

History 

1. Amendment of form filed 5-14-69; effective thirtieth day thereafter (Register 
69, No. 20). 

2. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1). 

3. Amendment filed 2-1 1-85; effective thirtieth day thereafter (Register 85, No. 
7). 

4. Change without regulatory effect amending form filed 9-25-2002 pursuant to 
section 100, title 1, California Code of Reguladons (Register 2002, No. 39). 

§ 260.1 00.2. Definition of "Life Income Contract." 

The term "life income contract" as used in subdivision (k) of Section 
25100 of the Code means an agreement between the issuer and a donor 
in consideration of a donation of property (which must be irrevocable) 
to such issuer (and only to such issuer) and providing for the payment to 
the donor or persons designated by him, for the life of the donor or such 
other persons, of a variable return measured or determined by the original 



3. a. 



(Address of Principal Executive Office of Issuer) 
Is Issuer a corporation, partnership, bank, trust or other entity? 
b. State of incorporation or jurisdiction under which organized _ 



Name and address of person to whom correspondence regarding this request 
should be addressed: 



5. (a) 
Title of 
securities 


(b) 

Maturities 
(days or 
months) 

Min.-Max. 


(c) 
Denominations 

Min.-Max. 


(d) 
Renewable 
(yes or no) 


(e) 
Minimum 
investment 



(0 
Average dollar amount of such 
securities in minimum investments 
of less than $25,000 outstanding 
during previous 12 months 



(g) 
Average dollar amount of such 
securities outstanding during previous 
12 months 



California 



Total 



California 



Total 



6. Briefly describe the business done by the Issuer and its parent or 
subsidiaries. 

7. Briefly describe the class or classes of persons to whom the securi- 
ties will be offered and the manner in which such persons will be solicited 
for such offers. Explain the suitability of the security as an investment for 
the individuals to whom offers are made and explain any relationships 
between such individuals and the Issuer. Attach copies of any advertising 
or other information disclosing the nature of the investment that is uti- 
lized in the solicitation process. 
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8. Briefly describe the terms of the securities, including renewal provi- 
sions or "roll-over" features. Describe the relationship between denomi- 
nation, maturity, and rate of return, and the manner in which the Issuer 
establishes the rate of return. Explain whether the securities are sold at 
a discount or whether periodic interest payments are made. Attach a spec- 
imen certificate for each type of security to be issued pursuant to this ex- 
emption evidencing the security to be issued. 

9. State the principal transactions out of which the securities arise or 
the principal purposes for which the net proceeds of the sales of such se- 
curities are to be used and the approximate amount intended to be used 
for each such transaction or purpose. 

10. Attach as exhibits, if applicable, the following which are hereby 
incorporated by reference. 

a. Financial statements of the Issuer as required by Section 260.61 3 of 
Title 10 of the California Code of Regulations. 

b. Copies of the Issuer's most recent Form 10-K and Form 8-K filings 
with the Securities and Exchange Commission (or the filings of the par- 
ent if the Issuer has not made such filings). 

c. Copies of each of the most recent ratings by nationally recognized 
statistical rating organizations of the Issuer's securities issuable pursuant 
to the exemption under Section 25100 (1), or a description thereof if co- 
pies are not available. 

d. A schedule which sets forth the Issuer's ratio of earnings to fixed 
charges, current ratio, quick asset ratio and inventory turnover (all based 
on the Issuer's most current financial information). 

e. A copy of any "no action" letters issued by the Securities and Ex- 
change Commission regarding whether the Issuer's securities are exempt 
from the registration requirements of the Securities Act of 1933 pursuant 
to Section 3(a)(3). If no such letters have been requested or received, at- 
tach an opinion of counsel that such securities are so exempt. 

11. Are any of the Issuer's securities in default? 

12. Describe any material changes which may have occurred subse- 
quent to the dates of any financial statements or information submitted. 
Is the Issuer aware of any information which would give rise to questions 
regarding the ratings disclosed under Item 10c? If so, describe the infor- 
mation. 

13. There is no adverse order, judgment or decree entered in connec- 
tion with Issuer's debt securities that are exempt pursuant to Section 
25 1 00 (1), or similar exemption in another jurisdiction, or Section 3(a)(3) 
of the Securities Act of 1933, by any state regulatory authority, any court, 
or the Securities and Exchange Commission, except as follows: (If none, 
so state) 

14. Submit any additional statements or information which will assist 
the Commissioner in determining whether qualification of such securi- 
ties is necessary or appropriate in the public interest or for the protection 
of investors. 

15. The Issuer agrees, in the event it does not reapply for an exemption 
under Subdivision (1) of Section 25100, to furnish the information speci- 
fied in Item 5 above for the period during which the exemption herein 
applied for is in effect, if granted, within 90 days after the expiration of 
such exemption. 

The Issuer has duly caused this request to be signed on its behalf by 
the undersigned, thereunto duly authorized. 



By. 



(Issuer) 



(Title) 

I certify (or declare) under penalty of perjury under the laws of the 
State of California that I have read this request and the exhibits thereto 
and know the contents thereof, and that the statements therein are true and 
correct. 
Executed at on , 20 . 



(Place) 



(Date) 



(Signature) 



Instruction: It is recognized that if this is the Issuer's first request for 
Order of Exemption, some of the information requested by this applica- 



tion may not be available to the Issuer. If any requested information is not 
available, the Issuer shall so state and explain why the information is not 
available. The Commissioner expects that all Issuers who intend to apply 
for this Order of Exemption on a continuous basis will take appropriate 
action subsequent to the initial request to obtain information that was un- 
available for this request for submission in subsequent requests for Order 
of Exemption pursuant to Section 25100f/j. 

NOTE; Authority cited: Sections 25100(/) and 25610, Corporations Code. Refer- 
ence: Section 25100f/j, Corporations Code. 

History 

1 . New section filed 1-4-77; effective thirtieth day thereafter (Register 77, No. 2). 

2. Section refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 2). 

3. Editorial conection of NOTE filed 3-9-83 (Register 83, No. 1 1 ). 

4. Amendment filed 2-1 1-85; effective thirtieth day thereafter (Register 85, No. 
V). 

5. Change without regulatory effect amending form filed 9-25-2002 pursuant to 
section 100, title 1, California Code of Regulations (Register 2002, No. 39). 

§ 260.1 01 . Insurance Company Securities. 

A nonadmitted insurance company which does not meet the security- 
holders or asset tests contained in Section 12(g)(1)(B) of the Securities 
Exchange Act of 1934 is not exempted from registration by Section 
12(g)(2)(G) of that act within the meaning of subdivision (b) of Section 
25 101 of the Code and its securities for that reason are not eligible for ex- 
emption pursuant to subdivision (b) of Section 25 1 1 from the provisions 
of Section 25130 of the Code, even though it may be subject to the vari- 
ous state regulatory, requirements referred to in Section 12(g)(2)(G) of 
the Securities Exchange Act of 1934. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25101, Corporations Code. 

History 

1 . Amendment filed 4-^4-78; effective thirtieth day thereafter (Register 78, No. 
14). 

2. Amendment refiled 4-4-78; effective thirtieth day thereafter (Register 78, No. 
14). 

§ 260.1 01 .1 . Definitions of Terms and Implementation of 
Section 25101 of the Code. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25101(b), Corporations Code. 

History 

1. Amendment filed 4-^1-78; effective thirtieth day thereafter (Register 73, No. 
14). For prior history, see Register 78, No. 26. 

2. Amendment refiled 4-4-78; effective thirtieth day thereafter (Register 78, No. 
14.) 

3. Amendment of subsections (c)(2) and (e) filed 8-1 1-89; operative 8-11-89 
(Register 89, No. 33). 

4. Amendment of subsections (a), (c) and (e) and Note and new subsection (c)(2) 
filed 12^-92; operative 1^-93 (Register 92, No. 49). 

5. Change without regulatory effect repealing section filed 7-9-98 pursuant to 
section 100, title 1, California Code of Regulations (Register 98, No. 28). 

§ 260.1 01 .2. Certified National Securities Exchanges. 

(a) Pursuant to subdivision (a) of Section 25101 of the Code, the fol- 
lowing national securities exchanges are certified: 

The New York Stock Exchange 

Tier I of the Philadelphia Stock Exchange 

(b) Pursuant to subdivision (a) of Section 25101 of the Code, the inter- 
dealer quotation system of the National Association of Securities Deal- 
ers, Inc. is certified, but only to the extent that the securities on the inter- 
dealer quotation system are those of an issuer which has a security 
designated as a National Market System security. 

(c) Pursuant to subdivision (a) of Section 25101 of the Code, the 
American Stock Exchange is certified, but only to the extent that the se- 
curities are those of an issuer which has a security that is regularly listed 
on the American Stock Exchange. An issuer with securities listed on the 
American Stock Exchange's "Emerging Company Marketplace" or the 
"AMEX/ECM" is not an issuer which has a security that is regularly 
listed on the American Stock Exchange and, therefore, the exemption af- 
forded by subdivision (a) of Section 25101 from the qualification re- 
quirements of Section 251 30 of the Code is unavailable. Emerging Com- 
pany Marketplace or AMEX/ECM securities have the suffix ".EC" as 
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part of their ticker symbol to distinguish them from securities which are 
regularly listed on the American Stock Exchange. 

(d) Pursuant to subdivision (a) of Section 25 101 of the Code, the Pacif- 
ic Stock Exchange is certified, but with respect to the Small Corporate 
Offering Registration ("SCOR") securities on the Pacific Stock Ex- 
change's SCOR Marketplace only the common stock and preferred stock 
listed on the SCOR Marketplace are exempt from the qualification re- 
quirements of Section 25130 of the Code. SCOR Marketplace securities 
have the suffix ".SC" as part of their tickler symbol to distinguish them 
from other securities listed on the Pacific Stock Exchange. 
NOTE: Authority cited: Sections 25101 and 25610, Corporations Code. Refer- 
ence: Section 25101, Corporations Code. 

History 

1. New section filed 4-4-78; effective thirtieth day thereafter (Reeister 78, No. 
14). 

2. New section refiled 4-4-78; effective thirtieth day thereafter (Register 78, No. 
14). 

3. Amendment filed 12-14—79; effective thirtieth day thereafter (Register 79, No. 
50). 

4. Editorial correction of Note filed 3-9-83 (Register 83, No. 11). 

5. Change without regulatory effect adding subsection (b) and renumbering undes- 
ignated paragraph as subsection (a) filed 4-19-91 pursuant to section 100, title 
1, California Code of Regulations; operative 4-19-91 (Register 91, No. 21). 

6. Amendment of subsection (a) and new subsection (c) filed 7-29-92; operative 
8-28-92 (Register 92, No. 31). 

7. Change without regulatory effect amending subsections (a)-(c) and adding new 
subsection (d) filed 12-5-95 pursuant to section 100, title 1, California Code of 
Regulanons (Register 95, No. 49). 

§ 260.1 01 .3. Notice Under Section 251 01 (b)" of the Code. 

NOTE: Authority cited: Secfion 25610, Corporations Code. Reference: Secfion 
25101(b), Corporations Code. 

History 

1. New secfion filed 4-4-78; effective thirtieth day thereafter (Register 78, No. 
14). 

2. New section refiled 4-4-78; effective thirtieth day thereafter (Register 78, No. 
14). 

3. Amendment filed 2-1 1-85; effecfive thirtieth day thereafter (Register 85, No. 
7). 

4. Change without regulatory effect of subsection (b) filed 9-10-87; operative 
10-10-87 (Register 87, No. 37). 

5. Change without regulatory effect pursuant to section 100(b)(3), title 1, Califor- 
nia Code of Regulations filed 12-15-89; operative 1-14-90 (Register 90, No. 
1). 

6. Amendment of subsection (a), form and Note, redesignafion and amendment 
of former subsections (b)-(c) and new subsections (b)(l)-(2) filed 12^-92; 
operative 1-4-93 (Register 92, No. 49). 

7. Change without regulatory effect repealing section filed 7-9-98 pursuant to 
section 100, ntle 1, California Code of Regulanons (Register 98, No. 28). 

§260.102. Negotiating Permit. 

An application for a negotiating permit referred to in subdivision (c) 
of Section 25 102 should be made on the form set out in Section 260. 11 3 
of these rules, which should be completed to the extent the information 
is available to the applicant at the time of application for the negotiating 
permit, and to the extent that it is not then available a brief statement 
should be included to that effect. However, except where the material 
terms of an offering remain to be negotiated, a permit qualifying the offer 
and sale will normally be issued if a negotiating permit would be issued 
and the permit qualifying the offer and sale should be applied for rather 
than a negotiating permit. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25102 and 251 13, Corporations Code. 

History 
1. Amendment filed 8-7-85; effecfive thirtieth day thereafter (Register 85, No. 

32). 

§ 260.1 02.1 . Non-Public Offering Under Subdivision (a) of 
Section 25102. 
(a) For the purposes of subdivision (a) of Section 25102 of the Code, 
no public offering is involved in an offer made to not more than 35 per- 
sons. The number of offerees referred to above is exclusive of the follow- 
ing: 



( 1 ) Those persons described in Section 25 1 02(i) of the Code and Sec- 
tions 260.102.10 and 260.105.14 of these rules. 

(2) Officers, directors and affiliates of the issuer and those persons de- 
scribed in Section 260.102.13, subject to the definitions and limitations 
contained in Sections 260.102.12 and 260.102.13. 

(3) For the purposes of this section, a husband and wife (together with 
any custodian or trustee acting for the account of their minor children) 
are counted as one person and a partnership, corporation or other organi- 
zation which was not specifically formed for the purpose of purchasing 
the security offered in reliance upon this exemption, is counted as one 
person. 

(b) This section does not create any presumption that a public offering 
is involved in offers made to more than 35 persons and the determination 
of whether or not a transaction not covered by this section involves a pub- 
lic offering shall be made without reference to this section. 

NOTE: Authority cited: Secfions 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25102 and 25105, Corporafions Code. 

History 

1 . Amendment filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 

2. Amendment filed 10-20-83; effective thirtieth day thereafter (Register 83, No. 
43). 

§ 260.1 02.2. Non-Public Offering and Sale. 

For the purposes of subdivisions (e) and (g) of Section 25102 and sub- 
division (a) of Section 25104 of the Code, an offer or sale, does not in- 
volve any public offering if offers are not made to more than 25 persons 
and sales are not consummated to more than 10 of such persons, and if 
all of the offerees either have a preexisting personal or business relation- 
ship with the offeror or its partners, officers, directors or controlling per- 
sons or by reason of their business or financial experience could be rea- 
sonably assumed to have the capacity to protect their own interests in 
connection with the transaction. The number of offerees and purchasers 
referred to above is exclusive of any described in subdivision (i) of Sec- 
tion 25102 of the Code and a husband and wife (together with any custo- 
dian or trustee acting for the account of their minor children) are counted 
as one person. This section does not create any presumption that a public 
offering is involved in offers not conforming to this section, and the de- 
termination of whether or not a transaction not covered by this section 
involves a public offering shall be made without reference to this section. 
NOTE: Authority cited: Section 25610, Corporafions Code. Reference: Sections 
25102 and 25104, Corporations Code. 

History 

1. Amendment filed 1-1 1-72; effective thirtieth day thereafter (Register 72, No. 
3). For prior history, see Register 70, No. 50. 

2. Amendment filed 10-26-81 as an emergency; designated effective 11-1-81 
(Register 8 1 , No. 44). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-23-82. 

3. Certificate of Compliance transmitted to OAL 2-22-82 and filed 3-24-82 
(Register 82, No. 13). 

§ 260.1 02.3. Evidence of Indebtedness. 

The term "evidence of indebtedness" as used in subdivision (e) in Sec- 
tion 25102 of the Code does not include a debt security which is convert- 
ible into an equity security unless such debt security is convertible into 
an equity security of the same issuer and the offer and sale of such equity 
security would be exempt from the provisions of Section 25110 of the 
Code by any provision other than Section 25102(h) of the Code. 
NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25017 and 25102, Corporations Code. 

History 

1. Amendment filed 7-13-70; effecfive thirtieth day thereafter (Register 70, No. 
29). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.1 02.4. One Class of Stock. 

For the purposes of subdivision (h) of Section 25102 of the Code: 
(a) Debt securities are not a "class of stock" though they may be deter- 
mined to be "equity" for the purpose of income taxes with respect to ei- 
ther the corporation or the shareholders thereof or for the purpose of prio- 
rities in bankruptcy or otherwise among creditors of the corporation. 
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(b) A corporation does not have "only one class of stock" outstanding 
if, at the time its shares are issued, there exists or is presently intended to 
be executed a shareholders' agreement pursuant to which any of the 
rights, preferences, privileges, or restrictions upon its shares, as enumer- 
ated in Subdivision (e) of Section 25 1 03 of the Code, are or would be mo- 
dified as to any such shares, or as to the holders of any such shares, in a 
manner not applicable to all outstanding shares. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25102 and 25103, Corporations Code. 

History 

1. Amendment filed 5-15-78; effective thirtieth day thereafter (Register 78. No. 
20). 

2. Change without regulatory effect amending subsection (b) filed 9-25-2002 pur- 
suant to section 1 00, title 1 , California Code of Reaulalions (Register 2002, No. 
39). 

§ 260.1 02.5. Beneficial Ownership of Securities. 

For the purpose of Subdivision (h) of Section 25102 of the Code: 

(a) Securities held by a partnership or joint venture shall be considered 
to be owned beneficially by each of its partners or joint venturers and se- 
curities held by a taistee shall be considered to be owned beneficially by 
each of the beneficiaries, present, future, and contingent of the trust, pro- 
vided, however, that a future or contingent beneficiary shall be disre- 
garded if he or she is an ancestor, descendant or spouse of a present bene- 
ficiary, or a custodian or trustee for his or her account. 

(b) In determining the number of persons owning shares beneficially, 
the provisions of Subdivision (d) of Section 1 58 of the Code are not con- 
trolling and reference should be made to this rule and to Subdivision 
(h)(5) of Section 25102 of the Code. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25102, Corporations Code. 



History 

1 . Amendment filed .5-14-69; effective thirtieth day thereafter (Register 69, No. 
20). 

2. Amendment filed 5-15-78; effective thirtieth day thereafter (Register 78, No. 
20). 

3. Editorial conection of NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.102.6. Transfer Restriction on Stock Issued Under 
Small Offering Exemption. (Repealed) 

NOTE: Authority cited: Sections 25102 and 25610, Corporations Code. Refer- 
ence: Section 25102, Corporations Code. 

History 

i . Amendment filed 1-4-77; effective thirtieth day thereafter (Register 77, No. 2). 
For prior history see Register 74, No. 9. 

2. Amendment reFiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 
2). 

3. Amendment filed 5-15-78; effective thirtieth dav thereafter (Register 78, No. 
20). 

4. Editorial con-ection of NOTE filed 3-9-83 (Register 83, No. 11). 

5. Repealer filed 5-20-97; operative 5-20-97 pursuant to Government Code sec- 
tion 1 1 343.4(d) (Register 97, No. 21 ). 

§ 260.102.7. Selling Expenses. 

For the purposes of Clause (2) of Subdivision (h) of Section 25102 of 
the Code, "seUing expenses" means commissions, discounts or other 
compensation paid to any person as remuneration for selling the securi- 
ties. 

§ 260.102.8. Notice of Issuance of Securities Pursuant to 
Small Offering Exemption. 

(a) The notice referred to in Clause (5) of Subdivision (h) of Section 
25102 of the Code shall be in the following form on 8 1/2" by 1 1 " paper: 



• 
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(Department of Corporations DEPARTMENT OF CORPORATIONS 

Use Only) FILE NO., if any: 

Fee Paid $ 

Insert File Numher(s) of Previous 
Receipt No. Filings Before the Department, If Any) 

FEE: $25.00 $35.00 $50.00 $150.00 $300.00 

(Circle the appropriate fee. See Corporations 

Code Section 25608(c)) 

TO THE COMMISSIONER OF CORPORATIONS OF THE STATE OF CALIFORNIA 

Notice of Issuance of Shares Pursuant to Subdivision (h) of 

Section 25102 of the Corporations Code or Rule 260.103, 

Title 10, California Code of Regulations 

Check one of the following: 

( ) Notice pursuant to Section 25102(h) as to an issuance subject to qualification under Corporations Code Section 251 10, 
unless exempted. 

( ) Notice pursuant to Rule 260.103 as to an issuance subject to qualification under Corporations Code Section 251 20, unless 

exempted. 
Name of Issuer 

State of Incorporation 

Address of Principal Place of Business 

Number and Street City State Zip Code 

1. Is the issuer a "close corporation" as defined in Section 260.001, Title 10, California Code of Regulations? 

( ) Yes ( ) No 

Instruction: Review Corporations Code Section 158 and Rule 260.001, Title 10, California Code of Regulations. 

2. Under the exemption provided by Section 25102(h), shares of voting common stock have been or are proposed to be issued 
pursuant to this Notice beneficially to not more than 35 persons, whose names are set forth below; together with the names 
of the corresponding record shareholders if other than the beneficial shareholders: 



If additional space is needed for the names of shareholders, check this box and attach a separate sheet of paper to the Notice. 
[ ] 

3. The value of the securities sold or proposed to be sold in the transaction, determined in accordance with the provisions of 
Section 25608(g) of the Corporations Code in connection with the fee required upon filing this notice, is: 

(a) $ in money 

$ in consideration other than money. 

(b) ( ) Change in rights, preferences, privileges or restrictions of or on outstanding securities under Rule 260.103. 
($25 fee). 

4. Immediately after the issuance and sale of such shares, the above-named issuer had or will have only one class of stock 
outstanding which was or will be owned beneficially by no more than 35 persons. 

Instruction: Review Sections 260.102.4 and 260.102.5. Title 10, California Code of Regulations. 

5. The offer and sale of such shares was not nor will be accompanied by the publication of any advertisement and neither sell- 
ing expenses nor promotional considerations were or will be given, paid or incurred in connection therewith. 

6. To the best knowledge of the issuer, its shareholders (or proposed shareholders) have not entered into or granted, and pres- 
ently do not intend entering into or granting a shareholders' agreement, voting agreement, irrevocable proxy or other ar- 
rangement the effect of which would cause the statements contained herein to be incorrect. 

Instruction: Review Sections 260.001 and 260.102.4, Title 10, California Code of Regulations. 
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The undersigned officer of the issuer hereby declares that the foregoing is true under penalty of perjury. Executed at 

this 



day of 



Name 



Title 
NOTE: If the officer signs this form in a jurisdiction which does not permit verifications under penalty of perjury, there must be 
attached a verification executed and sworn to before a notary public. 

OPINION OF COUNSEL 

1 certify that I am an active member of the State Bar of California. On the basis of the facts stated in the foregoing Notice and 
other information, including representations as to the type of consideration received or to be received, supplied to me by officials 
and shareholders of the issuer and by proposed issuees, it is my opinion that the exemption from qualification with the Commis- 
sioner of Corporations provided by Subdivision (h) of Section 25102 of the California Corporations Code is available for the 
offer and sale of the shares referred to in this Notice. 



Signature Firm Name 



Name of Member of the State Bar of California Address Tel. No. 

(This opinion of counsel must be signed by an active member of the State Bar of California. Type name of attorney, address, 
phone number and firm name, if any.) 

NOTE: If the issuer is a non-California corporation, a Consent to Service of Process as prescribed in the Commissioner's 
Rule 102.8(b) must be filed concurrently. 

(b) The consent to service of process form required by Clause (5) of Subdivision (h) of Section 25102 of the Code shall be in 
the following form on 8 1/2" by 11" paper: 
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TO THE COMMISSIONER OF CORPORATIONS OF 
THE STATE OF CALIFORNIA 

CONSENT TO SERVICE OF PROCESS 

KNOW ALL MEN BY THESE PRESENTS: 

That the undersigned, (a corporation organized 

under the laws of the State of ), hereby irrevocably appoints the 

Commissioner of Corporations of the State of California, or the Commission- 
er's successor in office, to be its attorney to receive service of any lawful pro- 
cess in any noncriminal suit, action or proceeding against it, or its successor 
which arises under the California Corporate Securities Law of 1 968 or any rule 
or order thereunder after this consent has been filed, with the same force and 
validity as if served personally on the undersigned. 

For the purpose of compliance with the Corporations Code of the State of 
California, notice of the service and a copy of the process should be sent by 
registered or certified mail to the undersigned at the following address: 



• 



Name 



Street Address 



City State Zip Code 
Dated: , 20 . 



By_ 

Title 



• 



State of California ) 

County of ) 

On before me, (here insert name and title of the officer), 

personally appeared 

personally known to me (or proved to me on the basis of satisfactory evidence) 
to be the person(s) whose name(s) is/are subscribed to the within instrument 
and acknowledged to me that he/she/they executed the same in his/her/their 
authorized capacity(ies), and that by his/her/their signature(s) on the 
instrument the person(s), or the entity upon behalf of which the person(s) 
acted, executed the instrument. 

WITNESS my hand and official seal. 

Signature (Seal) 

Any certificate of acknowledgement taken in another state shall be suf- 
ficient in the State of California if it is taken in accordance with the laws 
of the place where the acknowledgement is made. 

NOTE: Authority cited: Sections 25 102(h), 25608 and 25610, Corporations Code; 6. Change without regulatory effect amending subsection (b) form filed 
andStatutesof 1983, Chapter859,Section9. Reference: Section25102(h),Corpo- 9-25-2002 pursuant to section 100, title 1, California Code of Regulations 

rations Code and Section 1 1 89, Civil Code. (Register 2002, No. 39). 

History 

1. Amendment of subsection (a) filed 9-30-83 as an emergency; effective upon 

filing (Register 83, No. 40). A Certificate of Compliance must be transmitted cocninio d « < n/i -i- 

to OAL within 120 days or emergency language will be repealed on 1-28-84. 8 '^^^■* ^^■^- ^TOOT OT Wiailing. 

For prior history, see Register 83, No. 11. The mailing ofthe notice referred to in Section 260. 102.8 of these rules 

2. Certificate of Compliance including amendment as to 9-30-83 order trans- may be proved in the manner provided in Section 1013a of the California 
mitted to OAL 1-25-84 and filed 2-16-84 (Register 84, No. 7). Code of Civil Procedure for proof of mailing of papers in civil actions, 

3. Amendment filed 9-^84; effective thirtieth day thereafter (Register 84, No. g^cept that the affidavit of mailing need not be filed, but should be re- 

^ _. ■ ., , f^ .. ... ^, J n -, f,c tained in duplicate in the records of the attorney and of the issuer. 

4. Change without regulatory effect amending section and Note filed 12-7-95 », . 

pursuant to section 100, title 1, California Code of Regulations (Register 95, No. ^^TE- authority cited: Section 25610, Corporations Code. Reference: Section 
49) 25102, Corporations Code. 

5. Amendment of form and NOTE filed 5-20-97; operative 5-20-97 pursuant to HISTORY 

Government Code section 1 1343.4(d) (Register 97, No. 21). 1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 
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§ 260.1 02.1 0. Designation of Institutional Investors and 
Governmental Agencies and Instrumentalities 
by Class. 

The following institutional investors and governmental agencies and 
instrumentalities are hereby designated by class as persons to whom an 
offer or sale may be made without qualification pursuant to the exemp- 
tion contained in Subdivision (i) of Section 25102 of the Code: 

(a) Any organization described in Section 501(c)(3) of the Internal 
Revenue Code, as amended December 29, 1981, which has total assets 
(including endowment, annuity and life income funds) of not less than 
$5,000,000 according to its most recent audited financial statement. 

(b) Any corporation which has a net worth on a consolidated basis ac- 
cording to its most recent audited financial statement of not less than 
$14,000,000, provided that, if the securities being acquired pursuant to 
an exemption under this subsection (b) are common stock of a corpora- 
tion or securities exchangeable for or convertible into common stock of 
a corporation, (1) the holders of less than 25% of the outstanding shares 
of such common stock (computed as provided in Section 25103(d) of the 
Corporate Securities Law, but deeming outstanding all shares of com- 
mon stock issuable upon exchange or conversion of securities presently 
exchangeable for or convertible into common stock) have addresses in 
this state according to the records of the issuer of such common stock as 
of the most recent record date of such issuer for any action requiring the 
determination of shareholders of record, or as of three months prior to 
such offer or sale, whichever is most recent; or (2) such securities (plus 
any other similar securities held by the purchaser) will not represent more 
than five per cent of the total number of outstanding shares of common 
stock of the issuer assuming the exchange or conversion of all securities 
exchangeable for or convertible into common stock (unless all such 
shares of common stock are owned by corporations meeting the net 
worth test of this subsection (b)) provided, however, that the foregoing 
limitations with respect to transactions in common shares or securities 
convertible into common shares shall not apply to a transaction (1) in 
which such securities are offered pro rata to the holders of the outstanding 
common shares, (2) which is approved by the holders of 75% or more of 
the outstanding common shares, or (3) there are no common shares or se- 
curities convertible into common shares outstanding prior to the transac- 
tion. 

(c) Any wholly-owned subsidiary of any institutional investor desig- 
nated in Subdivision (i) of Section 25102 of the Code or in this Section. 
Note.- Authority cited: Section 25610, Corporations Code. Reference: Section 
25102, Corporations Code. 

History 

1 . Repealer of subsection (b) and renumbering of subsections (c) and (d) as (b) and 
(c) filed 4-30-70 as an emergency; designated effective 5-1-70 (Register 70, 
No. 18). 

2. Certificate of Compliance filed 6-10-70 (Register 70, No. 24). 

3. Amendment of sub.section (b) filed 11-23-70 as an emergency; designated ef- 
fective 11-23-70 (Register 70, No. 48). 

4. Certificate of Compliance Sec. 1 1422.1 , Gov. Code, filed 12-9-70 (Register 70, 
No. 50). 

5. Amendment filed 10-15-82; effective thirtieth day thereafter (Register 82, No. 
42). 

§ 260.1 02.1 0.1 . Distribution Under Securities and 
Exchange Commission Rule 144A. 

Section 25102(i) of the Code requires that each purchaser represent 
that the purchaser is purchasing for the purchaser's own account (or a 
trust account if the purchaser is a taistee) and not with a view to or for sale 
in connection with any distribution of the security. For purposes of Sec- 
tion 25 102(i) of the Code, an offer to resell or a resale made under Section 
260.105.13.1 will not be viewed as inconsistent with such purchaser re- 
presentation. 

Note. Authority cited: Section 25610, Corporations Code. Reference: Section 
25]02(i), Corporations Code. 

History 
1. New section filed 3-1-93; operative 3-31-93 pursuant to Government Code 
section 1 1343.4(d) (Register 93, No. 10). 



2. Amendment filed 2-22-96; operative 2-22-96 pursuant to Government Code 
section 1 1343.4(d) (Register 96, No. 8). 

§ 260.1 02.1 1 . Advances and Loans in Connection with 
Small Offering Exemption. 

For the purposes of subdivision (h) of Section 25 1 02 of the Code, ad- 
vances or loans made to the issuer shall not be deemed to be the "receipt 
of consideration for the securities by the issuer," until the issuance of 
shares in cancellation of the advances or loans, provided each of the fol- 
lowing conditions is met: 

(a) The advances or loans are made solely for the purpose of paying 
the expense incurred in connection with the organization of the issuer and 
the initial sale of its shares. Advances or loans includes advances on open 
book accounts and loans evidenced by promissory notes or other evi- 
dences of indebtedness. 

(b) The advances or loans are made by, and owed to, the organizers of 
the corporation. For the purposes of this section, "organizers" means the 
persons instrumental in forming the issuer and the officers and directors 
of the issuer, but in no event may the number of persons making such ad- 
vances or loans exceed the number of issuees permissible under Section 
25102(h) of the Code. 

(c) The issuer has not commenced business other than activities in con- 
nection with the organization and preparation for regular business or is- 
sued shares at the time such advances or loans are made. 

(d) Any issuance of shares in cancellation of such advances or loans 
is consummated within 90 days after the filing of the articles of incorpo- 
ration of the issuer. 

(e) This section does not create any presumption that advances or loans 
made to the corporation not conforming to this section constitute the 're- 
ceipt of consideration for the securities of the issuer.' 

Note; Authority cited: Section 25610, Corporations Code. Reference: Sections 
25102, 25105 and 251 10, Corporations Code. 

History 

1. New section filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

2. Amendment filed 5-15-78; effective thirtieth day thereafter (Register 78, No. 
20). 

3. Amendment filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 

32). 

§ 260.102.12. Limited Offering Exemption Interpretations. 

(a) The provisions of this section apply to the provisions of Section 
25102(f) of the Code. 

(b) Integration. The term "transaction" does not include 

(1 ) any offer or sale of a security made more than 6 months before the 
start of an offering under the exemption or made more than six months 
after completion of an offering under the exemption, so long as during 
those six month periods there are no offers or sales of securities by or for 
the issuer that are of the same or a similar class as those offered or sold 
pursuant to the exemption, other than those offers or sales of securities 
under any purchase, savings, option, bonus, appreciation, profit-sharing, 
thrift, incentive, pension or similar plan solely for employees, directors, 
trustees or officers of the issuer or a subsidiary of the issuer (note: Section 
25102(f) is not available for an offer or sale of a security to a pension or 
profit-sharing trust of the issuer), 

(2) any offer or sale of a security pursuant to a qualification under Sec- 
tion 251 10 or 25120 which became effective after the filing of the notice 
of the transaction pursuant to Rule 260. 102. 14, or in which the applica- 
tion for qualification discloses the transaction under the exemption, 
whether past, current or proposed. This subsection does not create any 
presumption that offers and sales not excluded from the transaction by 
its provisions are to be integrated for the purposes of the exemption and 
that determination shall be made without reference to this subsection. 

(c) Purchaser. The term "purchaser" means a person who acquires the 
beneficial ownership of the security, whether individually or in joint 
ownership, in the transaction under the exemption. Each person who 
takes in joint ownership with another is to be counted as one except as 
otherwise provided in Section 25102(f). 
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(d) Relationship. 

(1) The term "preexisting personal or business relationship" includes 
any relationship consisting of personal or business contacts of a nature 
and duration such as would enable a reasonably prudent purchaser to be 
aware of the character, business acumen and general business and finan- 
cial circumstances of the person with whom such relationship exists. A 
relationship of employer-employee, or as a security holder of the issuer, 
or as a customer of a broker-dealer, investment adviser or other person, 
does not necessarily involve contacts of a nature which are sufficient to 
establish a "preexisting personal or business relationship" within the 
meaning of Section 25102(f). This subsection does not create any pre- 
sumption that relationships not falling within its terms are not within the 
statutory language, and the determination of whether or not such a rela- 
tionship is within the statutory language shall be made without reference 
to this subsection. 

(2) The phrase "all purchasers" used in Section 25 102(f)(2) of the 
Code does not include purchasers excluded from the count of purchasers 
by virtue of Section 25102(f)(4) or Rule 260.102.13. 

(e) Partners. The term "partners" in Section 25 i02(f)(2) means general 
partners. 

(f) Controlling Person. The term "controlling person of the offeror" in- 
cludes but is not limited to a person who, in connection with transactions 
within one year of the formation of the issuer, is a "promoter" of the issu- 
er. "Promoter" means a person who, acting alone or in conjunction with 
one or more other persons, takes the initiative in founding and organizing 
the business or enterprise of an issuer. 

(g) Professional Advisor. The term "professional advisor" means a 
person who. as a regular part of such person's business, is customarily 
relied upon by others for investment recommendations or decisions, and 
who is customarily compensated for such services, either specifically or 
by way of compensation for related professional services, and attorneys 
and certified public accountants. 

( 1 ) The foregoing includes but is not limited to persons licensed or reg- 
istered as broker-dealers, agents, investment advisers, banks and savings 
and loan associations. The foregoing also includes licensed real estate 
brokers with respect to those securities referred to in Section 25206 of the 
Code. 

(2) A person is not the professional advisor of a purchaser unless des- 
ignated as such by the purchaser. 

(h) Unaffiliated. The relationships which will render a person not "un- 
affiliated" include 

(1) a present or intended relationship of employment, either as an em- 
ployee, employer, independent contractor or principal, 

(2) any relationship within the definition of the term "affiliate" or as 
an officer or director of an affiliate and 

(3) the beneficial ownership by the professional advisor of securities 
of the issuer or its affiliates or selling agent, except that the ownership of 
1% or less of such securities shall not render a professional advisor not 
unaffiliated. 

(i) Affiliate. "Affiliate" of the issuer means a person controlling, con- 
trolled by or under common control with, the issuer. A person controls 
another person within the meaning of this subsection through the posses- 
sion, direct or indirect, of the power to direct or cause the direction of the 
management, policies or actions of such other person. 

(j) Publication of Advertising. Section 25102(0(4) of the Code is to be 
interpreted so as to facilitate the circulation of disclosure materials to of- 
ferees and purchasers, so long as such materials are not disseminated to 
the public (see Sections 25002 and 25014 of the Code). Private place- 
ment memoranda, offering circulars and similar disclosure documents 
are not "disseminated to the public" for the purposes of Section 25102(f) 
of the Code if the issuer limits such circulation 

(1) to persons reasonably believed to be interested in purchasing the 
securities or 

(2) to persons whom the issuer believes may meet the qualifications 
required of purchasers pursuant to such section and the rules thereunder. 



provided with respect to clause (1) and clause (2) that neither the issuer 
nor any person acting on its behalf shall offer or sell the securities by any 
form of general solicitation or general advertising, including, but not lim- 
ited to, the following: 

(A) Any advertisement, article, notice or other communication pub- 
lished in any newspaper, magazine, or similar media or broadcast over 
television or radio; and 

(B) Any seminar or meeting whose attendees have been invited by any 
general solicitation or general advertising. The preceding sentence does 
not create any presumption that a dissemination of materials otherwise 
than as described therein is a "publication of advertising," and the deter- 
mination of that question shall be made without reference to that sen- 
tence. 

(k) Institutional Investors. The reference in Section 25102(f) of the 
Code to purchasers described in Section 25 102(i) includes those persons 
designated in Rule 260.102.10. 

(/) For purposes of Section 25102(f), when a person is both an "affili- 
ate of the issuer" or a purchaser excluded by Rule 260.102.13 and a part- 
nership, corporation or other organization which was specifically formed 
for the purpose of purchasing the security offered in reliance upon the ex- 
emption, each beneficial holder of its securities shall be counted or ex- 
cluded from the count in accordance with the provisions of Section 
25102(f). 

NOTIE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25102(f), Corporations Code. 

History 

1. New section filed 10-26-81 as an emergency; designated effective 1 1-1-81 
(Register 81 , No. 44). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-23-82. 

2. Certificate of Compliance including amendment transmitted to OAL 2-22-82 
and filed 3-24-82 (Register 82, No. 13). 

3. Amendment of subsections (b), (d), and (j) filed 9-21-84; effective thirtieth day 
thereafter (Register 84, No. 38). 

§ 260.102.13. Limited Offering Exemption Excluded 
Purchasers. 

For the purposes of Section 25102(f) of the Code, the following pur- 
chasers are excluded from the count of purchasers for purposes of Sub- 
paragraph (I) of that subdivision, except as provided in Subsection (/) of 
Rule 260.102.12: 

(a) The trustee of an issuer which is a trust and the general partner of 
an issuer which is a partnership, who exercise managerial functions with 
respect to such entities, and any officer, director or general partner of a 
general partner of an issuer which is a partnership. 

(b) Any person who occupies a position with the issuer, or with a gen- 
eral partner of an issuer which is a partnership, with duties and authority 
substantially similar to those of an executive officer of a corporation. 

(c) (1 ) Any relative, spouse or relative of the spouse of a purchaser who 
has the same principal residence as the purchaser; 

(2) any trust or estate in which a purchaser and any of the persons re- 
lated to such purchaser as specified in Clause ( 1) or Clause (3) collective- 
ly have more than 50% of the beneficial interest (excluding contingent 
interests); and 

(3) any corporation or other organization of which a purchaser and any 
of the persons related to such purchaser as specified in Clause (1) or 
Clause (2) collectively are beneficial owners of more than 50% of the eq- 
uity securities (excluding director's qualifying shares) or equity inter- 
ests. "Relative" means a person related by blood, marriage or adoption. 

(d) Any individual who is a "promoter" of the issuer, as defined in Sub- 
section (f) of Section 260.102.12. 

(e) Any person who purchases $150,000 or more of the securities of- 
fered in the transaction, provided each such purchaser meets either one 
of the following, or who the issuer reasonably believes comes within ei- 
ther of the following: 

(1) Such person, or such person's professional advisor, has the capac- 
ity to protect such person's own interests in connection with the transac- 
tion, as provided in Section 25102(f)(2). 
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(2) The investment (including mandatory assessments) does not ex- 
ceed 10% of such person's net worth or joint net worth with that person's 
spouse. 

(f) A small business investment company licensed by the U.S. Small 
Business Administration under Section 301(c) or (d) of the Small Busi- 
ness Investment Company Act of 1958, and a business development 
company as defined in Section 2(a)(48) of the Investment Company Act 
of 1940, and a private business development company as defined in Sec- 
tion 202(a)(22) of the Investment Advisors Act of 1940. 

(g) A person who comes within one of the categories of an "accredited 
investor" in Rule 501(a) of Regulation D adopted by the Securities and 
Exchange Commission under the Securities Act of 1933 (17 CFR Sec. 
230.501(a)). 

(h) Any entity in which all of the equity owners are persons specified 
in Section 25102(i) of the Code; Rule 260.102.10; or subsections (a), (b), 
(c). (d), (f) and (g) of this rule; or who are "'officers, directors or affiliates 
of the issuer" as that term is used in Section 25102(f) of the Code. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25102, Corporations Code. 

History 

1. New section filed 10-26-81 as an emergency; designated effective 11-1-81 
(Register 81, No. 44). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-23-82. 

2. Certificate of Compliance including amendment transmitted to OAL 2-22-82 
and filed 3-24-82 (Register 82, No. 13). 

3. Amendment filed 10-15-82; effective thirtieth day thereafter (Register 82, No. 

42). 

4. Amendment of subsections (e), (f) and (g) filed 9-21-84; effective thirtieth day 
thereafter (Register 84, No. 38). 

5. Amendment of subsection (g) filed 6-25-87; operative 7-25-87 (Register 87, 
No. 26). 

6. Change without regulatory affect amending subsection (g) filed 7-2-92 pur- 
suant to section 100, title 1, California Code of Regulations (Register 92, No. 

28V 



7. Amendment of subsection (e), repealer of subsection (e)(2), subsection renum- 
bering, and repealer and new subsection (g) filed 12-19-96; operative 1-1 8-97 
(Register 96, No. 51). 

8. Editorial conection of first paragraph (Register 96, No. 51). 

§ 260.102.14. Limited Offering Exemption Notice of 
Transaction. 

(a) An issuer who conducts a transaction under section 251 02(f) of the 
Code shall file a notice with the Commissioner as follows: 

( 1 ) If in connection with the transaction the issuer is filing a notice with 
the Securities and Exchange Commission pursuant to section 4(6) of the 
Securities Act of 1933 or Regulation D (Rule 230.503), the notice may 
be a copy of the form first filed pursuant to those provisions. The fee re- 
quired by section 25608(c) of the Code must accompany the filing. Each 
issuer (other than a California corporation) must also file a consent to ser- 
vice of process (Form 260.165), unless it already has a consent to service 
on file with the Commissioner. The filing should be accompanied with 
a cover letter indicating that the filing is pursuant to section 25102(f), and 
if a consent to service is not included, a statement that the issuer already 
has a consent to service on file with the Commissioner. 

(2) Unless a notice is filed pursuant to paragraph (1), the notice shall 
be filed electronically through the Internet process made available by the 
Department on www.corp.ca.gov. If the issuer claims the exception un- 
der subsection (f), the notice shall be in the form and contain the informa- 
tion specified by subsection (c) and in accordance with the instructions 
in subsection (d). 

(b) A notice required by this section shall be filed with the Commis- 
sioner no later than 1 5 calendar days after the first sale of a security in the 
transaction in this state. No notice is required if none of the securities of- 
fered are purchased in this state. 

(c) Form of Notice. The following form is to be used for transactions 
covered by subsection (a)(2) that are subject to the hardship exception to 
electronic filing under subsection (f): 
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Titie 10 Commissioner of Corporations § 260.102.14 

(Department of Corporations Use Only) DEPARTMENT OF CORPORATIONS FILE NO., if any: 

Fee paid $ 



Receipt No. Insert File number(s) of Previous Filings Before the Department, 

if any. 
FEE: $25.00 $35.00 $50.00 $150.00 $300.00 
(Circle the appropriate amount of fee. See Corporations Code Section 25608(c)) 

COMMISSIONER OF CORPORATIONS 
STATE OF CALIFORNIA 

NOTICE OF TRANSACTION PURSUANT TO CORPORATIONS CODE SECTION 25102(t) 
A. Check one: Transaction under ( ) Section 25102(1) ( ) Rule 260. 103. 

ELECTRONIC FILING REQUIREMENT AND HARDSHIP EXCEPTION: 

This notice maist be filed electronically through the Internet process made available by the Department of Corporations on www.corp.ca.gov, 

unless the issuer claims the hardship exception as described in Number 8 below. 

1. Name of Issuer: 

2. Address of Issuer: 



Street City State Zip 



Mailing Address: 



Street City State Zip 
3. Area Code and Telephone Number: 



4. Issuer's state (or other jurisdiction) of incorporation or organization: 



5. Title of class or classes of securities sold in transaction: 



6. The value of the securities sold or proposed to be sold in the transaction, determined in accordance with Corporations Code Sec. 
25608(g) in connection with the fee required upon fihng this notice, is (fee based on amount shown in line (iii) under "Total Offering"): 

California Total Offering 

(a)(i) in money $ $ 

(ii) in consideration other than money $ $ 

(iii) total of (i) and (ii) $ $ 



(b) ( ) Change in rights, preferences, privileges or restrictions of or on outstanding securities ($25.00 fee.) (See Rule 260.103.) 
7. Type of filing under Securities Act of 1933, if applicable: 



8. Hardship Exception for electronic filing. An issuer may file this paper notice in person or by mail only if either of the following excep- 
tions apply. The issuer shall check applicable box and include the reason(s) and description(s) for the hardship exception in the space 
provided. 

D Computer equipment including hardware and software is unavailable to the issuer without unreasonable burden or expense. If this 
is the case, describe below both of the following; the reason(s) that the computer equipment including hardware and software is 
unavailable without unreasonable burden or expense, and the description(s) of the unreasonable burden or expense. 

D The issuer cannot obtain and provide information (including credit card or other identifying information) requested on the Depart- 
ment's electronic notice or through the Internet filing process. If this is the case, describe below both of the following: the reason(s) 
that the issuer cannot obtain and provide the requested information on the electronic notice or through the Internet filing process 
without unreasonable burden or expense, and the description(s) of the unreasonable burden or expense to the issuer to make the 
electronic filing. 
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After checking the applicable hardship exception above, the issuer shall describe below the reason(s) and description(s) for that hard- 
ship exception. (If additional space is needed, attach a separate sheet to this notice.) 



9. ( ) Check if issuer already has a consent to service of process on file with the Commissioner. (Instruction: Each issuer (other than 
a California Corporation) filing a notice under Section 25102(f) must file a consent to service of process (Form 260.165), unless it al- 
ready has a consent to service on file with the Commissioner. If no consent to service of process is on file with the Commissioner, attach 
the consent to this notice.) 

10. 



Authorized Signature on behalf of issuer 



Print name and title of signatory 



Date 



Name, Address and Phone number of contact person: 



(d) Instructions. The following instructions apply to the form specified 
in subsection (c): 

COMMISSIONER OF CORPORATIONS 

STATE OF CALIFORNIA NOTICE OF TRANSACTION 

PURSUANT TO CORPORATIONS CODE SECTION 251 02(f) 

INSTRUCTIONS 

1 . This Notice is to provide information on transactions conducted un- 
der the section 25102(f) exemption from the qualification requirements 
of Section 25110 of the Corporate Securities Law of 1968 and under the 
Rule 260.103 exemption from the qualification requirements of Section 
25120 of that Law. The form is not designed to indicate whether or not 
the transaction complies with the requirements of those exemptions but 
only to provide notice to the commissioner that the exemption is being 
relied on. 

2. When to File Notice. The Nodce must be filed with, or mailed to, 
the Commissioner within 15 calendar days after the first sale of a security 
in the transaction in this state. However, for purposes of determining the 
filing fee, a filing received before demand by the Commissioner shall be 
deemed filed as provided by rule of the Commissioner, provided that the 
obligation to file within 15 calendar days after the first sale of a security 
in the transaction in this state has not been intentionally disregarded. (See 
Corporations Code section 25102(f)(4).) The first sale in this state occurs 
when the issuer has obtained a contractual commitment in this state to 
purchase one or more of the securities the issuer intends to sell in connec- 
tion with the transaction. No notice is required if none of the securities 
offered are purchased in this state. No subsequent notices are required for 
sales in connection with the same transaction. The information required 
by the form is to relate to the entire transaction, not just the first sale or 
sales in this state. 



3. The Heading and Filing Fee. The Notice may be filed in person or 
by mail at any office of the Department. If the issuer has previously quali- 
fied securities with the Department, insert the file number of the quahfi- 
cation in the upper right hand comer of the form in the space provided. 
Circle the appropriate fee for filing this Notice. The fee is based on the 
value of all securities sold or intended to be sold in the entire transaction 
as follows (see Item 6 for valuing securities): 

Value of Securities Filing Fee 

$25,000 or less $25 

$25,00]-$100,000 $35 

$100,001-$500,000 $50 

$500.001 -$1,000,000 $150 

Over $1,000,000 $300 

Filing Fee: Each notice, whether under 25102(f) or Rule 260.103, 
must be accompanied by the filing fee required by Section 25608(c) of 
the Code as described above. 

Item A. Check appropriate box for exemption being relied on. 
Item 1. Give the issuer's legal name. 

Item 2. Give the street address, and the mailing address if different, of 
the issuer's principal place of business. 

Item 3. Give the telephone number of issuer's principal place of busi- 
ness. 

Item 4. Give the name of the state or other jurisdiction under whose 
laws the issuer is incorporated or organized. If the issuer is not incorpo- 
rated or organized under the laws of any jurisdiction, provide the name 
of the jurisdiction where issuer is domiciled and include parenthetical 
"(domicile)." 

Item 5. Set forth the name or title of each class or type of security to 
be sold in the transaction. 
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Item 6. See Corp. Code sec. 25608(g). General ly, the value of the secu- 
rities shall be the price at which the issuer proposes to sell the securities, 
as alleged in the notice, or the actual value of the consideration (if other 
than money) to be received in exchange for the securities. See sec. 
25608(g) for valuing voting trust certificates, warrants, rights, and share 
dividends. Complete the amounts in (a)(i), (ii) and (iii) in both the 
California and the Total Offering columns. 

Item 7. If the transaction was registered under the Securities Act of 
1933, insert "registered." If conducted pursuant to an exemption from 
registration under that Act which requires a filing with the Securities and 
Exchange Commission, indicate the number of the rule pursuant to which 
such filing was made. If no such filing was required, insert '"none." 

Item 8. If the notice is not filed electronically through the Internet pro- 
cess made available by the Department at www.corp.ca.gov, then com- 
plete the hardship exception by checking the applicable box and describ- 
ing the reason(s) and description(s) for the hardship exception, as 
specified. 

Item 9. Consent to Service of Process. Corporations Code section 
25165 requires each issuer, other than a California corporation, to file a 
consent to service of process with the notice filed pursuant to section 
25102(f) unless it already has a consent to service on file with the Com- 
missioner. If the issuer already has a consent to service of process on file 
with the Commissioner, check the box. If no consent to service of process 
is on file with the Commissioner, attach the consent to this notice. Use 
Form 260.165 (see Rule 260.165, Title 10, California Administrative 
Code). 

Item 1 0. Date, Signature and Contact. The notice shall be signed and 
dated by an authorized officer, director, general partner or trustee of the 
issuer (or a person occupying a position with the issuer of equivalent re- 
sponsibility) or by the authorized attorney of the issuer. If the person the 
Department is to contact in the event of questions concerning the transac- 
tion or the notice is different than the signer, insert the contact person's 
name, telephone number and correspondence address in the spaces pro- 
vided. Otherwise, provide this information with respect to the signer. 

(e) Electronic Filing. An issuer shall file a notice electronically 
through the Internet process made available by the Department, except 
as provided in subdivision (f). 

The following shall apply to any person filing electronically: 

(1) In addition to the information requested in subsection (c), an issuer 
that files a notice electronically shall provide a Federal Employer Identi- 
fication Number for the issuer and, if applicable, a Federal Employer 
Identification Number for a representative filing on behalf of the issuer. 

(2) The instructions and explanations in subsection (d) are applicable 
to the same information requested through the electronic filing. 

(3) An issuer (other than a California Corporation) filing a notice elec- 
tronically shall file electronically an irrevocable consent appointing the 
Commissioner to be the issuer's attorney to receive service of process un- 
der Section 25165 of the Code. 

(4) An issuer filing the notice electronically shall print a copy of the 
notice and manually sign and date the notice pursuant to the instructions 
in Item 8 of subsection (d). The notice shall be executed before or at the 
time the electronic filing is made and shall be retained by the issuer for 
a period of five years from the date of filing. 

(5) Upon request, the issuer shall provide to the Commissioner the 
manually signed notice. 

(6) An issuer filing the notice electronically shall pay the filing fee 
electronically by credit card. A notice is not deemed filed until the filing 
fee is submitted. 

(f) Hardship exception for electronic filing. An issuer may file the pa- 
per notice in person or by mail only if : ( 1 ) computer equipment including 
hardware and software is unavailable to the issuer without unreasonable 
burden or expense, and the issuer describes in the notice both of the fol- 
lowing: (A) the reason(s) that the computer equipment including hard- 
ware and software is unavailable without unreasonable burden or ex- 
pense; and (B) the description(s) of the unreasonable burden or expense 



to the issuer to make the electronic filing; or (2) the issuer cannot obtain 
and provide information requested on the Department's electronic notice 
or through the Internet filing process, and the issuer describes in the no- 
tice both of the following: (A) the reason(s) that the issuer cannot obtain 
and provide the requested information on the electronic notice or through 
the Internet filing process without unreasonable burden or expense; and 
(B) the description(s) of the unreasonable burden or expense to the issuer 
to make the electronic filing. 

NOTE: Authority cited: Sections 25102, 25165 and 25610, Corporations Code. 
Reference: Sections 25102, 25165, 25608 and 25620, Corporations Code. 

History 

1. New section filed 10-26-81 as an emergency; designated effective 11-1-81 
(Register 81 , No. 44). A Certificate of Compliance must be transmiued to OAL 
within 120 days or emergency language will be repealed on 2-23-82. 

2. Certificate of Coinpliance including amendment transmitted to OAL 2-22-82 
and filed 3-24-82 (Register 82, No. 13). 

3. Amendment ofsubsection (a)(1) filed 10-1 5-82; effective thirtieth day thereaf- 
ter (Register 82, No. 42). 

4. Editorial correction ofsubsection (d) to correct printing error (Register 83, No. 
11). 

5. Amendment filed 9-30-83 as an emergency; effective upon filing (Register 83, 
No. 40). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 1-28-84. 

6. Certificate of Compliance including amendment as to 9-30-83 order trans- 
mitted to OAL 1-2.5-84 and filed 2-16-84 (Register 84, No. 7). 

7. Amendment filed 9-21-84; effective thirtieth day thereafter (Register 84, No. 
38). 

8. Editorial correction of Form Reference (Register 91, No. 24). 

9. New subsecfions (e)-(e)(5) filed 7-3-2003 as an emergency; operative 
7-4-2003 (Register 2003, No. 27). A Certificate of Compliance must be trans- 
mitted to OAL by 1 1-3-2003 or emergency language will be repealed by opera- 
tion of law on the following day. 

10. New subsections (e)-(e)(5) refiled 10-31-2003 as an emergency; operative 
1 1-3-2003 (Register 2003, No. 44). A Certificate of Compliance must be trans- 
mitted to OAL by 3-2-2004 or emergency language will be repealed by opera- 
tion of law on the following day. 

1 1 . Amendment of section and NOTE filed 1-16-2004 as an emergency; operative 
1-16-2004 (Register 2004, No. 3). A Certificate of Compliance must be trans- 
mitted to OAL by 5-1 7-2004 or emergency language will be repealed by opera- 
tion of law on the following day. 

12. Certificate of Compliance as to 10-31-2003 order, including amendment of 
subsection (e) and new subsection (e)(6), transmitted to OAL 3-2-2004 and 
filed 4-13-2004 (Register 2004, No. 16). 

13. Amendment of section and Note refiled 5-17-2004 as an emergency; opera- 
tive 5-17-2004 (Register 2004, No. 21). A Certificate of Compliance must be 
transmitted to OAL by 9-14-2004 or emergency language will be repealed by 
operation of law on the following day. 

14. Certificate of Compliance as to 5-17-2004 order, including further amend- 
ment of section and Note, transmitted to OAL 9-14-2004 and filed 
10-27-2004 (Register 2004, No. 44). 

15. Amendment of subsections (a)(2) and (c)-(e), new subsection (f) and new 
Note filed 6-22-2005; operative 7-22-2005 (Register 2005, No. 25). 

§ 260.102.15. Distribution Under Securities and Exchange 
Commission Rule 144A. 

Paragraph (3) of Section 25102(f) of the Code requires that each pur- 
chaser represent that the purchaser is purchasing for the purchaser's own 
account (or a trust account if the purchaser is a trustee) and not with a 
view to or for sale in connection with any distribution of the security. For 
purposes of paragraph (3) of Section 25 1 02(0 of the Code, an offer to re- 
sell or a resale made under Secfion 260.105.13.1 will not be viewed as 
inconsistent with such purchaser representation. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25102(f), Corporations Code. 

History 

1. New section filed 3-1-93; operative 3-31-93 (Register 93, No. 10). 

2. Amendment filed 2-22-96; operafive 2-22-96 pursuant to Government Code 
section 11343.4(d) (Register 96, No. 8). 

§ 260.102.16. Limited Public Offering Exemption Notoce of 
Transaction. 

(a) An issuer who conducts a transaction under Section 25 1 02(n) of the 
Code shall file the notices of transaction with the Commissioner as fol- 
lows: 
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( 1 ) A First Notice of Transaction must be filed with the Commissioner 
concurrently with theearlier of the publication of the general announce- 
ment of the proposed offering or at the time of the initial offer of securi- 
ties. The fee required by Section 25608(x) of the Code must accompany 
the filing. Each issuer (other than a California corporation) must also file 
a consent to service of process (Form 260.165), unless it already has a 
consent to service on file with the Commissioner. The filing should be 
accompanied with a cover letter indicating that the filing is pursuant to 
Section 25 1 02(n), and if a consent to service is not included, a statement 
that the issuer already has a consent to service on file with the Commis- 
sioner. The claim of exemption is available upon the filing of the First 
Notice of Transaction and the payment of the filing fee, and terminates 
on the close or abandonment of the offering, but in no case more than 21 
days from the date of the filing of the First Notice of Transaction. 

(2) A Second Notice of Transaction Pursuant to Corporations Code 



Section 25102(n) must be filed within ten business days after the close 
or abandonment of the proposed offering, but in any case no more than 
210 days from the date of the filing of the First Notice of Transaction. 

(b) The term, "blind pool issuer," is defined to have the same meaning 
as the term, "blind pool company," found at Section 260.11 3. l(a)l. of 
these rules. However, for the purpose of the exemption from qualifica- 
tion provided by Section 25 I02(n) of the Code, the word "company" is 
used in a generic and comprehensive sense to include individuals, part- 
nerships, corporations, and other forms of organization of an enterprise. 

(c) This exemption is not available for transactions where the issuer 
has either failed to file the First Notice of Transaction or has failed to pay 
the required filing fee. However, failure to file the Second Notice of 
Transaction will not jeopardize the availability of the exemption. 

(d) Form of the First Notice. The following form is to be used for trans- 
actions covered by subsection (a)(1): 
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TiltDe 10 Commissioner of Corporations §260.102.16 

(Departmenl of Corporations Use Only) DEPARTMENT OF CORPORATIONS FILE NO., if any: 

Fee paid $ 



Receipt No. Insert File Number(s) of Previous Filings 

Before the Department, if any. 

1 

COMMISSIONER OF CORPORATIONS 

STATE OF CALIFORNIA 

FIRST NOTICE OF TRANSACTION 
PURSUANT TO CORPORATIONS CODE SECTION 251(l2(n) 
Check One: ( ) Transaction under Section 25102(n) 

( ) Transaction under Rule 260.103 with Notice pursuant to Section 25]02(n) 
FEE: $600.00 (For Section 25102(n) filings including transactions under Section 25102(n) and Rule 260.103) 

See Corporations Code Section 25608(x) 

1 . Name of Issuer: 

2. Address of Issuer: 

Street City State ZIP 

Mailing Address: 

Street City State ZIP 

3. Area Code and Telephone Number: 

4. Incorporation or organization of the Issuer. Check one: 

( ) Issuer is a California corporation. 

( ) Issuer is a foreign corporation subject to Corporations Code Section 21 15. Issuer's state (or other jurisdiction) of 

incorporation or organization: . 

( ) Issuer is another form of business entity organized under the laws of California (specify): 

5. Title of class or classes of securities to be sold in the transaction: 

6. Type of filing under Securities Act of 1933, if applicable: 

7. Distribution of Disclosure Statements. Check one: 

( ) Disclosure statements will be provided to each purchaser at least five business days before the securities are sold to the 

purchaser; or 
( ) Disclosure statements will not be provided based on the fact that all purchasers fall within Rule 206.102.13. 

8. Filing of Disclosure Statements. Check one: 

( ) Copies of the disclosure statements and subscription agreements are attached; or 

( ) Copies of the disclosure statements and subscription agreements will be filed with the Commissioner within 10 days of 
filing this notice. Failure to comply with this request may result in an administrative penalty of up to $1,000. 

9. General Announcement of the Offering. Check one: 

( ) A general announcement of the offering was not made and will not be made. 

( ) A copy of the general announcement of the offering is enclosed with this notice. 

Date of Publication: 

Method of Publication (e.g., newspaper, other publications, Internet): 



10. Undertaking: The issuer undertakes to deliver the disclosure statement required by paragraph (4) of Corporations Code Section 
25102(n) to be delivered to specified qualified purchasers, and any supplement thereto, to the Commissioner within 10 days of 
the Commissioner's request for the information. 

11. Date of First Notice: 

Issuer 
( ) Check if issuer already has a consent to 



service of process on file with the Authorized Signature on behalf of Issuer 

Commissioner. 



Print name and title of signatory 
Name, Address, and Phone number of contact person: 



Instruction: Each issuer (other than a California Corporation) filing a notice under Section 25 102(n) must also file a Consent to Service 
of Process (Form 260.165), unless it already has a valid consent to service on file with the Commissioner. 

[The next page is 277.] 
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INSTRUCTIONS FOR FILING THE FIRST NOTICE 

J . The notices are to provide information on transactions conducted 
under the Section 25102(n) exemption from the qualification require- 
ments of Section 251 10 of the Corporate Securities Law of 1968. The 
form is not designed to indicate whether or not the transaction comphes 
with the requirements of those exemptions but only to provide notice to 
the Commissioner that the exemption is being relied on. See, Corpora- 
lions Code Section 25163. This exemption is not available for transac- 
tions where the issuer has failed to file the First Notice of Transaction or 
has failed to pay the required filing fee. 

2. When to File the First Notice. A First Notice of Transaction must 
be filed with the Commissioner of Corporations concurrent with the pub- 
lication of the general announcement of the proposed offering or at the 
time of the initial offer of securities, whichever occurs first, accompa- 
nied by $600 filing fee. A Second Notice of Transaction must be filed 
within ten business days following the close or abandoment of the pro- 
posed offering, but in any case no more than 210 days from the date of 
the filing of the First Notice of Transaction. 

3. The Notice may be filed in person or by mail at any office of the De- 
partment. 

The Heading. If the issuer has previously qualified securities with the 
Department, insert the file number of the qualification in the upper right 
hand comer of the form in the space provided. The fee for filing the First 
Notice of Transaction is $600.00. There is no filing fee for the Second 
Notice of Transaction. A transaction under Rule 260.103 with a Notice 
pursuant to Section 25102(n) requires a $600.00 filing fee. 

Item 1. Give the issuer's legal name. 

Item 2. Give the street address, and the mailing address if different, of 
the issuer's principal place of business. 

Item 3. Give the telephone number of issuer's principal place of busi- 
ness. 

Item 4. Indicate the incorporation or organization of the issuer. Only 
entities organized in California (other then foreign corporations subject 
to Corporations Code Section 2115) may claim this exemption. If the is- 
suer is a foreign corporation subject to Corporations Code Section 2115, 
provide the name of the jurisdiction where issuer is domiciled. If the issu- 



er is another form of business entity organized under the laws of Califor- 
nia, specify the type of business entity. 

Item 5. Set forth the name or title of each class or type of security to 
be sold in the transaction. 

Item 6. If the transaction was registered under the Securities Act of 
1933. insert "registered". If conducted pursuant to an exemption from 
registration under that Act which requires a filing with the Securities and 
Exchange Commission, indicate the number of the rule pursuant to which 
the filing was made. If no such filing was required, insert "none". 

Item 7. Indicate whether or not disclosure statements will be distrib- 
uted. 

Item 8. Indicate if disclosure statements are attached to the notice or 
if they will be submitted within 10 days of the Commissioner's request 
for the information. 

Item 9. Indicate how the general announcement of the offering was 
made. 

Item 10. Set forth the undertaking language required by Corporations 
Code Section 25 102(n)(7). 

Item 1 1 . Date and Signature. The notices should be signed by an autho- 
rized officer, director, general partner or trustee of the issuer (or a person 
occupying a position with the issuer of equivalent responsibility) or by 
the authorized attorney of the issuer. If the person the Department is to 
contact in the event of questions concerning the transaction is different 
from the signer, insert the contact person's name, telephone number and 
correspondence address in the spaces provided. Otherwise, provide this 
information with respect to the signer. 

Filing Fee. Each First Notice under 25 1 02(n) must be accompanied by 
the filing fee required by Section 25608(x) of the Code. 

Corporations Code Section 25165 requires each issuer, other than a 
California corporation, to file a consent to service of process with the No- 
tices filed pursuant to Section 25102(n) unless it already has a consent 
to service on file with the Commissioner. Use Form 260.165 (see Rule 
260.165, Title 10, California Code of Regulations). 

(e) The Form of the Second Notice. The following form is to be used 
for transactions covered under subdivision (a)(2): 
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BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



(Department of Corporations Use Only) 
Fee paid with First Notice $ 



DEPARTMENT OF CORPORATIONS FILE NO., if any: 

Insert File Nuinber(s) of Previous Filings 
Before the Department, if any. 



COMMISSIONER OF CORPORATIONS 
STATE OF CALIFORNIA 

SECOND NOTICE OF TRANSACTION 
PURSUANT TO CORPORATIONS CODE SECTION 25102(n) 

Check One: ( ) Transaction under Section 25102(n) 

( ) Transaction under Rule 260.103 with Notice pursuant to Section 25102(n) 



1. Name of Issuer: _ 

2. Address of Issuer: 



Mailing Address: 



Street 



City 



State 



ZIP 



Street 



City 



State 



ZIP 



3. Area Code and Telephone Number: 

4. Date of Filing of First Notice: 

5. Date of close or abandonment of the offering: 

6. Title of class or classes of securities sold in transaction: 



7. Type of filing under Securities Act of 1933, if applicable: 



8. Date of Second Notice: 



Issuer 



( ) Check if issuer already has a consent to 
service of process on file with the 
Commissioner. 



Name, Address, and Phone number of contact person: 



Authorized Signature on behalf of Issuer 



Print name and title of signatory 



Instruction: Each issuer (other than a California Corporation) fihng a notice under Section 25102(n) must file a Consent to Service of 
Process (Form 260.165), unless it already has a consent to service on file with the Commissioner. 

Second Notice - Section 25102(n) 
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INSTRUCTIONS FOR FILING THE SECOND NOTICE. 

1 . When to File the Second Notice. A Second Notice of Transaction 
must be filed within ten business days following the close or abandon- 
ment of the proposed offering, but in any case no more than 210 days 
from the date of the filing of the First Notice of Transaction. 

2. The Notice may be filed in person or by mail at any office of the De- 
partment. 

The Heading. If the issuer has previously qualified securities with the 
Department, insert the file number of the qualification in the upper right 
hand corner of the form in the space provided. There is no fee for fihng 
the Second Notice of Transaction. 

Item 1. Give the issuer's legal name. 

Item 2. Give the street address, and the mailing address if different, of 
the issuer's principal place of business. 

Item 3. Give the telephone number of the issuer's principal place of 
business. 

Item 4. Give the date the First Notice was filed with the Department 
of Corporations. 

Item 5. Give the date the offering was closed or abandoned. 

Item 6. Set forth the name or title of each class or type of security to 
be sold in the transaction. 

Item 7. If the transaction was registered under the Securities Act of 
1933, insert "registered". If conducted pursuant to an exemption from 
registration under that Act which requires a filing with the Securities and 
Exchange Commission, indicate the number of the rule pursuant to which 
such filing was made. If no such fihng was required, insert "none." 

Item 8. Date and Signature. The notice should be signed by an autho- 
rized officer, director, general partner or trustee of the issuer (or a person 
occupying a position with the issuer of equivalent responsibility) or by 
the authorized attorney of the issuer. If the person the Department is to 
contact in the event of questions concerning the transaction is different 
from the signer, insert the contact person's name, telephone number and 
correspondence address in the spaces provided. Otherwise, provide this 
information with respect to the signer. 

Corporafions Code Section 25165 requires each issuer, other than a 
California corporation, to file a consent to service of process with the No- 
tices filed pursuant to Section 25102(n) unless it already has a consent 
to service on file with the Commissioner. Use Form 260.165 (see Rule 
260.165, Title 10, California Code of Regulations). 
NOTE: Authority cited: Sections 25165 and 25610, Corporations Code. Refer- 
ence: Sections 25102(n), 25165 and 25608, Corporations Code. 

History 

1. New section filed 2-22-96; operative 2-22-96 pursuant to Government Code 
section 1 1343(d) (Register 96, No. 8). 

2. Editorial correction of First Notice form (Register 96, No. 52). 

3. Editorial correction of subsections (a)(2) and (c) (Register 98, No. 32). 

4. Amendment of forms and instructions thereto filed 8-5-98; operative 9-4-98 
(Register 98, No. 32). 



5. Change without regulatory effect amending section filed 9-25-2002 pursuant 
to section 1 00, title 1 , California Code of Regulations (Register 2002, No. 39). 

§ 260.1 02.1 7. Disclosure Statement Requirement for 
Section 25102(n)/Rule 504 Offerings. 

The written offering disclosure statement required to be received by 
each natural person (including a corporation, partnership, or other orga- 
nization specifically formed by natural persons for the purpose of acquir- 
ing the securities offered by the issuer) under paragraph (4) of subdivi- 
sion (n) of Secfion 25102 of the Code in an offering of securities exempt 
from federal registration under the Securities Act of 1933 by virtue of 
Rule 504 of Regulafion D promulgated by the Securities and Exchange 
Commission shall be the information specified in paragraph (b)(2) of 
Rule 502 of Regulation D [Reg. Sec. 230.502(b)(2)]. For the purposes of 
the written offering disclosure statement required by paragraph (4) of 
subdivision (n) of Section 25102 of the Code, the references to a transac- 
tion under Rule 505 or 506 in paragraph (b)(2) of Rule 502 shall include 
a transacfion under Rule 504. 

NOTE: Authority cited: Sections 251 02(n)(4) and 25610, Corporations Code. Ref- 
erence 25102(n), Corporations Code. 

History 
1 . New section filed 2-22-96; operative 2-22-96 pursuant to Government Code 
section 11343(d) (Register 96, No. 8). 

§ 260.1 02.1 8. Distribution Under Securities and Exchange 
Commission Rule 144A. 

Paragraph (3) of Section 25102(n) of the Code requires that each pur- 
chaser represent that the purchaser is purchasing for the purchaser's own 
account (or a trust account, if the purchaser is a trustee) and not with a 
view to or for sale in connection with any distribution of the security. For 
purposes of paragraph (3) of Secfion 25102(n) of the Code, an offer to 
resell or a resale made under Section 260.105.13.1 will not be viewed as 
inconsistent with such purchaser representation. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25102(n), Corporations Code. 

History 

1. New section filed 2-22-96; operative 2-22-96 pursuant to Government Code 
section 1 1343(d) (Register 96, No. 8). 

2. Editorial correction (Register 96, No. 52). 

§ 260.102.19. Notice of Transaction for Purchase or Option 
Plans or Agreements. 

(a) An issuer who effects a transaction under Secfion 25102(o) of the 
Code shall file a notice of transacfion with the Commissioner not later 
than 30 days after the initial issuance of a security in California (Section 
25008 of the Code) in that transacfion. The nofice shall be accompanied 
by the fee prescribed by Secfion 25608(y) of the Code. 

(b) Each issuer (other than a California corporafion) must also file a 
consent to service of process (Form 260.165), unless it already has a con- 
sent to service of process on file with the Commissioner. 

(c) The following form is to be used for transacfions covered by Sec- 
tion 25 102(o) of the Code: 
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§ 260.102.19 BARCLAYS CALIFORNIA CODE OF REGULATIONS Title 10 

(Department of Corporations DEPARTMENT OF CORPORATIONS 

Use Only) FILE NO., if any: 

Fee Paid $ 



(Insert File Number(s) of Previous 
Receipt No. Filings Before the Department, If Any) 

FEE: $ 



(See Corporations Code Section 25608(y) and Section 25608(e). 
The fee is based on the current market value of the securities, or in the case of options, the underlying securities.) 

COMMISSIONER OF CORPORATIONS 
STATE OF CALIFORNIA 

Notice of Issuance of Securities Pursuant to Subdivision (o) of Section 25102 of the Corporations Code 

Name of Issuer: 



2. State of Incorporation or Organization: _ 

3. Address of Principal Place of Business: 



Number and Street City State Zip Code 

4. The security is issued pursuant to a : (Check One) 



( ) Purchase Plan Agreement. 
Name of Security: 



Number of Securities: 
Price Per Security: $ 



( ) Option Plan or Agreement. 

Name and Number of Options: 



Name and Number of the Underlying Securities: 



Exercise Price Per Security: $ 



( ) "Flexible" Purchase/Option Plan or Agreement. 
Name of Security/Option: 



Number of Securities/Options: 

Name and Number of the Underlying Securities: 
Price Per Security: $ 



5. Aggregate current market value of securities sought to be sold: $ 

6. Date of Notice: 



( ) Check if Issuer has a 

consent to service of process on Name of Issuer 

file with the Commissioner. 



Authorized Signature on Behalf of Issuer 



Print Name and Title of Signatory 



Name, Address and Phone Number of Contact Person: 



Instructions: Each issuer (other than a California corporation) filing a notice under Section 25102(o) must file a consent to ser- 
vice of process (Form 260.165), unless it already has a consent to service on file with the Commissioner. 
NOTE: Authority cited: Sections 25102(o) and 25165, Corporations Code. Refer- HISTORY 

ence: Sections 25102(o), 25165 and 25608(y), Corporations Code. 1. New section filed 5-20-97; operative 5-20-97 pursuant to Government Code 

section 11343.4(d) (Register 97, No. 21). 
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2. Amendment of section heading, section and form filed 1 2-28-2000 as an emer- 
gency; operative 1-1-2001 (Register 2000, No. 52). A Certificate of Com- 
pliance must be transmitted to OAL by 5-1-2001 or emergency language will 
be repealed by operation of law on the following day. 

3. Amendment of section heading, section and form refiled 5-2-2001 as an emer- 
gency; operative 5-2-2001 (Register 2001, No. 18). A Certificate of Com- 
pliance must be transinitted to OAL by 8-30-2001 or emergency language will 
be repealed by operation of law on the following day. 

4. Amendment of section heading, section and form refiled 8-30-200 1 as an emer- 
gency; operative 8-30-2001 (Register 2001. No. 35). A Certificate of Com- 
pliance must be transmitted to OAL by 12-28-2001 or emergency language 
will be repealed by operation of law on the following day. 

5. Certificate of Compliance as to 8-30-2001 order, including further amendment 
of subsections (a) and (c), transmitted to OAL 12-27-200rand filed 2-7-2002 
(Register 2002, No. 6). 

§ 260.103. ExemptBon from Qualification of 

Recapitalizations and Reorganizations. 

(a) Pursuant to the authority contained in Section 25 1 05 of the Code, 
the following transactions are exempted from the provisions of Section 
25120 of the Code as not being comprehended within the purposes of the 
Corporate Securities Law of 1968 and the qualification of which is not 
necessary or appropriate in the public interest or for the protection of in- 
vestors: 

(1 ) Any change in the rights, preferences, privileges, or restrictions of 
or on outstanding securities, and any exchange of securities by the issuer 
with its existing security holders exclusively, if the transaction, had it in- 
volved the issuance of a new security containing the changed rights, pref- 
erences, privileges, or restrictions, or a new issuance of the exchange se- 
curity, would have been exempt from the provisions of Section 25 1 10 of 
the Code by any of the subdivisions of Section 25102 of the Code or Sec- 
tion 260.105.14 of these rules; and 

(2) Any exchange of securities in connection with any merger or con- 
solidation or sale of corporate assets in consideration wholly or in part of 
the issuance of securities under, or pursuant to, a plan of reorganization 
or arrangement which, pursuant to the provisions of the Bankruptcy 
Code, has been confirmed or is subject to confirmation by the decree or 
order of a court of competent jurisdiction. 

(b) A transaction conducted under this rule by reason of the provisions 
of subdivisions (f), (h) or (n) of Section 25102 requires the issuer to file 
the notice prescribed thereunder (see Rules 260.102.8, 260.102.14, and 
260.102.16). 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25102 and 25103, Corporations Code. 

History 

1 . Amendment filed 5-15-78; effective thirtieth day thereafter (Register 78, No. 
20). For prior history, see Register 75, No. 4. 

2. Amendment filed 10-26-81 as an emergency; designated effective 11-1-81 
(Register 81 , No. 44). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-23-82. 

3. Certificate of Compliance transmitted to OAL 2-22-82 and filed 3-24-82 
(Register 82, No. 13). 

4. Amendment of subsection (b) and Note filed 2-26-96; operative 2-26-96 pur- 
suant to Government Code section 1 1343.4(d) (Register 96, No. 8). 

5. Change without regulatory effect amending subsection (a)(2) filed 9-25-2002 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 2002, 
No. 39). 

§ 260.1 03.1 . Authorization of New Classes of Stock. 

Neither the authorization of a new class of stock by amendment of the 
charter documents of a corporation nor the issuance and sale of such new 
class of stock nor the issuance and sale of additional shares of an out- 
standing class constitutes a change in the rights, preferences, privileges, 
or restrictions of or on previously outstanding shares enumerated in sub- 
division (e) of Section 25103 of the Code, even though the new class of 
stock may have priority over or dilute the voting power of or the prefer- 
ences of such previously outstanding shares or otherwise indirectly affect 
such previously outstanding shares. Any offer or sale of such new class 
of stock is, however, subject to the provisions of Section 25 1 1 or Sec- 
tion 25120 of the Code. 



History 

1. Amendment filed 1-1 1-72; effective thirtieth day thereafter (Register 72, No. 
3). 

§260.103.2. Stock Split. 

A "stock split" or "reverse stock split," as used in subdivision (f) of 
Section 25103 of the Code means the subdivision or combination of pre- 
viously outstanding shares of stock (whether or not including authorized 
and unissued shares) into a greater or lesser number of shares of the same 
class, effected by an amendment to the charter documents of the issuer. 
A stock split may or may not be accompanied by the transfer of surplus 
to stated capital pursuant to a simultaneous change in the par value of the 
shares as constituted after the stock split or pursuant to resolution of the 
board of directors or shareholders. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25103, Corporations Code. 

History 

1. Editorial con-ection adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 

32). 

§ 260.1 03.3. Voting Shares. 

For the meaning of the term "voting shares" as used in subdivision (f) 
of Section 25103 of the Code, see Section 260.017.1 of these rules. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25103, Corporations Code. 

History 

1. Editorial correcrion adding NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.1 03.4. Traded in the Market. 

The phrase "traded in the market," as used in subdivision (0 of Section 
25 103 of the Code means a stock which is either listed or admitted to trad- 
ing on a national securities exchange or which is the subject of two-way 
quotations (i.e., both bid and asked prices) regulariy published by one or 
more broker-dealers in the National Daily Quotation Service. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25103, Corporations Code. 

History 
1. Editorial con-ection adding NOT filed 3-9-83 (Register 83, No. 1 1). 

§ 260.103.5. Legend or Escrow of Stock Dividend Shares 
or Split Shares. 

Any certificate representing shares issued in a stock dividend or upon 
a stock split or reverse stock split which are exempted from qualification 
by subdivision (f) of Section 25017 or subdivision (f) of Section 25103 
of the Code with respect to shares subject to a legend or escrow condition 
(under this law or any prior law) shall either have the same legend 
stainped thereon as was required with respect to the previous shares or 
shall be deposited in escrow in addition to or in substitution for the pre- 
vious shares held in escrow. Any escrow holder is hereby authorized to 
accept any such dividend shares or to surrender the previous shares and 
accept in lieu thereof the split shares upon receipt of an opinion of coun- 
sel to the effect that the dividend shares have been validly issued or the 
split shares have been validly substituted for such previous shares in a 
transaction pursuant to one of said exemptions. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25017, 25103 and 25141, Corporations Code. 

History 

1. Editorial con-ection adding NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.1 03.6. Limited Exchange Transaction— Notice of 
Exchange Transaction. 

(a) An acquiring entity in an exchange under Section 25103(h) of the 
Code shall file a Notice of Exchange Transaction with the Commissioner 
no later than 15 calendar days after the first sale of the securities in the 
transaction in this state. No notice is required to be filed if there is no sale 
in this state. 

(b) The notice referred to in subdivision (h) of Section 25103 of the 
Code shall be in the following form on 8-1/2" by 11 " paper: 
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(Department of Corporations Use Department of Corporations File No., if 



Only) 

Fee Paid $ 

Receipt No. 

FEE: $600 



any 



(See Corporations Code Section 25608(z)) 

COMMISSIONER OF CORPORATIONS 
STATE OF CALIFORNIA 

NOTICE OF EXCHANGE TRANSACTION 
PURSUANT TO CORPORATIONS CODE SECTION 25103(h) 

1 . Name of Acquiring Entity: 



(Insert File Number(s) of Previous Filings 
Before the Department, if any) 



2. (a) Address of Acquiring Entity: 



Street City State ZIP 

(b) Mailing Address: 

Street City State ZIP 

(c) Area Code and Telephone Number: 



3. Acquiring Entity's state (or other jurisdiction) of incorporation or organization: 



4. (a) Name of Entity to be Acquired: 



(b) State (or other jurisdiction) of incorporation or organization of Entity to be Acquired: 



5. The exchange of securities meets the requirements of (check one): 
( ) Section 25103(h)(1)(A) of the Code. 

( ) Section 25103(h)(1)(B) of the Code, and the state of incorporation or organization is 
, or the form of the organization is 



6. Type of filing under the Securities Act of 1933, if applicable: 



7. Date of Notice: 



( ) Check if Acquiring Entity has a Acquiring Entity 
consent to service of process on 



file with the Commissioner Authorized signature on Behalf of Acquiring Entity 



Print Name and Title of Signatory 
Name, Address and Phone Number of Contact Person: 



Instructions: Each Acquiring Entity (other than a California corporation) filing a notice under Section 25103(h) must file a consent to 
service of process (Form 260.165), unless it already has a consent to service on file with the Commissioner. 
260.103.6 (5/97) 

NOTE: Authority cited: Sections 25165 and 25610, Coiporations Code. Refer- (a) Publicly quoted a bid or asked price for the security which identi- 

ence: Sections 25103(h), 25165 and 25608(z), Corporations Code; Chapter 40, figs the broker-dealer other than an interdealer quotation system in- 

Statutes 1990; Chapter 1035, Statutes 1990. ^^„^^^ f w ^v ^^.i^ i 

*^ HrcTORY tended for broker-dealer use only. 

1 . New section filed 12-7-90; operative 1-1-91 (Register 91, No. 3). (t*) Made a direct solicitation that customers purchase the security. 

2. Amendment of section, form and NOTE filed 5-20-97; operative 5-20-97 pur- (c) Recommended the purchase of the security to customers, either di- 
suant to Government Code section 1 1343.4(d) (Register 97, No. 21). rectly or in a manner which would bring its recommendation to the atten- 

§ 260.1 04. Unsolicited Orders. tion of customers. 

For purposes of subdivision (b) of section 25 104 of the Code, an order (d) Volunteered information about the issuer of the security either to 

or offer to buy a security is presumed not to be "unsolicited," if the brok- a particular customer who then purchased the security or to customers 

er-dealer knows or has reason to know that the order or offer to buy is generally . 

in response to one or more of the following activities in which the selling (e) Executed a transaction to purchase or sell a security pursuant to its 

broker-dealer has engaged within the last sixty (60) days: discretionary authority for a customer in a discretionary account. 
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A statement to the effect that the security is ineligible for purchase or 
sale in California or that investment in a security is not recommended for 
California purchasers included in a recommendation or other informa- 
tion circulated with respect to a security or an issuer does not negate the 
presumption created by this section. 

This section does not create a presumption that an order or offer to buy 
is "unsolicited," if the broker-dealer has not engaged in the above activi- 
ties within the previous sixty (60) days. 

The term "customer," as used in this section, does not include persons 
to whom offers and sales may be made pursuant to the exemption set 
forth in subdivision (c) of section 25104 of the Code. 
NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25104, Corporations Code. 

History 

1. Repealer and new section filed 3-1-91: operative 3-31-91 (Register 91, No. 
13). 

§ 260.1 04.1 . Designation of institutional investors and 

Governmental Agencies and instrumentalities 
by Class. 
There are hereby designated pursuant to subdivision (c) of Section 
25 104 of the Code those institutional investors and governmental agen- 
cies and instrumentalities specified in Sections 260.102.10 and 
260.105.14 of these rules. 

NOTE: Authority cited: Sections 25104(c) and 25610, Corporations Code. Refer- 
ence: Section 25104, Corporations Code. 

History 

1 . Amendment filed 4-30-70 as an emergency; designated effective 5-1-70 (Reg- 
ister 70, No. 18). 

2. Certificate of Compliance filed 6-10-70 (Register 70, No. 24). 

3. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 



§ 260.104.2. Bona Fide Secured Party. 

The phrase "bona fide secured party," as used in subdivision (e) of 
Section 25104 of the Code, does not include a secured party who takes 
securities in pledge without any intention or expectation that they will be 
redeemed but merely as a step in the distribution thereof to the public. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25104, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.1 04.3. Securities Subject to Legend or Escrow 



NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25104, Corporations Code. 

History 

1. New section filed 11-23-70 as an emergency; designated effective 11-23-70 
(Register 70, No. 48). 

2. Certificate of Compliance Sec. 1 1422.1 , Gov. Code, filed 12-9-70 (Register 70, 
No. 50). 

3. Editorial correcfion of NOTE filed 3-9-83 (Register 83, No. 11). 

4. Repealer filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 32). 

§ 260.104.4. Order Withholding Exemption. 

If securities are qualified, pursuant to a limited offering qualification 
as defined in subdivision (e) of Section 260.001 of these rules, the Com- 
missioner may issue an order withholding the exemption provided in 
subdivision (h) of Section 25104 of the Code with respect to all or any 
part of the securities qualified by such limited offering qualification and 
with respect to previously outstanding securities of the same class as 
those qualified pursuant to such qualification. This order may be issued 
at the time when the limited offering qualification becomes effective or 
at any subsequent time. 

NOTE: Authority cited: Sections 25104(h) and 25610, Corporations Code. Refer- 
ence: Section 25104, Corporations Code. 

History 

1. New section filed 4-6-72 as an emergency; effective upon filing (Register 72, 
No. 15). 

2. Certificate of Compliance filed 7-20-72 (Register 72, No. 30). 



3. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.1 05. Exemption for Offers Prior to Sale. 

There is hereby exempted from the provisions of Sections 25110, 
25120 and 251 30 of the Code as not being comprehended within the pur- 
poses of the Corporate SecuriUes Law of 1968 and the qualification of 
which is not necessary or appropriate in the public interest or for the pro- 
tection of investors any offer of securities provided that the securities are 
actually sold only in a transaction exempted under subdivision (i) of Sec- 
tion 25 1 02 or subdivision (c) of Section 25 104 of the Code, or in a trans- 
action exempted under Section 260.105.14 of these rules, or provided 
that the securities are exempt securities at the time of issuance under Sec- 
tion 25100 of the Code. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105, 251 10, 25120 and 25130, Corporations Code. 

History 

1 . Amendment filed 4-30-70 as an emergency; designated effective 5-1-70 (Reg- 
ister 70, No. 18). 

2. Certificate of Compliance filed 6-10-70 (Register 70, No. 24). 

3. Editorial conection adding NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.105.1. Exemption for Oil and Gas Interests Issued for 
Drillsite Rights or Transit Rights. 
There is hereby exempted from the provisions of Section 251 10 of the 
Code as not being comprehended within the purposes of the Corporate 
Securities Law of 1968 and the qualification of which is not necessary or 
appropriate in the public interest or for the protection of investors any of- 
fer or sale of any interest or participation in an oil or gas title or lease (in- 
cluding subsurface gas storage) or in payments out of production under 
such a title or lease if the sole consideration given by the purchaser for 
the security is the grant or lease of a drillsite or of rights for a well to tra- 
verse his property where the well in either case is drilled for the purpose 
of producing oil or gas from beneath other land. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 25110, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.1 05.2. Out-of-state Sales and Sales to 
Broker-Dealers. 

There is hereby exempted from the provisions of Section 251 10 and 
Section 25130 of the Code as not being comprehended within the pur- 
poses of the Corporate Securities Law of 1968 and the qualification of 
which is not necessary or appropriate in the public interest or for the pro- 
tection of investors, any offer or sale of a security by or through a broker- 
dealer licensed under the Code (whether acting as such or as a finder), to 
a resident of a foreign state, territory or country who is neither domiciled 
in this State to the knowledge of the broker-dealer nor actually present 
in this State if the sale of such security is not in violation of any securities 
law of the foreign state, territory or country concerned, and any offer or 
sale to a broker-dealer licensed under the Code in a principal transaction 
(or for resale pursuant to an exemption contained in the Code or in these 
Rules) or as an underwriter or a member of an underwriting syndicate or 
selling group. 

NOTE: Authority cited: Sections 25 105 and 25610, Corporations Code, reference: 
Sections 25105, 251 10 and 25130, Corporations Code. 

History 
1. Amendment filed 10-1-69; effective thirtieth day thereafter (Register 69, No. 

40). 

§ 260.105.3. Effective Date of Requirement of Qualification 
for Secondary Trading. 

History 

1 . Amendment filed 4-24-69 as an emergency; designated effective 5-1 -69 (Reg- 
ister 69, No. 17). 

2. Amendment filed 6-9-69 as an emergency; designated effective 6-10-69 (Reg- 
ister 69, No. 24). 

3. Certificate of Compliance Secfion 1 1422.1 , Gov. Code, filed 10-1-69 (Register 
69, No. 40). 

4. Repealer filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 4). 
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§ 260.1 05.4. Sale of Franchise. 

History 

1 . Repealer filed 1-11 -72; effective thirtieth day thereafter (Register 72, No. 3). 

§ 260.105.5. Phantom Stock Plans. 

There is hereby exempted from the provisions of Section 25 UO of the 
Code, as not being comprehended within the provisions of the Corporate 
Securities Law of 1968 and the qualification of which is not necessary or 
appropriate in the public interest or for the protection of investors, any 
transaction whereby an issuer allocates to its employees or employees of 
its parent or subsidiaries "'units" representing a right eventually to receive 
cash (but not stock) measured by dividends paid on shares of capital stock 
of the issuer or the market value of shares of capital stock of the issuer 
or both in a so-called "phantom stock plan." 

NOTE; Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Section 25105, Corporations Code. 

History 

1. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

2. Amendment filed 10-20-83; effective thirtieth day thereafter (Register 83, No. 
43). 

§260.105.6. Professional Organizations. 

There is hereby exempted from the provisions of Section 251 10 and 
Section 25120 of the Code, as not being comprehended within the pur- 
poses of the Corporate Securities Law of 1968 and the qualification of 
which is not necessary or appropriate in the public interest or for the pro- 
tection of investors. 

(a) Any offer or sale of (1 ) shares of capital stock issued by (A) a pro- 
fessional corporation organized pursuant to the provisions of the Profes- 
sional Corporation Act (Part 4, commencing with Section 13400, of Di- 
vision 3 of Title 1 of the Corporations Code) or (B) a foreign professional 
corporation (as defined in subdivision (c) of Section 13401 of the Code) 
qualified to render professional services in this state in accordance with 
the requirements of the Professional Corporation Act, or (2) an interest, 
to the extent the interest is a security, in (A) a registered limited liability 
partnership (as defined in paragraph (1) of subdivision (i) of Section 
15002 of the Code) or (B) a foreign limited liability partnership (as de- 
fined in paragraph (1) of subdivision (j) of Section 15002 of the Code). 

(b) Any offer or sale of beneficial interests in a trust established for the 
purpose of voting shares of the capital stock of such a professional corpo- 
ration or a foreign professional corporation qualified to render profes- 
sional services in this state, provided that the trustees are, and such inter- 
ests are held solely by, persons entitled under the provisions of the 
Professional Corporation Act to hold voting shares in such corporation. 

(c) Any offer or sale of interests in a partnership organized to render 
professional services as defined in Section 13401(a) of the Code, all of 
whose partners are persons entitled to hold voting shares in a professional 
corporation or a foreign professional corporation engaged in such ser- 
vices under the provisions of the Professional Corporation Act. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
13401, 15002 and 25105, Corporations Code. 

History 

1 . Amendment filed 10-20-83; effective thirtieth day thereafter (Register 83, No. 
43). 

2. Amendment of section and Note filed 1 1-2-94; operative 12-2-94 (Register 
94, No. 44). 

3. Amendment of subsecfion (a) and Note filed 9-10-96; operative 10-10-96 
(Register 96, No. 37). 

§ 260.1 05.7. Inter-Dealer Quotations. 

There is hereby exempted from the provisions of Section 25 1 30 of the 
Code as not being comprehended within the purposes of the Corporate 
Securities Law of 1968 and the qualification of which is not necessary or 
appropriate in the public interest or for the protection of investors, inter- 
dealer solicitations when published and circulated to broker-dealers on 
a regular subscription basis and in connection with which a charge 
(which may be included in the subscription price) is made for listing such 
solicitations. A publication is circulated to broker-dealers within the 
meaning of this rule when subscriptions are limited substantially to brok- 
er-dealers, banks, trust companies, and savings and loan associations 



subject to a provision that the information contained in the publication 
is for the private use of the subscriber. The quotation services of the Na- 
tional Quotation Bureau and NASDAQ are exempt pursuant to this rule. 
NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Secfions 25105 and 25130, Corporations Code. 

History 

1. Amendment filed 10-1-69; effective thirtieth day thereafter (Register 69. No. 
40). 

2. Amendment filed 7-20-72; effective thirtieth day thereafter (Register 72, No. 
30). 

3. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.1 05.8. Incentive Stock Option Plans. 

(a) There is hereby exempted from the provisions of Section 251 10 of 
the Code as not being comprehended within the purposes of the Corpo- 
rate Securities Law of 1968 and the qualification of which is not neces- 
sary or appropriate in the public interest or for the protection of investors, 
any offer or sale of incentive stock options as defined in, and complying 
with all terms of, the United States Internal Revenue Code of 1986, if 

( 1 ) the company issuing such options is the issuer of any security regis- 
tered under Section 1 2 of the Securities Exchange Act of 1 934, (1 5 USC 
781), and 

(2) the total number of shares of stock of the company subject to such 
incentive stock options (and all other employee stock options outstand- 
ing), does not exceed 10% of the outstanding shares of the same class of 
the company (excluding all shares subject to promotional waivers) and 
(3) options granted prior to shareholder approval are by their terms not 
exercisable until shareholder approval has been obtained and are void if 
shareholder approval is not obtained within the time prescribed by the In- 
ternal Revenue Code of 1 986. 

(b) There is hereby exempted from the provisions of Section 25120 of 
the Code as not being comprehended within the purposes of the Corpo- 
rate Securities Law of 1968 and the qualification of which is not neces- 
sary or appropriate in the public interest or for the protection of investors, 
any offer or sale of incentive stock options as a result of the amendment 
of outstanding options to conform to the requirements for incentive stock 
options, as defined in the United States Internal Revenue Code of 1986, 
provided one of the following applies: 

( 1 ) The outstanding options were qualified under Section 25 1 1 of the 
Code. 

(2) The transaction conforms to the requirements of subsections (1), 
(2) and (3) of subsection (a). 

(3) Tlie transaction conforms to the requirements of subsections (1) 
and (3) of subsection (a) and, at the time the options were issued, that 
transaction conformed to the limitation in subsection (2) of subsection 
(a). 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Section 25105, Corporations Code. 

History 

1. New section filed 5-14-69; effective thirtieth day thereafter (Register 69, No. 
20). 

2. Amendment filed 10-20-83; effective thirtieth day thereafter (Register 83, No. 
43). 

3. Change without regulatory effect amending subsections (a), (a)(3) and (b) filed 
9-25-2002 pursuant to section 100, title 1, California Code of Regulations 
(Register 2002, No. 39). 

§ 260.105.9. Split or Reverse Split of Beneficial Interests in 
Voting Trust. 

There is hereby exempted from the provisions of Section 25110 and 
Section 25120 of the Code as not being comprehended within the pur- 
poses of the Corporate Securities Law of 1968, and the qualification of 
which is not necessary or appropriate in the public interest or for the pro- 
tection of investors, any offer or sale of beneficial interests in any volun- 
tary inter vivos taist created solely for the purpose of voting, if such offer 
or sale is the result of a stock split or reverse stock split of the underlying 
securities which is exempted from the provisions of Section 251 10 and 
Section 25 120 of the Code by virtue of the provisions of Section 25 103(f) 
of the Code, or of the issuance of underlying securities as a stock dividend 
which is not a sale as defined in Section 25017(f) of the Code. Any bene- 
ficial interests issued pursuant to the exemption provided by this Secdon 
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• 



• 



shall be subject to any conditions imposed by the Commissioner applica- 
ble to beneficial interests previously issued with respect to the underlying 
securities which are the subject of such stock split, reverse stock split, or 
stock dividend. 

NOTE: Authority cited: Sections 25105 and 25610. Corporations Code. Refer- 
ence: Sections 25017, 25103, 25105, 25110 and 25120, Corporations Code. 

History 

1. New section filed 5-14-69; effective thirtieth day thereafter (Register 69, No. 
20). 

2. Amendment filed 3-20-78; effective thirtieth day thereafter (Reeister 78, No. 
12). 

3. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1). 



§ 260.105.10. Securities of Foreign Bssuers. 

History 

1 . Amendment filed 4-24-69 as an emergency; designated effective 5-1-69 (Reg- 
ister 69, No. 17). 

2. Repealed by operation of law (Register 72, No. 12). 

§ 260.1 05.1 1 . Securities of Foreign Bssuers. 

(a) There is hereby exempted from the provisions of Section 25 130 of 
the Code as not being comprehended within the purposes of the Corpo- 
rate Securities Law of 1968 and the qualification of which is not neces- 
sary or appropriate in the public interest or for the protection of investors, 
any offer or sale of a security issued by any corporation organized under 
the laws of a foreign country or of a certificate of deposit, receipt or other 
evidence relating to such a security, provided one of the following condi- 
tions is met: 

(1) The issuer is currently required to file with the Securities and Ex- 
change Commission information and reports pursuant to Section 15(d) 
of the Securities Exchange Act of 1934 [15 U.S.C. 78a et seq.] and is not 
delinquent in such filing. 

(2)(i) The security appears on the most recent Federal Reserve Board 
List of Foreign Margin Stocks or (ii) the security is deemed by the Securi- 
ties and Exchange Commission to have a "ready market" for purposes of 
Securities and Exchange Commission Rule 15c3-l (17 C.F.R. 
240.15c3-l). A broker-dealer may rely on written "no action" or inter- 
pretive letters issued by the Securities and Exchange Commission or its 
staff regarding the Securities and Exchange Commission's "ready mar- 
ket" criteria. 

(3) The issuer is not subject to the reporting requirements of Section 
13 or 15(d) of the Securities Exchange Act of 1934 and all of the follow- 
ing conditions are met: 

(A) The issuer, including any predecessors, has been in continuous op- 
eration for at least 5 years and is a going concern actually engaged in busi- 
ness and neither in the organization stage nor in bankruptcy or receiver- 
ship. 

(B) The number of shares outstanding is at least 2.5 million worldwide 
and the number of shareholders is at least 5,000 worldwide. 

(C) The market value of the outstanding shares, other than debt securi- 
ties and preferred stock, is at least US$100 million worldwide. 

(D) The issuer, as of the date of its most recent financial statements, 
which may not be more than 1 8 months old and which have been audited 
in accordance with the generally accepted accounting principles of its 
country of domicile, has net tangible assets of at least US$100 million 
worldwide. 

(E) The issuer has net income after all charges, including taxes and ex- 
traordinary losses, and excluding extraordinary gains, or either: 

1. At least US$50 million in total for its last 3 fiscal years; or 

2. At least US$20 million in each of its last 2 fiscal years. 

(F) If the security is a debt security or preferred stock, the issuer has 
not, during the past five years or during the period of its existence if short- 
er, defaulted in the payment of any dividend, principal, interest or sinking 
fund installment thereon. 

(b) A broker-dealer may recommend to an investor a security which 
is exempted under this rule only where the broker-dealer can demon- 



strate that an adequate and reasonable basis exists for such recommenda- 
tion. 

(c) Except in the case of an unsponsored American Depository Receipt 
("ADR"), a broker-dealer initiating a quotation for a security which is 
exempted under this rule shall comply with all of the requirements of 
Rule 15c2-l 1 [17 C.F.R. Sec. 240.15c2-l 1] of the Securities Exchange 
Act of 1934, except that a broker-dealer may not rely on the information 
set forth in paragraphs (2) and (4) of subsection (a) of that rule. A broker- 
dealer initiating a quotation in an unsponsored ADR exempted under this 
aile shall comply with all of the applicable requirements of Rule 
15c2-ll, including the exemptive provisions of subsection (0 of that 
mle. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 25130, Corporations Code. 

History 

1. New section filed 10-1-69; effective thinieth day thereafter (Register 69, No. 
40). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

3. Repealer of subsections (a)(l)-(b) and new subsections (a)(l )-(c) filed 7-7-93; 
operative 8-7-93 (Register 93, No. 28). 

4. Amendment of subsection (a)(2) filed 5-9-2000; operative 6-8-2000 (Register 
2000, No. 19). 

§ 260.1 05.1 2. Temporary Nonissuer Exemption. 

History 

1 . New section filed 10-1-69; effective thirtieth day thereafter (Register 69, No. 
40). 

2. Repealer filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 4). 

§ 260.1 05.1 3. Extended Eligibility for Nonissuer 
Transaction. 

History 

1 . New section filed 10-1-69; effective thirtieth day thereafter (Register 69, No. 
40). 

2. Repealer filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 4). 

§ 260.1 05.1 3.1 . Private Resales Under Securities and 
Exchange Commission Rule 144A. 
There is hereby exempted from the provisions of Section 25130 of the 
Code as not being comprehended within the purposes of the Corporate 
Securities Law of 1 968 and the qualification of which is not necessary or 
appropriate in the public interest or for the protection of investors any of- 
fer to resell or resale of restricted securities made in compUance with 
Rule 144A (17 CFR 230.144A) of the Securities and Exchange Commis- 
sion. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 25130, Corporations Code. 

History 

1. New section filed 3-1-93; operative 3-31-93 (Register 93, No. 10). 

§ 260.1 05.1 4. Sales to Public Agencies. 

There is hereby exempted from the provisions of Sections 25110, 
25 1 20 and 25 1 30 of the Code as not being comprehended within the pur- 
poses of the Corporate Securities Law of 1968 and the qualification of 
which is not necessary or appropriate in the public interest or for the pro- 
tection of investors any offer or sale of a security to the Federal Govern- 
ment, any agency or instrumentahty of the Federal Government, any cor- 
poration wholly owned by the Federal Government, any state, any city, 
city and county, or county, or any agency or instrumentality of a state, 
city, city and county, or county, or any state university or state college, 
and any retirement system for the benefit of employees of any of the fore- 
going. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Secfions 25105, 251 10, 25120 and 25130, Corporations Code. 

History 

1. New section filed 4-30-70; as an emergency; designated effective 5-1-70 
(Register70, No. 18). 

2. Certificate of Compliance filed 6-10-70 (Register 70, No. 24). 

3. Amendment filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 
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4. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.105.15. Exemption from Qualification of Certain 
Exchanges. 

There is exempted from the provision of section 25 J 10 of the Code, 
as not being comprehended within the purposes of the Corporate Securi- 
ties Law of i 968 and the quaHfication of which is not necessary or appro- 
priate in the public interest or for the protection of investors, the offer and 
sale of shares of one corporation in exchange for all shares issued by 
another corporation (the "Acquired Corporation"), except for directors' 
qualifying shares, if all of the following requirements are met: 

(a)(1) Such exchange is subject to approval after a hearing as to the 
fairness of its terms and conditions, by public commission, board or other 
governmental authority of a state expressly authorized by the law of such 
state to grant such approval, or 

(2) such exchange is subject to approval by the affirmative vote of not 
less than a majority (unless the requirement is increased by a provision 
contained in the articles of incorporation, bylaws or applicable state law) 
of the outstanding shares of the Acquired Corporation of the class which 
are to be exchanged, excluding from such outstanding shares the shares 
of any person who owns, directly or beneficially, 50 percent or more of 
such outstanding shares; 

(b) Any holder of shares of the Acquired Corporation dissenting from 
the exchange is entitled to the fair value of his shares; and 

(c) Less than 25 percent of the outstanding shares of the Acquired Cor- 
poration of any class to be exchanged are held as of the record date for 
the exchange by persons who have addresses in this state according to the 
records of the Acquired Corporation; provided that any shares held to the 
knowledge of the Acquired Corporation in the names of broker-dealers 
or nominees of broker-dealers, and any shares controlled by a person 
who controls, directly or indirectly, 50 percent or more of the outstanding 
shares of that class, shall not be considered outstanding for the purposes 
of this subdivision (c). 

NOTE; Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 251 10, Corporations Code. 

History 

1 . Amendment filed 1-1 1-72; effective thirtieth day thereafter (Register 72, No. 
3). For prior history see Register 71, No. 52. 

2. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

3. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

4. Amendment filed 5-3-90; operative 6-2-90 (Register 90, No. 20). 

§ 260.105.16. Checks, Drafts, and Money Orders. 

There is hereby exempted from the provisions of Section 251 10 of the 
Code, as not being comprehended within the purposes of the Corporate 
Securities Law of 1968 and the qualification of which is not necessary or 
appropriate in the public interest or for the protection of investors, the of- 
fer and sale of checks, drafts, or money orders by a person holding an ef- 
fective license from the Commissioner of Corporations to engage in the 
business of selling checks, drafts, or money orders, or an effective license 
from the Superintendent of Banks to transact the business permitted by 
Chapter 14 of the Banking Law (1750 et seq., Financial Code). 
NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 25 110, Corporations Code. 

History 

1. New section filed 6-28-73; effective thirtieth day thereafter (Register 73, No. 
26). 

2. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.1 05.1 7. Exemption for Certain Publicly Traded 
Common Shares. 

(a) There is hereby exempted from the provisions of Sections 251 10, 
25120 and 25130 of the Code as not being comprehended within the pur- 
poses of the Corporate Securities Law of 1968 and the qualification of 
which is not necessary or appropriate in the public interest or for the pro- 
tection of investors, the offer or sale of nonassessable common shares, 
or any warrant or right to purchase or subscribe to any such shares, or any 
unit or right arising from a compensation plan of the issuer or affiliate of 



the issuer payable in such shares or cash in an amount which relates to 
the value of and/or dividends paid on such shares, or both, whether or not 
subject to any contingency, if on the business day preceding the date of 
sale of such shares, warrant or right, or grant of such unit or right, all of 
the following requirements are met: 

(1) Such shares (or the shares issuable upon exercise of such warrant 
or right or payable upon such unit or right) are issued by a person which 
is the issuer of any security registered under Section 12 of the Securities 
Exchange Act of 1934 (1 5 USC 781(g)) or exempted from such registra- 
tion by Section 12(g)(2)(G) (15 USC 781(g)(2)(G)) of that Act; 

(2) The shares to be offered or sold (or the shares issuable upon exer- 
cise of such warrant or right or payable upon such unit or right) are listed 
or approved for listing upon notice of issuance on a national securities 
exchange approved for the purpose of this section by rule or order of the 
Commissioner, (orin the case ofemployee options or rights, shareholder 
approval is required of the options or rights or of the plan and the issuer 
has no reason to believe that, upon such approval, the shares issuable 
upon the exercise of such options or rights, will not be listed or approved 
for listing upon notice of issuance) or quotations for the class of such 
shares are reported by the automated quotations system operated by the 
National Association of Securities Dealers, Inc. or a subsidiary thereof 
or by any other quotation system approved by rule or order of the Com- 
missioner pursuant to this section; 

(3) Shares of the class to be offered or sold (or shares of the class issu- 
able upon exercise of such warrant or right or payable upon such unit or 
right) shall have been traded or (in the case of shares traded only over- 
the-counter) offered for sale on each of at least twelve (12) days within 
the thirty (30) calendar days preceding the date of sale of such shares, 
warrant or right and during such period (A) shares of such class shall not 
have been suspended from trading by order of the Commissioner or the 
Securities and Exchange Commission; and (B) the average closing sale 
price and the last closing sale price of shares of such class (exclusive of 
any sale price for the business day preceding the offering) as reported on 
any national securities exchange on which shares of such class are listed, 
or the average closing bid price and the last closing bid price of shares 
of such class (exclusive of any bid price for the business day preceding 
the offering), as reported by the quotation system referred to in clause (2) 
of this subsection shall be at least $4 per share. Quotations appearing in 
the Wall Street Journal or any other publication approved by order of the 
Commissioner may be relied upon to satisfy the requirement of this 
clause (3); 

(4) The issuer of such shares is a corporation organized under the laws 
of the United States or any state of the United States or the District of Co- 
lumbia and meets aU of the following requirements: 

(A) Such corporation has an authorized capitalization which includes 
not more than one class of common shares, and such common shares are 
voting shares; 

(B) Such corporation has not during the past five years, or during the 
period of its existence if shorter, defaulted in the payment of any dividend 
or sinking fund installment on preferred shares, or in the payment of any 
principal, interest or sinking fund installment on any indebtedness for 
borrowed money; 

(C) Such corporation has a net worth on a consohdated basis of at least 
one million dollars ($1,000,000) according to (1) its most recent avail- 
able audited financial statement which may not be over 15 months old 
and (2) its most recent available unaudited financial statement as of a date 
subsequent to such audited statement; 

(D) Such corporation has had net income, after all charges, including 
taxes and extraordinary losses, and excluding extraordinary gains, of ei- 
ther (1 ) at least five hundred thousand dollars ($500,000) for its last fiscal 
year and one million five hundred thousand dollars ($1,500,000) in total 
for its last five fiscal years, or (2) at least one milHon dollars ($1 ,000,000) 
in each of its last two fiscal years. The determination of net income herein 
required, if such determination is made within 90 days after the close of 
its last fiscal year and prior to the availability of an audited statement for 
that period, may be based upon an unaudited statement for the period 
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which the issuer reasonably believes is prepared in accordance with gen- 
erally accepted accounting principles. In determining whether a corpora- 
tion satisfies the requirements of this subsection (D), there may be in- 
cluded the net income of any corporation to whose assets such 
corporation, or a successor of such corporation, has succeeded by merg- 
er, consolidation or acquisition of assets, if such net income of such pre- 
decessor corporation may, in accordance with generally accepted ac- 
counting principles, be consolidated with the income of such 
corporation. 

(b) Pursuant to subsection (a)(2) of this section, the following national 
securities exchanges are certified: 

AMERICAN STOCK EXCHANGE 
NEW YORK STOCK EXCHANGE 

NOTE; Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 25531(a), Corporations Code. 

History 

1. New section filed 6-28-73; effective thirtieth day thereafter (Register 73, No. 
26). 

2. Amendment filed 3-27-81 ; effective thirtieth day thereafter (Register 81, No. 
13). 

3. Amendment filed 10-20-83; effective thirtieth day thereafter (Register 83, No. 

43). 

§260.105.18. Commodity Contracts. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Section 25105, Corporations Code. 

History 

1. Amendment filed l-4-77;effectivethirtiethday thereafter (Register 77, No. 2). 
For prior history, see Register 75, No. 4. 

2. Amendment refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 
2). 

3. Repealer filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 1 1). 



§ 260.105.19. Exemption for Certain Comnnodity Contracts. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Div. 1, 
Title 4 and Section 25105, Corporations Code. 

History 

1. New section filed 10-25-73 as an emergency; effective upon filing (Register 
73, No. 43). 

2. Amendment filed 10-26-73 as an emergency; effective upon filing (Register 
73, No. 43). 

3. Amendment filed 2-22-74 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 74, No. 8). 

4. Repealer filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 4). 



§ 260.1 05.20. Exemption for Certain Nonprofit 
Organizatflons. 
There is hereby exempted from the provisions of Section 251 10 of the 
Code as not being comprehended within the purposes of the Corporate 
Securities Law of 1968 and the qualification of which is not necessary or 
appropriate in the public interest or for the protection of investors, any 
offer or sale of a security (except evidences of indebtedness, whether in- 
terest bearing or not) of a nonprofit organization of the class described 
in Section 25100(j) of the Code, if all of the following conditions are met: 

(1) The nonprofit organization meets all of the requirements of Section 
25100(j), except that some person instrumental in organizing the non- 
profit organization expects or intends to make a profit directly or indirect- 
ly from any business or activity associated with the organization or oper- 
ation of such nonprofit organization or from remuneration received from 
such nonprofit organization; 

(2) Neither that person nor any affiliate of that person is in control of 
the nonprofit organization either directly or indirectly oris an officer or 
director of that nonprofit organization nor is the holder of any securities 
of that organization except for a membership or memberships for person- 
al, family or other social uses; 

(3) The profit which such person expects or intends to make will be 
derived solely from a passive relationship with the organization by way 
of a lease of real or personal property or providing of goods to such orga- 



nization at a fair market rental or price competitive with similar proper- 
ties or goods offered by nonaffiliated persons, or from the sale of real 
properties within the immediate geographic area of operation of such or- 
ganization but without the offer of immediate or automatic admission 
into such nonprofit organization with or without an additional fee, and 
without any active participation in or operation of any business or activity 
associated with the organization or operation of such nonprofit organiza- 
tion, including the operation of facilities or services, such as a bar, restau- 
rant, locker room, etc.; 

(4) The initial offering of memberships was qualified; 

(5) The terms of the arrangements with the promoter extant at the time 
the initial qualification became effective, either reinain unchanged in 
their terms or have become more favorable to the members of the non- 
profit organization; 

(6) The nonprofit organization, at least 30 days prior to any sale of 
memberships under the exemption provided by this Section, gives notice 
of such intention to the Commissioner and files financial statements 
complying with Section 260.613 of these Rules; and 

(7) No order is issued by the Commissioner under Sections 25140 or 
25143 of the Code relating to a qualification obtained for the sale of the 
memberships of the nonprofit organization, and no order has been issued 
by the Commissioner withholding this exemption either at the time of the 
initial offering of memberships or at any subsequent time. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25100(1), 25105, 251 10, 25120 and 25130, Corporations Code. 

History 

1. New secfion filed 12-28-73; effective thirtieth day thereafter (Register 73, No. 
52). 

2. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

3. Editorial cortection of NOTE filed 3-9-83 (Register 83, No. 1 1). 

§ 260.1 05.21 . Exemption for Amendments to Limited 
Partnership Agreements Pursuant to 
Corporations Code Section 15520.5. 

Note- Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Section 25105, Corporations Code. 

History 

1. New section filed 10-18-74 as an emergency; effective upon filing (Register 
74, No. 42). 

2. Certificate of Compliance filed 12-24-74 (Register 74, No. 52). 

3. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

4. Repealer filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 32). 

§ 260.105.22. Shares of Foreign Subsidiaries. 

There is hereby exempted from the provisions of Section 25 110 of the 
Code as not being comprehended within the purposes of the Corporate 
Securities Law of 1968, and the qualification of which is not necessary 
or appropriate in the public interest or for the protection of investors, any 
offer or sale of common shares issued by any corporation organized un- 
der the laws of a foreign country, provided all of the following conditions 
are met: 

(a) After such offer and sale, 100% of the outstanding capital stock of 
the issuer is owned by a corporation, directly or indirectly, in its own 
name or in the name of nominees or other persons holding for the sole 
benefit of such corporation; 

(b) The acquiring corporation represents that such securities are pur- 
chased for its own account for investment and not with a view to, or for 
sale in connection with, any distribution of the shares; and 

(c) All such shares shall be evidenced by certificates which shall have 
stamped or printed prominently on their face a legend in the form pre- 
scribed by Section 260. 141. 11 of these rules, and the sale or transfer of 
the shares or any interest therein, shall be subject to the restrictions pro- 
vided in that Section, provided that such securities may be transferred 
without the consent of the Commissioner to such corporation or to any 
nominee or other person holding for the sole benefit of such corporation. 
NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105, 25110 and 25120, Corporations Code. 
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History 

1 . New section filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

§ 260.1 05.23. Exemption for Advances to Corporations. 

There is hereby exempled from the provisions of Section 25 1 10 of the 
Code as not being comprehended within the purposes of the Corporate 
Securities Law of 1 968 and the qualification of which is not necessary or 
appropriate in the public interest or for the protection of investors, any 
transaction in which money is advanced or loaned to a corporation ("issu- 
er") with an agreement or expectation that shares of the issuer will be is- 
sued in exchange for, cancellation of, or conversion of such advances or 
loans, provided that all of the following requirements are met: 

(a) The aggregate amount of the advances or loans made does not sub- 
stantially exceed the funds required to pay the fees and expenses of orga- 
nization and the initial issuance of share certificates, including attorney 
fees. 

(b) The advance or loan is made by persons, each of whom is in one 
or more of the following classes: 

(1 ) By a corporation, directly or indirectly, which will have a direct or 
indirect interest in the issuer. 

(2) By any officer, director or controlling shareholder of such corpora- 
tion. 

(3) By any partnership whose business the issuer intends to acquire. 

(4) By any partner of such partnership. 

(5) By any person who is or is expected to become an officer or director 
of the issuer. 

(c) The number of persons making such advances or loans does not ex- 
ceed 35. 

(d) The issuer has not commenced business other than activities in 
connection with the organization and preparation for regular business or 
issued shares at the time such advances or loans are made. 

(e) Prior to the earlier of the commencement of business (other than 
organizational activities) or the issuance of shares, the issuer qualifies 
such issuance or such issuance of shares is exempted from qualification 
under Section 251 10 of the Code. 

This exemption shall not be affected by an agreement or understand- 
ing that such advances or loans may be repaid or cancelled by the is- 
suance of shares or other securities of the issuer, but nothing contained 
herein shall be deemed to modify the requirements for the exemption 
contained in Section 25102(h) of the Code or to impair the authority of 
the Commissioner under Section 25140 of the Code. 
NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25102, 25105, 25110 and 25140, Corporations Code. 

History 

1. New section filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

2. Editorial correction (Register 76, No. 1). 

3. Amendment filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 

32). 



§ 260.105.26. Exemption for Preneed Funeral Trust 
Arrangements. 

There is hereby exempted from the provisions of Sections 251 10 and 
25 1 20 of the Code as not being comprehended within the purposes of the 
Corporate Securities Law of 1968 and the qualification of which is not 
necessary or appropriate in the public interest or for the protection of in- 
vestors, any offer or sale of a beneficial interest in an inter vivos funeral 
trust meeting the requirements of Division 3, Chapter 12, Article 9 (com- 
mencing with Section 7735) of the Business and Professions Code. 
NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105, 25110 and 25120, Corporations Code. 

History 

1. New section filed 5-17-77; effective thirtieth day thereafter (Register 77, No. 
21). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 



§ 260.105.27. Temporary Nonissuer Exemption. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25101 and 25105, Corporations Code. 

History 

1. Amendment filed 6-21-78 as an emergency; designated effective 6-30-78 
(Register 78, No. 25). For prior history, see Register 78, No. 14. 

2. Amendment filed 8-24-78 as an emergency, designated effective 8-31-78 
(Register 78, No. 34). 

3. Repealer filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 32). 

§ 260.1 05.28. Reliance on Eligible Securities List. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Secfion 
25105, Corporations Code. 

History 

1. New section filed 4-4-78; effective thirtieth day thereafter (Register 78, No. 
14). 

2. New section refiled 4-4-78; effective thirtieth day thereafter (Register 78. No. 
14). 

3. Amendment filed 8-1 1-89; operative 8-1 1-89 (Register 89, No. 33). 

4. Change without regulatory effect repealing section filed 9-25-2002 pursuant 
to section 100, title 1 , California Code of Regulations (Register 2002, No. 39). 

§ 260.105.29. Use of Red Herring Offering Circulars in 
Regulation A Offerings. 

There is hereby exempted from the provisions of Section 25110 and 
25130 of the Code as not being comprehended within the purposes of the 
Corporate Securities Law of 1968 and the qualification of which is not 
necessary or appropriate in the public interest or for the protection of in- 
vestors any offer (but not a sale) of a security for which a notification on 
Form lA (Regulation A Offering Statement under the Securities Act of 
1933) has been filed with the Securities and Exchange Commission and 
for which an application for qualification has been filed pursuant to said 
sections of the Code, provided each of the following conditions is met: 

(a) No order is in effect and no public proceeding or examination look- 
ing toward such an order is pending under Rule 261 (17 CFR 230.261) 
pursuant to the Securities Exchange Act of 1933 and no order under Sec- 
don 25140 or subdivision (a) of Section 25143 of the Code is in effect; 
and 

(b) The offering circular distributed pursuant to this section has been 
on file with the Commissioner for not less than 3 business days and no 
order with respect thereto has been issued pursuant to Section 25302 of 
the Code; and 

(c) The offer and sale of the securities is made by or through only a li- 
censed broker-dealer; and 

(d) If material changes or corrections are made in the offering circular 
referred to in subsection (b), each sale pursuant to the qualification 
applied for, if granted, shall be made upon the condition that the purchas- 
er may rescind within 3 business days after receipt of the final offering 
circular and the final offering circular has prominently upon its face in 
not less than 10-point type the following legend: 

MATERIAL CHANGES AND CORRECTIONS HAVE BEEN 
MADE IN THIS OFFERING CIRCULAR FROM THE PRELIMI- 
NARY OFFERING CIRCULAR DATED , AFFECT- 
ING THE INFORMATION RELEVANT TO INVESTORS IN THE SE- 
CURITIES WHICH ARE BEING OFFERED PURSUANT TO THIS 
OFFERING CIRCULAR. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105, 25110, 25130, 25140, 25143 and 25302, Corporafions 
Code. 

History 

1. New secfion filed 1-25-80; effecfive thirtieth day thereafter (Register 80, No. 
4). 

2. Amendment filed 7-1-81; effecfive thirtieth day thereafter (Register 81, No. 

27). 

3. Amendment filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 

32). 

§ 260.105.30. Real Estate Loans: Multiple Lender 

Transactions. 

NOTE: Authority cited: Secfion 25610, Corporations Code. Reference: Section 
25105, Corporations Code. 



• 
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History 

1. New section filed 8-27-81 as an emergency; effective upon filing (Register 81, 
No. 37). 

2. Order of Repeal of 8-27-81 emergency order filed 9-4-81 by OAL pursuant 
to Government Code Section 1 1349.6 (Register 81, No. 37). 

3. New section filed 6-24-82; effective thirtieth day thereafter (Register 82, No. 
26). 

4. Change without regulatory effect filed 3-2-89 (Register 89, No. 1 1). 

5. Change without regulatory effect amending subsection (a) filed 2-16-95 pur- 
suant to section 100, title 1, California Code of Regulations (Register 95, No. 
7). 

6. Change without regulatory effect amending subsections (h) and (j)(l)(A) and 
last paragraph filed 12-27-96 pursuant to section 100, title 1, California Code 
of Regulations (Register 96, No. 52). 

7. Repealer filed 8-6-98; operative 9-5-98 (Register 98, No. 32). 

§ 260.105.31. Liimiited Offering Exemption — Transitional 

Exemption. 

NOTE: Authority cited: Secfions 25105 and 25610, Corporations Code. Refer- 
ence: Section 25105, Corporations Code. 

History 

1. New section filed 10-26-81 as an emergency; designated effecfive 11-1-81 
(Register 81 , No. 44). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 2-23-82. 

2. Certificate of Compliance transmitted to OAL 2-22-82 and filed 3-24-82 
(Register 82, No. 13). 

3. Repealer filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 32). 

§ 260.105.33. Senior to Listed or Designated Securities. 

(a) There is hereby exempted from the provisions of Sections 25110 
and 25130 of the Code as not being comprehended within the purposes 
of the Corporate Securities Law of 1968 and the qualification of which 
is not necessary or appropriate in the public interest or for the protection 
of investors, any offer or sale of an equity security 



(1) which is 

(A) issued by the issuer of a security hsted on an exchange certified 
by the Commissioner pursuant to the provisions of Section 25100(o) of 
the Code, or 

(B) issued by the issuer of a security designated as a national market 
system security on an interdealer quotation system by the National Asso- 
ciation of Securities Dealers, Inc. certified by the Commissioner pur- 
suant to the provisions of Section 25100(o) of the Code, and 

(2) which is senior to such Usted or designated security, including a se- 
nior security which is convertible into another senior security or into se- 
curities of the listed or designated class. 

Except as provided in the next sentence, an equity security is "senior" 
to a listed or designated security of the same issuer within the meaning 
of this section if, upon liquidation or dissolution of the issuer, the holders 
of such security are entitled to payment from, or to participate in the dis- 
tribution of assets of, the issuer prior to any payment to, or participation 
in such distribution of assets by, the holders of such listed or designated 
security. An equity security is not "senior" to a listed or designated secu- 
rity of the same issuer if it is currently able to be converted into an evi- 
dence of indebtedness which does not meet the requirements for the ex- 
emption under Rule 260.105.34. 

(b) Notice. The issuer of securities pursuant to the exemption under 
this rule or Rule 260.105.34 shall file a notice upon the form specified 
below containing the information specified and in accordance with the 
instructions in subsections (c) and (d). Neither the failure to file the notice 
nor the failure to file it as required by this section shall affect the avail- 
ability of the exemption under this rule or Rule 260.105.34. The notice 
shall be in the following form: 
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Dept. of Corporations Use Only DEPARTMENT OF CORPORATIONS 

Fee Paid $ FILE NO. (if any) 

Receipt No. 



Insert file number(s) of 
previous filings before 
the Department, if any. 

FILING FEE: $25.00 $35.00 $50.00 $150.00 $300.00 

See instructions and Rule 260.608.3, Title 10, California Code of Regulations 

NOTICE TO CALIFORNIA COMMISSIONER OF CORPORATIONS OF 

TRANSACTION UNDER RULE 260.105.33 AND/OR RULE 260.105.34 UNDER THE 

CORPORATE SECURITIES LAW OF 1968 

( ) Original Notice ( ) Amendment to Notice dated: 



PLEASE COMPLETE EACH ITEM ACCORDING TO THE INSTRUCTIONS BELOW: 

1. A. Name of Issuer: 

Insert legal name 

B. Address of principal business office of Issuer: 

2. Other Issuer information: 

A. Type of Organization: 

B. Year of Organization: 

C. State of Orsanization: 



3. Person to be contacted regarding this notice: 
Name: 



Mailing Address: 



Phone: ( 



4. Transaction: (see instructions on reverse) 

A. Rule Used: ( ) 260.105.33 ( ) 260.105.34 

B. Proposed 1st Sale Date: 

C. Securities Description: 

D. Value of Securities: $ 



E. Convertible: ( ) Yes ( ) No 
If yes, name of class: 



5. ( ) Attached is a consent to service of process required by Corporations Code Section 25165. 

6. Execution on behalf of Issuer 
Date of this notice 



Authorized signature on behalf of Issuer named above 



Printed name of signatory 



Title 
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(c) General Instructions. 

( 1 ) Time to File: The notice pursuant to the exemptions from qualifica- 
tion under Rules 260.105.33 and 260.105.34 (Title 10, California Code 
of Regulations) is to be filed within 60 days after the first contractual 
commitment in this state to purchase the securities offered in the transac- 
tion. If one of the securities offered are sold in this state, a notice need not 
be filed. 

(2) "Transaction." File a separate notice for each transaction. For the 
purposes of this notice, "transaction" means: 

(A) All offers and sales of securities pursuant to a registration under 
Section 5 of the Securities Act of 1 933 [or in the case of a "shelf registra- 
tion" under Rule 415 (17 C.F.R. 230.415), pursuant to a supplement to 
the registration] or pursuant to notice filed under Section 4(6) of that act 
or Regulation A, B, D, or E thereunder (17 C.F.R. Sections 230.251 to 
230.264, 230.300 to 230.346. 230.501 to 230.506, and 230.601 to 
230.610(a)). 

(B) Except as provided in subsection (A), the term "transaction" 
means all sales of securities which would constiuite a single transaction, 
based on the discussion of "integration" in Release 33-4552 under the 
Securities Act of 1933. 

(3) Form: Use the printed form available from any office of the Com- 
missioner or type the form on one side of 8 1/2 by 1 1 inch white bond pa- 
per. 

(4) Filing Fee: Payment of the fee prescribed by Rule 260.608.3 is re- 
quired only when an original notice is required to be filed for a transaction 
exempted by Rule 260.105.33, Rule 260.105.34 or both rules. Neither a 
notice nor a fee is required if securities are offered but not sold in this state 
in the transaction. No fee is required for filing an amended notice unless 
the aggregate value of the securities sold is increased as explained in Rule 
260.608.3. 

(d) Instructions for Completing Items. In the heading portion of the 
form, insert the Department's file number for the issuer, if available, in 
the space provided, and circle or underline the amount of the fee specified 
for the notice by Rule 260.608.3. 

(1) The issuer. Give the legal name of the issuer and the mailing ad- 
dress of its principal business office. 

(2) Other Issuer Information. Indicate the issuer's type of organization 
(e.g., "corporation," "partnership," or "business trust"), the jurisdiction 
under whose laws it was organized and the year of its incorporation or 
inception. 

(3) Contact Person. Indicate the name of the person to be contacted re- 
garding the notice, including the name of that person's firm, and the per- 
son's mailing address and telephone number. 

(4) Transaction. See General Instructions. 

(A) Rule Number. Indicate either Rule 260.105.33 or 260.105.34, or 
both rules, as applicable. 

(B) Proposed 1st Sale Date. Insert the date upon which it is believed 
that the first contractual commitment in this state was received in connec- 
tion with the offering. If the first sale has not occurred, insert the date of 
the notice from Item 6. 

(C) Securities Description. Insert a brief description of the security or 
securities, and indicate whether it is convertible into another class of se- 
curities of the issuer, and if so, the name of such other class. 

(D) Value of Securities. Indicate the value of the securities sold or ex- 
pected to be sold in the transaction, determined pursuant to Corporations 
Code Section 25608(g). The value of consideration other than cash may 
be determined by the issuer. 

(5) The consent to service of process should be filed on Form 260.165. 
It need not be filed if the issuer is a CaUfomia corporation or if the issuer 
has a consent to service on file with the Commissioner. 

(6) Execution. The nofice should be manually signed by a person au- 
thorized to do so on behalf of the issuer. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 25608(w), Corporations Code. 



History 

1 . New section filed 9-30-83; effective upon filing pursuant to Government Code 
section 1 1346.2(d) (Register 83, No. 40). 

2. Amendment filed 9-30-83 as an emergency; effective eleventh day thereafter 
(Register 83. No. 40). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 1-28-84. 

3. Editorial conection filed 10-3-83 redesisnating effective date of 9-30-83 
emergency to 9-30-83 (Register 83, No. 40). 

4. Certificate of Compliance including amendment as to 9-30-83 order trans- 
mitted to OAL 1-25-84 and filed 2-16-84 (Register 84, No. 7). 

5. Editorial correction of History 1. (Register 84, No. 15). 

6. Amendment of subsection (a) filed 6-26-85; effective thirtieth day thereafter 
(Register 85, No. 26). 

7. Amendment filed 10-10-90; operative 1 1-9-90 (Register 90, No. 45). 

8. Amendment filed 5-20-92; operative 6-19-92 (Register 92, No. 21). 

9. Change without regulatory effect amending section filed 9-25-2002 pursuant 
to section 100, title 1 , California Code of Regulations (Register 2002, No. 39). 

§ 260.1 05.34. Exemption for Rated Debt Securities. 

(a) There is hereby exempted from the provisions of Section 251 10 of 
the Code as not being comprehended within the purposes of the Corpo- 
rate Securities Law of 1968 and the qualification of which is not neces- 
sary or appropriate in the public interest or for the protection of investors, 
any offer or sale of any evidence of indebtedness, whether or not convert- 
ible into any other security, whether secured or unsecured, and any guar- 
antee thereof, which has been rated as an "investment grade security" as 
defined below by Standard & Poor's Rating Services, Fitch IBCA, Inc., 
or Moody's Investors Service, Inc. 

(1) An evidence of indebtedness is an "investment grade security" if 
it is rated or provisionally rated by Standard & Poor's Rating Services or 
Fitch IBCA, Inc., as AAA, AA, A or BBB or by Moody's Investors Ser- 
vice, Inc. as Aaa, Aa, or A or Baa, including any such ratings with "+" 
or "-" designations or other variations that occur within such ratings. 

(2) Convertible evidence of indebtedness shall be exempt under this 
section only if the security which may be issued on conversion (i)(A) is 
listed or approved for listing upon notice of issuance on a national securi- 
ties exchange certified by rule or order of the Commissioner pursuant to 
Secuon 25 1 00(o) of the Code or (B) is designated or approved for desig- 
nation upon notice of issuance as a national market system security on 
an interdealer quotafion system by the National Association of Securities 
Dealers Automated Quotation System certified by the rule or order of the 
Commissioner pursuant to Section 25100(o) of the Code and (ii), if com- 
mon shares, will have full voting rights equal per share to any other class 
of outstanding common shares of the issuer. 

(b) The issuer of securities in a transaction under this exemption shall 
file a notice in the form and containing the information specified in Sec- 
tion 260.105.33. Neither the failure to file the notice nor the failure to file 
it as required shall affect the availability of the exemption under this sec- 
tion. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 25110, Corporations Code. 

History 

1 . New section filed 9-30-83; effective upon filing pursuant to Government Code 
secfion 11346.2(d) (Register 83, No. 40). 

2. Editorial correcdon of subsection (a)(2) filed 10-21-83 (Register 83, No. 43). 

3. Editorial correction of History 1. (Register 84, No. 15). 

4. Amendment filed 5-20-92; operative 6-19-92 (Register 92, No. 21). 

5. Amendment of subsections (a), (a)(1) and (a)(2) filed 7-29-98; operative 
8-28-98 (Register 98, No. 31). 

§ 260.105.35. Exchange-Traded Options on Stock Indices. 

(a) There is hereby exempted from the provisions of Sections 25110 
and 25130 of the Code as not being comprehended within the purposes 
of the Corporate Securities Law of 1968 and the qualification of which 
is not necessary or appropriate in the public interest or for the protection 
of investors, any offer or sale of exchange-traded options on stock in- 
dices ("index options") or guarantees thereof, provided: 

(1 ) The index opfions are offered or sold by The Options Clearing Cor- 
porafion on an exchange, or through the facilities of a national securities 
association, approved by the Commissioner; and 
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(2) The rules of such exchange, or national securities association, and 
the rules of The Options Clearing Corporation relating to issuance, clear- 
ance, and settlement of index option transactions and relating to the pro- 
cessing and settlement of index option exercises, have been approved by 
the Securities and Exchange Commission under Section 19(b) of the Se- 
curities Exchange Act of 1934 (15 U.S.C. Sec. 78s(b)). 

(b) The Commissioner has approved, upon application, the American 
Stock Exchange, the Chicago Board Options Exchange, Incorporated, 
and the New York Stock Exchange, Inc. Pending an appropriate amend- 
ment to this rule, the Commissioner may by release designate other ex- 
changes or associations whose applications have been approved. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25105, Corporations Code. 

History 
1 . New section filed 2-1 1-85; effective thirtieth day thereafter (Register 85, No. 

7). 

§ 260.1 05.36. Exchange-Traded Options on Foreign 
Currencies. 

(a) There is hereby exempted from the provisions of Sections 25110 
and 25 130 of the Code as not being comprehended within the purposes 
of the Corporate Securities Law of 1968 and the qualification of which 
is not necessary or appropriate in the public interest or for the protection 
of investors, any offer or sale of exchange-traded options on foreign cur- 
rencies ("foreign currency options"), or guarantees thereof, provided: 

(1) The foreign currency options are offered or sold by The Options 
Clearing Corporation on an exchange approved by the Commissioner; 
and 

(2) The Riles of such exchange, and the mles of The Options Clearing 
Corporation relating to issuance, clearance, and settlement of foreign 
currency option transactions and relating to the processing and settle- 
ment of foreign currency option exercises, have been approved by the Se- 
curities and Exchange Commission under Section 1 9(b) of the Securities 
Exchange Act of 1934 (15 U.S.C. Sec. 78s(b)). 

(b) The Commissioner has approved, upon application, the Philadel- 
phia Stock Exchange. Pending an appropriate amendment to this rule, the 
Commissioner may by release designate other exchanges whose applica- 
tions have been approved. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25105, Corporations Code. 

History 
1 . New section filed 2-1 1-85; effective thirtieth day thereafter (Register 85, No. 
7). 

§ 260.105.37. Exemption for Certain Securities Listed on 
the Chicago Board Options Exchange. 

(a) There is hereby exempted from the provisions of Sections 251 10, 
25120 and 25130 of the Code as not being comprehended within the pur- 
poses of the Corporate Securities Law of 1968 and the qualification of 
which is not necessary or appropriate in the public interest or for the pro- 
tection of investors, the offer or sale of any security Hsted or approved 
for listing upon notice of issuance on the Chicago Board Options Ex- 
change ("CBOE") pursuant to the criteria for approval of securities for 
original listing adopted by the CBOE under Chapter XXXI of its rules, 
and any warrant or right to purchase or subscribe to such security. 

(b) The CBOE shall file annual reports when requested to do so by the 
Commissioner. The annual reports shall contain, by issuer: the variances 
granted to the criteria for approval of securities for original listing 
adopted by the CBOE under Chapter XXXI of its rules, including vari- 
ances from corporate governance and voting rights' standards, for any 
security of that issuer; the reasons for the variances; a discussion of the 
review procedure instituted by the CBOE to determine the effect of the 
variances on investors and whether the variances should be continued; 
and any information that the Commissioner deems relevant. The purpose 
of these reports is to assist the Commissioner in determining whether the 
criteria for original listing adopted by the CBOE and the quantitative and 
qualitative requirements of Section 25100(o) of the Code are substantial- 
ly being met by the CBOE in general or with regard to any particular se- 
curity. 



(c) The Commissioner, after appropriate notice and opportunity for 
hearing in accordance with the provisions of the Administrative Proce- 
dure Act, Chapter 5 (commencing with Section 1 1500) of Part 1 of Divi- 
sion 3 of Title 2 of the Government Code, may, in the Commissioner's 
discretion, by order, repeal this rule if the CBOE ceases to substantially 
apply the criteria for approval of securities for original listing and the sus- 
pension and delisting policies under Chapter XXXI of its rules or the 
minimum standards for hsting and delisting common shares as set forth 
in Section 25 lOO(o) of the Code, whichever is greater, in listing, suspend- 
ing or delisting any security to which the criteria, policies or standards 
are applicable. 

(d) The exemption for the securities listed on the CBOE provided for 
by this rule is effective only for a period of 36 months from the effective 
date of this rule, unless extended by order of the Commissioner. 

By order dated July 1 1, 1995, the Commissioner extended the effec- 
tiveness of the exemption afforded by this rule for an additional 36 
months from the date of the order. 

NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Section 25105, Corporations Code. 

History 

1 . New section filed 7-28-92; operative 7-28-92 pursuant to Government Code 
section 11346.2(d) (Register 92, No. 31). 

2. Change without regulatory effect amending subsection (d) filed 9-5-95 pur- 
suant to section 100, title 1, California Code of Regulations (Register 95. No. 
36). 

§ 260.105.38. Guarantees of Governmental Securities. 

There is hereby exempted from the provisions of Sections 25110, 
25 1 20 and 25 1 30 of the Code as not being comprehended within the pur- 
poses of the Corporate Securities Law of 1968 and the qualification of 
which is not necessary or appropriate in the public interest or for the pro- 
tection of investors, any offer or sale of any guarantee, letter of credit, 
standby purchase agreement or similar security obligating the issuer to 
pay the principal of and/or the interest on a security exempted from the 
qualification requirements of the Code by virtue of Section 25100(a) pro- 
vided: 

(a) The security exempted from the qualification requirements of the 
Code by virtue of Section 25100(a) is an "investment grade security" as 
defined in subsection (a)(1) of Section 260.105.34 of these rules, or 

(b) the issuer of the guarantee, letter of credit, standby purchase agree- 
ment, or similar security meets all of the following requirements: 

(1) The issuer is the issuer of any security registered under Section 12 
of the Securities Exchange Act of 1934 (15 U.S.C. 781(g)) or exempted 
from such registration by Section 12(g)(2)(G) (15 U.S.C. 781(g)(2)(G)) 
of the Act or, if the issuer is a bank, it is a member of the Federal Reserve 
System. 

(2) The issuer has not during the past five years, or during the period 
of its existence if shorter, defaulted in the payment of any dividend or 
sinking fund installment on preferred shares, or in the payment of any 
principal, interest or sinking fund installment on any indebtedness for 
borrowed money. 

(3) The issuer has net worth on a consolidated basis of at least 1 2 mil- 
lion dollars ($12,000,000) according to (A) its most recent available au- 
dited financial statement which may not be over 15 months old and (B) 
its most recent available unaudited financial statement as of a date subse- 
quent to the audited statement; 

(4) The issuer has had average net income, after all charges, including 
taxes and extraordinary losses and excluding extraordinary gains, of at 
least 10% of its then net worth for (A) its 5 most recent fiscal years, or 
during the period of its existence if shorter, and (B) its most recent fiscal 
year, as determined from the financial statements referred to in subsec- 
tion (b)(3). In determining whether the issuer satisfies the requirements 
of subsection (b)(4) there may be included in the net income of any entity 
to whose assets such issuer, or a successor of such issuer, has succeeded 
by merger, consolidation or acquisition of assets, if such net income of 
such predecessor may, in accordance with generally accepted accounting 
principles, be consolidated with the income of the issuer. 
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NOTE: Authority cited: Sections 23103 and 25610, Corporations Code. Refer- 
ence: Sections 25100, 25105, 251 10, 25120 and 25130, Corporations Code. 

History 
1. New section filed 7-16-86; effective thirtieth day thereafter (Register 86, No. 
29). 

§ 260.105.39. Resales of Units m Unit investment Trusts. 

There is hereby exempted from the provisions of section 25110 and 
section 25130 of the Code as not being comprehended within the pur- 
poses of the Corporate Securities Law of 1 968 ("Law") and the qualifica- 
tion of which is not necessary or appropriate in the public interest or for 
the protection of investors, any offer or sale of units in a unit investment 
trust by the sponsor of that trust or to or through a broker-dealer, if all 
of the following conditions are met: 

(a)(1) The offer and sale of the units was previously qualified under 
section 251 1 1 of the Law and (2) there has been no material change in 
the offering (see section 260.1 1 1.2 of these Rules); 

(b) The units were repurchased by the broker-dealer or sponsor and 
are redeemable in accordance with the provisions of the Investment 
Company Act of 1940 (15 U.S.C. 80a-l et seq.); 

(c) The offer and sale is in accordance with the provisions of the Secu- 
rities Act of 1933 (15 U.S.C. 77a et seq.) and the Investment Company 
Act of 1940; and 

(d) The sponsor or the broker-dealer is a broker-dealer licensed under 
the Law. 

NOTE: Authority cited: Sections 25610 and 25612, Corporations Code. Refer- 
ence: Sections 25102(c), 25110. 25111, 25112, 25113, 25115, 25120, 25121, 
25160, 25162, 25608 and 25615, Corporations Code. 

History 
1. Amendment filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 



2. Amendment filed 1-1 1-72; effective thirtieth day thereafter (Register 72, No. 

3). 

§ 260.105.40. Certain Canadian Tax-Deferred Retiremenft 
Savings Accounts and Canadian Residents. 

The offer and sale of Canadian securities to or for a "Canadian Retire- 
ment Account", as defined by 17 CFR 230.237(a)(2) or 17 CFR 
7d-2(a)(2), respectively, or to or for a Canadian resident temporarily res- 
ident in or visiting California with whom the Canadian broker-dealer had 
a bona fide broker-dealer-client relationship before the Canadian resi- 
dent entered the United States are exempt from the qualifications require- 
ments of Sections 251 10, 25120 and 25130 of the Code; provided, that 
the offer and sale of such Canadian securities are exempt from registra- 
tion under the Securities Act of 1933. For the purposes of this section, 
"Canadian securities" means any security issued by an issuer organized 
under the laws of Canada or its provinces or territories. 
NOTE: Authority cited: Sections 25105 and 25610, Corporations Code. Refer- 
ence: Section 25105, Corporations Code. 

History 
1. New section filed 5-24-2001; operative 6-23-2001 (Register 2001, No. 21). 



Article 3. Procedure for Qualificatioi 



§ 260.1 1 0. Form of Application — Facing Page. 

All applicafions forqualificafion of the offer and sale of securities pur- 
suant to Sections 25102(c), 251 11, 25112, 25113 and 25121 of the Code 
shall have as the first page thereof a facing page in the following form 
containing the information therein specified: 
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(Department of Corporations Use Only) 
Fee Paid $ 

Receipt No. 



Etfective Date 



DEPARTMENT OF CORPORATIONS 
FILE NO. 

(Insert file number of previous filings of 
Applicant before the Department, if any) 

FEE: 

(To be completed by Applicant) 

Date of Application: 



DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

FACING PAGE 

Application for qualification of the offer and sale of securities, under the 
Corporate Securities Law of 1968, by (check one): 



( ) Coordination, Section 25111 

( ) Noufication, Section 25112 

( ) Permit, Section 25113(b)(1) 

( ) Permit (Small Company), 

Section 25113(b)(2) 

( ) Permit, Section 25121 

( ) Negotiating Permit, 

Section 25102(c) 



( ) Post-Effective ) Amendment 
) Number 



) To Application 



) Filed Under 

) Section 

( ) Pre-Effective ) Dated 



This application is for an ( ) open or ( ) limited offering qualification as defined in Section 
260.001 of the rules (Check as applicable). 



1 . Naine of Applicant 



2. (a) Is applicant a corporation, partnership, trust or other entity 



(b) State of incorporation or jurisdiction under which organized? 

(c) If a corporation, is applicant in good standing in the State of its incorporation? 
(Indicate "yes" or "no"). 



(d) Is applicant a registered investment company? (Indicate "yes" or "no"). 



(a) Address of principal executive office of applicant 
Number and Street City 



State 



ZIP Code 



(b) Is the principal location of applicant's books and records at the address of the principal 
executive office, above? (Indicate "yes" or "no"). If "no", provide address: 

Number and Street City State ZIP Code 



4. Name and address of person to whom correspondence regarding this application should be 
addressed. 
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5. (a) 

Description 

of Securities 

(See Instructions 

on reverse side) 



(b) 

Total number of 

shares or units of 

each class of 

securities being 

qualified in 

California 

(e.g., "20,000") 



(c) 
Proposed 
maximum 

offering price 
per unit 

(e.g., "$10") 



(d) 

Proposed maximum 

aggregate offering price 

for securities being 

qualified in California 

(e.g., "$200,000") 

Note: Fee calculated on 

toted of this column 



(e) 

Does o public 

market exist for 

this class of 

securities? 

(indicate 

"yes" or "no" 

If "yes " insert 

CUSIP number) 



6. Consideration to be paid for securities; if cash, state "cash", or if other than cash and the 
aggregate value is ascribed thereto by the board of directors of the issuer so state (e.g., "Real 
Property, $100,000," "Assets of a Going Business, $50,000"). 

7. There is no adverse order, judgment or decree entered in connection with the offering by 
any State regulatory authority, any court or the Securities and Exchange Commission, ex- 
cept as follows: (if none, so state.) 



• 
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Instructions: The following instructions must be adhered to with respect to all applications for qualification by per- 
mit under Sections 25102(c), 25113 and 25121; by coordination under Section 25111, and notification by Section 
25112: 

Completion of Application. The facing page on the reverse side hereof, must be completed in full and in addition 
to the facing page, applications must continue by completion of each item of the applicable following forms: 
Application for qualification by coordination. Form No. 260.11 1 
Application for qualification by notification. Form No. 260.1 12 
Application for permit pursuant to Section 25113, Form No. 260.113 
Application for permit pursuant to Section 25121, Form No. 260.121 
Application for Negotiating Permit pursuant to Section 25102(c), Form No. 260.1 13 

The numbering sequence in the forms must be adhered to. Any item which is inapplicable should be listed by the 
number on the form, followed simply by the word "inapplicable." 

Form of Application. The application should be typewritten or printed in the English language, on one side only 
of either legal or letter size paper. 

Signing of Applications. An application for permit pursuant to Section 251 13(b)(2) must be reviewed and signed 
by each member of the board of directors of the small company applicant. Any other application should be signed 
by an officer or general partner of the apphcant; however, it may be signed by another person holding a power of 
attorney for such purposes from the applicant, and if signed on behalf of the applicant pursuant to such power of attor- 
ney, should include as an additional exhibit a copy of said power of attorney or a copy of the corporate resolution 
authorizing the attorney to act. 

Item 5 — "Public Market." A "public market" exists for this class of securities if it (1) is listed on a national securi- 
ties exchange, (2) is traded in the over-the-counter market and quoted in the Wall Street Journal or other newspaper 
of general circulation, or (3) is held of record or beneficially by 500 or more persons. 

Incorporation by Reference. In heu of answering any specific item in this form, an applicant may incorporate the 
informafion called for by reference to any attached document, or to any document currently on file with the Depart- 
ment. Such reference should indicate the pages or portion of the document where the informafion is located. 

Amendments to Applications. An amendment to any application for qualificafion should contain only the informa- 
tion being amended by item number and should be verified in the form prescribed for the applicafion. Each amend- 
ment should be accompanied by a facing page in the form prescribed by Secfion 260.1 10 of the rules on which the 
applicant shall insert the fact that the filing is an amendment and the number of the amendment if more than one 
amendment. 
Filing Fee Calculafion. The filing fee fixed by Secfion 25608 must accompany each applicafion and the amount of filing fee paid 
is to be set forth on the facing page in the upper right hand corner. By way of illustration, the filing fee for qualification of securities 
by coordinafion, notificafion, or permit, under Secfions 25 1 1 3(b)(1) or 25 1 2 1 is computed by taking l/5th of 1 % of the maximum aggre- 
gate offering price of securities being quafified in California, see appropriate column on facing page, and adding $200. Thus, a qualifica- 
fion with an aggregate offering price of $275,250 would be computed by mulfiplying $275,250 by .002, equalling $550.50, and adding 
$200 for a total of $750.50. However, the maximum filing fee, including the $200, is $2,500 for applicafions filed under Secfions 25 1 1 1, 
25 1 12, 25 1 1 3(b)( 1 ), and 25 1 2 1 , except in the case of a transaction under Secfion 25 121 involving a change in rights, preferences, privi- 
leges or restricfions. In this case, the filing fee is $200. The fee for filing a small company application for qualificafion of the sale of 
securities by permit under Secfion 251 13(b)(2) is $2,500. In the case where the actual costs of processing a small company application 
under Section 251 13(b)(2) exceed the $2,500 filing fee, an addifional fee shall be charged, not to exceed $1,000, over and above the 
fifing fee based on the actual amount of the salary or other compensafion paid to persons processing the application plus the actual 
amount of expenses including overhead reasonably incurred in the performance of the work. In the case where the costs exceed the 
inifial $2,500 fifing fee, an applicant will be required to submit the additional $1 ,000 fee before the Department will confinue processing 
the application. Any unexpended fee will be refunded to the applicant. 

Descripfion of Securifies Being Qualified. State title of each class of securifies (e.g., $10 par value common stock) 
and include rights, warrants, options and convertible securifies and the securities to be issued upon exercise or con- 
version thereof. 

A Customer Authorizafion of Disclosure of Financial Records Form (Form No. QR 500.259) must also be filed 
as an exhibit to the applicafion. 

Note. Authority cited: Sections 256J0 and 25612, Corporations Code. Refer- 3. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 

ence: Sections 25102(c), 25110, 25111, 25112, 25113, 25115, 25120, 25121, 4). 

25160, 25162, 25608 and 25615, Corporations Code. . . . .n jin i<c oa cc .• ^ »u <-» /d • ^ oa m a-:i\ 

--"^ 4. Amendment filed 10-26-84; effective day thereafter (Register 84, No. 43). 

History j v & 

1. Amendment filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 5. Editorial correction (Register 85, No. 17). 

-^- 6. Change without regulatory effect amending "Filing Fee Calculation" filed 

2. Amendment filed 1-11-72; effective thirtieth day thereafter (Register 72, No. 11-20-91 pursuant to section 100, title 1, California Code of Regulations (Reg- 
3). ister 92, No. 9). 
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7. Amendment of form and Filing Fee Calculation filed 7-1-93; operative 7-1-93 
(Register 93, No. 27). 

§ 260.1 1 0.1 . Form of ApplicatSoim. 

All applicatiofis for the offer and sale of securities shall be typewritten 
or printed in the English language on one side only of either legal or letter 
size paper. 

§ 260.1 1 0.2. Signing of Application. 

An application for the qualification of the offer and sale of securities 
pursuant to Section 25113(b)(2) shall be reviewed and signed by each 
member of the board of directors of the small company applicant. Any 
other application for the qualification of the offer and sale of securities 
pursuant to Section 25102(c), 25111, 25112, 25 11 3(b)(1). 25121 or 
25 131 of the Code should be signed by an officer or general partner of 
the applicant; however, it may be signed by another person holding a 
power of attorney for such purposes from the applicant and, if signed on 
behalf of the applicant pursuant to such power of attorney, should include 
as an additional exhibit a copy of said power of attorney or a copy of the 
corporate resolution authorizing the person signing to act on behalf of the 
applicant. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25 1 02(c), 25 111 , 25 11 2, 25 11 3, 25 1 2 1 and 25 1 3 1 , Corporations Code. 

History 
1. Amendment and new Note filed 7-1-93; operative 7-1-93 (Register 93, No. 

27). 

§ 260,1 1 0.3. Incorporation by Reference. 

In lieu of answering any specific item in any of the forms in this Ar- 
ticle, an applicant may incorporate the information called for by refer- 
ence to any attached document or to any document currently on file with 
the Department. Such reference should indicate the pages or portion of 
the document where the information is located. 

§ 260.1 1 0.4. Amendments to Appiicatooos. 

An amendment to any application for qualification should contain 
only the information being amended by item number and should be veri- 
fied in the form prescribed for the application. Each amendment should 
be accompanied by a facing page in the form prescribed by Section 
260.1 10 of these rules on which the applicant shall insert the fact that the 
filing is an amendment and the number of the amendment. 
NOTE: Authority cited: Secfion 25610, Corporations Code. Reference: Sections 
25160 and 25162, Corporations Code. 

History 
1. Amendment filed 10-26-84; effective thirtieth day thereafter (Register 84, No. 

43). 

§ 260.1 1 1 . Application for Qualification by Coordination. 

An applicant must comply with the requirements of subdivisions (a) 
and (b) of Section 251 1 1 of the Code when filing an application for quali- 
fication by coordination. See also. Section 260.111.1 of these rules. 

(a) In lieu of the form set forth in subsection (b), the Uniform Applica- 
tion to Register Securities (Form U-1) recommended by the Subcommit- 
tee on Uniform Forms of the Committee on State Regulation of Securities 
of the American Bar Association's Section of Corporation, Banking and 
Business Law will be accepted for an application for qualification by 
coordination. If Form U-1 is utilized, it must be signed and verified as 
provided in the form set forth in subsection (b) and it must contain the 
information required by the form set forth in subsection (b). 

(b) An application for qualification of the offer and sale of securities 
by coordination shall, in addition to the facing page required by Section 
260.110 of these rules, continue in the following form: 

8. Applicant hereby undertakes to forward to the Commissioner of Corpora- 
tions all future amendments to the Registration Statement under the Securities Act 
of 1933 attached hereto as Exhibit A, other than an amendment which merely de- 
lays the effective date of the Registration Statement, promptly and in any event not 
later than the first business day after the day they are forwarded to or filed with the 
Securities and Exchange Commission, whichever first occurs. 

9. A copy of the Registration Statement under the Securities Act of 1933, either 
two copies of the prospectus or two additional copies of the Registration State- 



ment, a copy of the Underwriting Agreement, copies of any pension, retirement 
or other deferred compensation plan, contract or arrangement when securities to 
be issued pursuant to such plan, contract or aiTangement are the subject of the 
application, is attached hereto as Exhibit A and incorporated herein by reference. 
Any of the exhibits (other than exhibits incorporated by reference) to the Registra- 
tion Statement that are deemed necessary to evidence compliance with any of the 
Rules of the Commissioner contained in Title 10 of the California Code of Regula- 
tions may be required to be submitted. 

10. The Con.sent to Service of Process if required by Section 25165 of the Cali- 
fomia Corporations Code is attached hereto as Exhibit B. A Customer Authoriza- 
tion of Disclosure of Financial Records Form (Form No. QR 500.259) is attached 
hereto as Exhibit C. 

1 1 . If the applicant will employ agents (other than licensed broker-dealers) in 
connection with the sale of securities in California, the applicant must comply with 
Sections 260.141.30 and 260.141.31, Title 10, California Code of Regulations, 
and furnish the following information. 

a. The name and business address of each person who will represent the appli- 
cant as an agent in this state. 

b. The name and business address of the officer or otherofficial who will super- 
vise such agents on behalf of the applicant. 

c. A statement that all such agents employed in this state are employees of the 
applicant. 

d. A statement of the compensation to be paid to such agents. A statement of 
the compensation to be paid to such supervisory personnel, other than their regular 
salaries if they are regular employees of the applicant. 

e. Describe any order, judgment or decree of any governmental agency or ad- 
ministrator, or of any court of competent jurisdiction revoking or suspending for 
cause any license, permit or other authority of such agent or supervisory person 
or of any corporation of which he is an officer or director, to engage in the securi- 
ties business or in the sale of a particular security or temporarily or permanently 
restraining or enjoining any such person or any corporation of which he is an offi- 
cer or director from engaging in or confinuing any conduct, practice, or employ- 
ment in connection with the purchase or sale of securities, or convicting such per- 
son of any felony or misdemeanor involving a security or any aspect of the 
securities business, or of theft or of any felony. 

f. A surety bond complying with Section 260.216.15, Title 10, California Code 
of Regulations. 

12. Pursuant to Section 25 1 46 of the California Corporations Code and Section 
260. 1 46 of Title 10 of the California Code of Regulations, applicant hereby under- 
takes, as long as required under the foregoing sections and subject to the exception 
therein contained, to file with the Commissioner: (a) within 120 days after the end 
of each fiscal year a report of financial condition and a related statement of income 
and expenses covering such fiscal year; and (b) within 90 days after the first six 
months of each fiscal year, a like report and statement covering such six months 
period. 

(NOTE: The application must be signed and verified in the following manner.) 
The applicant has duly caused this application to be signed on its behalf by the un- 
dersigned, thereunto duly authorized. 



By. 



(Applicant) 



(Title) 

I certify (or declare) under penalty of perjury under the laws of the 
State of California that I have read this application and the exhibits there- 
to and know the contents thereof and that the statements therein are true 
and correct. 

Executed at , on , 20 



(Place) 



(Date) 



(Signature) 

NOTE: Authority cited: Sections 2511 1(b), 256 10 and 25612, Corporafions Code. 
Reference: Sections 251 10, 25 111 and 25160, Corporafions Code. 

History 

1. Amendment filed 3-20-78; effecfive thirtieth day thereafter (Register 78, No. 
12). For prior history see Register 75, No. 4; Register 74, No. 9; Register 73, No. 
26; Register 70, No. 29; and Register 69, No. 20. 

2. Amendment of subsection (b) filed 1 1-29-79 as an emergency; designated ef- 
fecfive 1-1-80. Certificate of Compliance included (Register 79, No. 48). 
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3. Amendment filed 10-26-84; effective thirtieth day thereafter (Register 84, No. 
43). 

4. Change without regulatory effect amending section filed 9-25-2002 pursuant 
to secTion 100. title 1, Califomia Code of Regulations (Register 2002, No. 39). 

§ 260.1 11.1. Time for Filing Application. 

The time provided in Section 25 1 1 1 (b) of the Code for the filing of an 
application for qualification of the offer and sale of securities by coordi- 
nation, provided such application has been on file with the Commissioner 
for at least ten business days, is hereby extended to permit the filing of 
such application on or before the twentieth business day following filing 
of the registration statement with the Securities and Exchange Commis- 
sion. This time may be further extended by order of the Commissioner 
with respect to a particular application. 

NOTE: Authority cited; Sections 25102(i), 25104(h), 25105, 251 11(b), 25507(b) 
and 25610, Corporations Code. 

History 

1. New section filed 1 1-23-70 as an emersency; desisnated effective 1 1-23-70 
(Register 70, No. 48). 

2. Certificate of Compliance— Sec. 1 1422.1, Gov. Code, filed 12-9-70 (Reeister 
70, No. 50). 

§ 260.1 1 1 .2. Application by Certain Investment 
Companies. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
251 1 1 and 25160, Corporations Code. 

History 

1 . New section filed 8-12-80 as an emergency; designated effective 9-8-80 (Reg- 
ister 80. No. 33). A Certificate of Compliance must be transmitted to OAL with- 
in 120 days or emergency language will be repealed on 1-7-81. 

2. A Certificate of Compliance was transmitted to OAL on 10-22-80 and filed on 
1 1-21-80 (Register 80, No. 47). 

3. Amendment filed 2-24-83; effective thirtieth day thereafter (Register 83, No. 
9). 

4. Amendment of subsection (a) filed 10-26-84; effective thirtieth day thereafter 
(Register 84, No. 43). 

5. Change without regulatory effect repealing section filed 6-3-99 pursuant to 
section 1 00, title 1 , Califomia Code of Regulations (Register 99, No. 23). 

§ 260.1 1 2. Application for Qualification of Issuer 
Transaction by Notification. 

An application for the qualification of the offer and sale of securities 

by notification pursuant to Section 25J 12 of the Code shall, in addition 

to the facing page required by Section 260.1 10 of the titles, continue in 

the following form: 

Note: Any item which is inapplicable should be listed by number on the form fol- 
lowed simply by the word "inapplicable." 

ITEM 8. DESCRIPTION OF BUSINESS. Describe the business done 
and intended to be done by the issuer and its subsidiaries and the general 
development of such business during the past three years. Indicate any 
other names under which the issuer or any of its subsidiaries have con- 
ducted business during such period. 

ITEM 9. USE OF PROCEEDS TO ISSUER. State the principal pur- 
poses for which the net proceeds to the applicant for the securities to be 
offered are intended to be used and the approximate amount intended to 
be used for each such purpose. 

ITEM 10. PLAN OF DISTRIBUTION. Describe the plan of distribu- 
tion of securities including the names of any underwriters or agents to be 
employed by applicant in connection with the sale of securities and the 
discounts or compensation to be allowed or paid to such persons, or other 
consideration to be received by such persons or other persons in connec- 
tion with the sale of securities. If agents (other than licensed broker-deal- 
ers) are to be employed by the applicant in connection with the sale of 
securities in Califomia, the applicant must comply with Sections 
260.141.30 and 260.141.31, Title 10, Califomia Code of Regulations, 
and furnish the following information: 

a. The name and business address of each person who will represent 
the applicant as an agent in this state. 

b. The name and business address of the officer or other official who 
will supervise such agents on behalf of the applicant. 



c. A statement that all such agents employed in this state are employees 
of the applicant. 

d. A statement of the compensation to be paid to such agents. A state- 
ment of the compensation to be paid to such supervisory personnel, other 
than their regular salaries if they are regular employees of the applicant. 

e. Describe any order, judgment or decree of any governmental agency 
or administrator, or of any court of competent jurisdiction revoking or 
suspending for cause any license, permit or other authority of such agent 
or supervisory person or of any corporation of which he is an officer or 
director, to engage in the securities business or in the sale of a particular 
security or temporarily or permanently restraining or enjoining any such 
person or any corporation of which he is an officer or director from en- 
gaging in or continuing any conduct, practice, or employment in connec- 
tion with the purchase or sale of securities, or convicting such person of 
any felony or misdemeanor involving a security or any aspect of the secu- 
rities business, or of theft or of any felony. 

f. A surety bond complying with Section 260.21 6. 15, Title 10, Califor- 
nia Code of Regulations. 

ITEM 11. DIRECTORS AND EXECUTIVE OFFICERS. List the 
names of all directors and officers of the issuer indicating all positions 
and offices held by each person named. In addition, describe any order, 
judgment, or decree of any governmental agency or administrator, or of 
any court of competent jurisdiction revoking or suspending for cause any 
license, permit or other authority of such person or of any corporation of 
which he is an officer or director, to engage in the securities business or 
in the sale of a particular security or temporarily or permanently restrain- 
ing or enjoining any such person or any corporation of which he is an offi- 
cer or director from engaging in or continuing any conduct, practice, or 
employment in connection with the purchase or sale of securities, or con- 
victing such person of any felony or misdemeanor involving a security 
or any aspect of the securities business, or of theft or of any felony. 

ITEM 12. MATERIAL TRANSACTIONS WITH AFFILIATES. De- 
scribe any material transactions or agreements during the 3-year period 
immediately preceding the filing of the application between (i) the appli- 
cant or any of its affiliated companies, and (ii) any of the promoters, di- 
rectors, officers, principal employees, principal security holders, under- 
writers or agents, or any company directly or indirectly controlled by any 
such person or persons. 

ITEM 13. OUTSTANDING SECURITIES. State in tabular form the 
title and amount of all outstanding securities and whether any of such se- 
curities are publicly traded. 

ITEM 14. OUTSTANDING OPTIONS TO PURCHASE SECURI- 
TIES. State in tabular form the title and amount of securities called for 
by any options, warrants or rights, including the purchase price of the se- 
curities so called for and the expiration dates of such options, together 
with the market value of the securities so called for as of the latest practi- 
cable date. Such statement should include the foregoing information for 
all options held by each officer or director of the applicant. Except for in- 
formation with respect to each officer or director, information with re- 
spect to option prices and expiration dates may be furnished in ranges. 

ITEM 15. PRINCIPAL SECURITY HOLDERS. State in tabular form 
the voting securities of the issuer owned of record or beneficially by each 
person who owns of record or is known by the applicant to own benefi- 
cially more than 10 percent of the outstanding securities of any class of 
such voting securities. Such statement should reflect the respective 
amounts and percentages owned either beneficially or of record by each 
person and such statement should also include information as to the 
amounts held by, and the terms of, any voting tmst or similar agreement 
with respect to more than 10 percent of the outstanding securities of any 
class vofing securifies of the issuer. 

ITEM 16. REMUNERATION OF DIRECTORS AND OFFICERS, 
AND PRINCIPAL SECURITY HOLDERS. Furnish in tabular form in- 
formation as to the direct remuneration paid by the issuer and its subsid- 
iaries during the issuer's last fiscal year for services in all capacities to 
each director, officer, and principal holder of securities whose aggregate 
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direct remuneration during such year exceeded $60,000, and the aggre- 
gate remuneration paid to all officers, directors and principal holders of 
securities as a group. 

ITEM 17. ADDITIONAL INFORMATION IN CONNECTION 
WITH DEBT SECURITIES AND OPTIONS OR STOCK BONUSES. 
Instructions: 

(i) Debt securities: 

(a) A copy of the trust indenture or other instrument pursuant to which 
the debt securities are to be issued should be attached to the application 
as an additional exhibit. 

(b) Include a calculation based upon earnings history during the past 
three years demonstrating the ability of applicant to meet the proposed 
dividends, interest and signing fund requirements on all senior securities 
outstanding and proposed to be outstanding (in cases where such ability 
to meet the proposed dividends, interest and sinking fund requirements 
depends upon future earning capacity, applicant should submit calcula- 
tions of such future earning capacity together with such supporting evi- 
dence as may be necessary to demonstrate reasonable certainty in con- 
nection with such future earning capacity). 

(c) Such other information as may be required to comply with the rules 
of the Commissioner of Corporations relating to debt securities. 

(ii) Options or stock bonuses: 

(a) A copy of the plan pursuant to which options or stock bonuses will 
be granted should be attached to the application as an additional exhibit 
together with a copy of the form of option or stock bonus agreement to 
be issued pursuant to the plan. 

(b) A copy of any proxy material submitted or to be submitted to share- 
holders in connection with approval of the plan. 

(c) If the plan has previously been approved by the shareholders, a 
statement of the number of shares approving and the number of shares 
opposing or not represented. 

ITEM 18. ADDITIONAL INFORMATION. Indicate such additional 
information as may be required to evidence compliance with any of the 
rules of the Commissioner contained in Title 10 of the California Code 
of Regulations. 

ITEM 1 9. EXHIBITS. Attach and incorporate by reference the follow- 
ing exhibits: 

Note: Any exhibit which is inapplicable should be listed by letter on the form fol- 
lowed simply by the word "inapplicable." 

A. A copy of the charter documents of applicant as described in Sec- 
tion 260.001 of Title 10 of the California Code of Regulations (which 
may be in the form of a restated or composite copy). 

B. Specimen certificate evidencing the security to be issued. (Instruc- 
tion: Certificates evidencing securities of a class with currently outstand- 
ing shares or units should not be submitted.) 

C. A copy of any contract made or to be made by the issuer affecting 
any of the rights, privileges or preferences or transferability of the securi- 
ties. 

D. Financial statements of the issuer and, if some or all of the consider- 
ation to be received by the issuer in the transaction is securities of another 
business, the financial statements of such other business, as required by 
Section 260.613 of Title 10 of the California Code of Regulations. 

E. A copy of any advertisement or prospectus to be used in connection 
with the offer or sale of the securities. Also include the consent of any 
attorney, accountant or other expert named in any such advertisement or 
prospectus, if required pursuant to Section 260.504.2.2 of Title 10, Cali- 
fornia Code of Regulations, in the form required by that section. 

F. A description of the consideration to be received by applicant in ex- 
change for the securities if other than cash. 

Instructions: If the applicant proposes to issue securities in exchange 
for consideration other than cash, state in tabular form the total number 
of shares proposed to be issued for each type of consideration, the per 
share selling price based on the consideration proposed to be paid and the 
names of the purchasers for each category. Submit an appraisal or de- 
tailed description of the valuation thereof, or if for a patent or invention 



for which an application for patent is pending, a copy of the patent or 
application together with an opinion of a patent attorney covering sub- 
jects of ownersliip and validity thereof and of infringement of patents of 
others by products as disclosed therein, and a description of all contracts, 
licenses and assignments of rights or interests herein. 

G. A list of the names of the proposed purchasers or an identification 
of the class of the proposed offerees, if the application is for a limited of- 
fering qualification. 

Instructions: A list of the complete names, post office addresses and 
occupations of the proposed issuees and a statement as to the relation- 
ship, if any, of the proposed issuees to the promoters, officers or directors 
of applicant. Further information as to the financial responsibility and in- 
vestment experience of the proposed purchasers, while not required as 
part of the original application except in connection with oil and gas or 
mining interests and real estate syndicates, if furnished may serve to fa- 
cilitate processing by the Department. (UPON REQUEST, SUCH IN- 
FORMATION WILL BE TREATED AS CONHDENTIAL BY THE 
COMMISSIONER.) If the applicant proposes to limit the offering to a 
class of purchasers, information concerning the financial and other quali- 
fications which will be used to determine the class, together with the 
methods to be used by the applicant in qualifying purchasers within that 
class, should be submitted. 

H. The Consent to Service of Process if required by Section 25165 of 
the California Corporations Code. 

I. A Customer Authorization of Disclosure of Financial Records Form 
(Form No. QR 500.259). 

ITEM 20. REPORTS OF FINANCIAL CONDITION. Pursuant to 
Section 25146 of the California Corporations Code and Section 260.146 
of Title 10 of the California Code of Regulations, applicant hereby under- 
takes, as long as required under the foregoing sections and subject to the 
exception therein contained, to file with the Commissioner: (a) within 
120 days after the end of each fiscal year a report of financial condition 
and a related statement of income and expenses covering such fiscal year; 
and (b) within 90 days after the first six months of each fiscal year, a like 
report and statement covering such six months period. 
(NOTE: The application must be signed and verified in the following manner.) 

The applicant has duly caused this application to be signed on its be- 
half by the undersigned, thereunto duly authorized. 



By- 



(Applicant) 



(Title) 
I certify (or declare) under penalty of perjury under the laws of the State 
of California that I have read this application and the exhibits thereto and 
know the contents thereof, and that the statements therein are true and 
correct. 
Executed at , on , 20 . 



(Place) 



(Date) 



(Signature) 

NOTE: Authority cited: Sections 25 1 12(b), 25610 and 2561 2, Corporations Code. 
Reference: Sections 251 10, 25112 and 25160, Corporations Code. 

History 

1. New item 20 filed 3-1-74; effective thirtieth day thereafter (Register 74, No. 
9). For prior history, see Register 72, No. 30. 

2. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

3. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

4. Amendment of subsection (E) of Item 19 filed 1-10-79; effective thirtieth day 
thereafter (Register 79, No. 2). 

5. Amendment of Item 10 filed 1 1-29-79 as an emergency; designated effective 
1-1-80. Certificate of Compliance included (Register 79, No. 48). 

6. Amendment filed 10-26-84; effective thirtieth day thereafter (Register 84, No. 
43). 

7. Editorial correction of ITEM 15 (Register 2002, No. 35). 

8. Change without regulatory effect amending section filed 9-25-2002 pursuant 
to section 100, title 1 , California Code of Regulations (Register 2002, No. 39). 
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§ 260.1 1 3. Application for Qualification by Permit. 

An application for the qualification of the offer and sale of securities 
by permit pursuant to Section 251 13 of the Code shall, in addition to the 
facing page required by Section 260.1 10 of these ailes and items 8 
through 10 and 12 through J 8 specified in Section 260.1 12 of these rules, 
continue in the following form: 

(NOTE; The applicant's response 10 Item 2 l(j) of the application for qualification 
by permit pursuant to Corporations Code Section 251 13 incorporates the informa- 
tion requested by Item 1 1 of Section 260. 1 12 of these rules. Consequently, appli- 
cant's response to Item 1 1 should be "see response to Item 2 1 (j)." In addition, the 
small company applicant's response to items of Section 260.112 and Section 
260.1 13 of these rules may incorporate the information contained in the Form U-7 
by refening to the appropriate page and question number of the Form U-7.) 

ITEM 1 9. PRIOR ISSUANCES PURSUANT TO CODE SECTIONS 

25 102(f) AND (h). If the applicant has previously issued securities pur- 
suant to the exemptions from qualification provided for in Sections 
25102(f) and/or (h) of the Code, briefly state the details of the transaction 
or transactions. 

ITEM 20. ADDITIONAL INFORMATION REQUIRED IN CON- 
NECTION WITH INTEREST OR PARTICIPATION IN OIL, GAS OR 
MINING LEASES; REAL ESTATE SYNDICATES; AND MUTUAL 
WATER COMPANIES AND CHURCHES. 

(i) Interest or participation in oil, gas or mining titles or leases: The fol- 
lowing, if appropriate: 

(a) A description of the properties involved and copies of all convey- 
ances, assignments, leases, subleases or other instruments or agreements 
relating to said properties together with an opinion of counsel or title 
policy indicating that applicant has title to such properties. 

(b) A statement of the area of interest to the applicant, a description of 
the plan of exploration including, where available, anticipated driUing 
depth, the horizon or horizons in which hydrocarbon substances are ex- 
pected and the nature of such hydrocarbons, the estimated costs of drill- 
ing and completing the well or wells proposed to be drilled, and the avail- 
ability of a market or markets for hydrocarbons discovered. 

(c) In the case of programs other than wildcat drilling, a geological re- 
port and appraisal which indicate the proposed method of development 
and production, a statement of the method used in preparing such report, 
together with supporting geological and engineering data, a table setting 
forth the estimated future production and the present value thereof, to- 
gether with a statement of the factor or factors used in making such esti- 
mate, and an estimate of the expenses to be incurred in connection with 
development and production of minerals as proposed in such geological 
report. 

(d) If the securities proposed to be issued involve minerals other than 
oil, gas or other hydrocarbons, the applicant shall include a mineral report 
which indicates the area of interest to the applicant, the geological infor- 
mation available to such applicant with respect to such area, the results 
of other mineral operations in the area, if known, a description of the plan 
of operation including, where available, the extent of ore deposits, the 
cost of development and production thereof, the market or markets for 
minerals produced and the cost of marketing such minerals. 

(e) Copies of all instruments or agreements which will convey an inter- 
est in minerals to the proposed purchasers and a statement of the owner- 
ship of other interests in the same minerals. In the event that there is a re- 
lationship or an arrangement between one or more holders of such an 
interest in minerals and the applicant, the nature thereof shall be de- 
scribed. 

(ii) Real Estate Syndicates: The following if appropriate: (a) A copy 
of an appraisal of the property of recent date should be attached hereto 
as an additional exhibit. In lieu of an appraisal, in cases where the proper- 
ty is being acquired from other than a promoter of the applicant and 
where no real estate commission in connection with the acquisition is be- 
ing paid to anyone related to the applicant, a valuation of the property 
may be submitted together with a detailed description of the method of 
valuation, (b) Such other information as may be necessary to demonstrate 
compliance with Sections 260.140.110.1 through 260.140.1 19.1 of Title 
10 of the California Code of Regulations. 



(iii) Mutual Water Companies: An application for a permit to offer and 
sell securities of a mutual water company must demonstrate compliance 
with Sections 260.140.71 through 260.140.71.10 of Title 10 of the Cali- 
fornia Code of Regulations. 

(iv) Church debt securities: An application for permit to offer and sell 
church debt securities must demonstrate compliance with Subarticle 7.2, 
Article 4, Subchapter 2 of these rules. 

ITEM 2 1 . EXHIBITS. Attach and incorporate by reference the following 
exhibits: 

Note: Any exhibit which is inapplicable should be listed by leUer on the form fol- 
lowed simply by the word "inapplicable." 

A. A copy (which may be in the form of a restated or composite copy) 
of applicant's charter documents as described in Section 260.001 of Title 
10 of the California Code of Regulations. 

B. Specimen certificate evidencing the security to be issued. (Instruc- 
tion: Certificates for common stock which are to be in a standard printer' s 
form without any additional substantive provisions should not be sub- 
mitted.) 

C. A copy of any contract made or to be made by the issuer affecting 
any of the rights, preferences, privileges or transferability of the securi- 
ties. 

D. Subject to the following instruction, a copy of any agreement made 
or to be made by or among shareholders of the issuer which materially 
affects, or will materially affect, any of the rights, preferences, privileges, 
or restrictions of or on securities of the issuer or the management of the 
issuer (including any voting agreement, irrevocable proxy or sharehold- 
ers' agreement). Instruction: If a copy of an agreement is not available 
to the issuer, so state and furnish a brief description of the agreement in- 
cluding therein such information regarding the parties and terms as is 
known to the issuer. Nothing contained herein shall be construed as re- 
quiring the issuer to disclose information concerning agreements of 
which it has no knowledge. 

E. Financial statements of the issuer and any other business involved 
in this transaction as required by Section 260.613 of Title 10 of the Cali- 
fornia Code of Regulations. 

F. A copy of any advertisement, prospectus, or Small Corporate Offer- 
ings Registration Forin (Form U-7 disclosure document as described in 
Section 260. 1 13. 1 of these rules) to be used in connection with the offer 
or sale of the securities. Also include the consent of any attorney, accoun- 
tant or other expert named in any such advertisement, prospectus, or 
Form U-7, if required pursuant to Section 260.504.2.2 of Title 10, Cali- 
fornia Code of Regulations, in the form required by that section. 

G. A description of the consideration to be received by applicant in ex- 
change for the securities if other than cash. Instructions: If the applicant 
proposes to issue securities in exchange for consideration other than 
cash, state in tabular form the total number of shares proposed to be is- 
sued for each type of consideration, the per share selling price based on 
the consideration proposed to be paid and the names of the purchasers for 
each category. Submit an appraisal or detailed description of the valua- 
tion thereof, or if for a patent or invention for which an application for 
patent is pending, a copy of the patent or application together with an 
opinion of a patent attorney covering subjects of ownership and validity 
thereof and of infringement of patents of others by products as disclosed 
therein, and a description of all contracts, licenses and assignments of 
rights or interests therein. 

H. A list of the names of the proposed purchasers or an identification 
of the class of the proposed offerees, if the application is for a limited of- 
fering qualification. Instructions: A list of the complete names, post of- 
fice addresses and occupations of the proposed issuees and a statement 
as to the relationship, if any, of the proposed issuees to the promoters, offi- 
cers or directors of applicant. Further information as to the financial re- 
sponsibility and investment experience of the proposed purchasers, while 
not required as part of the original application except in connection with 
oil and gas or mining interests and real estate syndicates, if furnished may 
serve to facilitate processing by the Department. (UPON REQUEST, 
AND IN ACCORDANCE WITH RULE 250.10, SUCH INFORM A- 



Page 290.10 



Register 2002, No. 39; 9-27-2002 



Titie 10 



Commissioner of Corporations 



§ 260.113J 



• 



TION WILL BE TREATED AS CONFIDENTIAL BY THE COMMIS- 
SIONER.) If the applicant proposes to limit the offering to a class of pur- 
chasers, information concerning the financial and other qualifications 
which will be used to determine the class, together with the methods to 
be used by the applicant in qualifying purchasers within that class, should 
be submitted. 

I. (1) The Consent to Service of Process if required by Section 25165 
of the California Corporations Code. 

(2) A Customer Authorization of Disclosure of Financial Records 
Form (Form No. QR 500.259). 

J. (1) A list containing the complete names of the directors, officers, 
trustees, and/or general partners, as the case may be, and the general man- 
agers, principal executives and/or other persons who will be charged with 
the business activities and operations of the applicant and with respect to 
each of the foregoing persons, the current post office address, age, and 
current occupation and principal occupation during the last five years. 

(2) A statement of any order, judgment or decree of any governmental 
agency or administrator, or of any court of competent jurisdiction, revok- 
ing or suspending for cause any license, permit or other authority of such 
person or of any corporation of which he is an officer or director, to en- 
gage in the securities business or in the sale of a particular security or tem- 
porarily or permanently restraining or enjoining any such person or any 
corporation of which he is an officer or director from engaging in or con- 
tinuing any conduct, practice or employment in connection with the pur- 
chase or sale of securities, or convicting such person of any misdemeanor 
involving a security or any aspect of the securities business, or of theft, 
or of any felony. 

K. In the event applicant has not commenced business and has no as- 
sets or liabilities, in lieu of financial statements a statement should be 
submitted, in the form of a budget, setting forth (i) the use proposed to 
be made of the proceeds from the sale of the securities, including all ex- 
penditures to be made or incurred; (ii) the total projected financing re- 
quirements of the applicant for six months or, if the proposed plan of op- 
eration requires initial financing for a period longer than six months, for 
such longer period; and (iii) a statement setting forth the sources of all of 
the required funds other than from the sale of securities, including any 
proposed loans or contributions to capital. 

ITEM 22. REPORTS OF FINANCIAL CONDITION. Pursuant to 
Section 25146 of the California Corporations Code and Section 260.146 
ofTitle lOof the California Codeof Regulations, applicant hereby under- 
takes, as long as required under the foregoing sections and subject to the 
exception therein contained, to file with the Commissioner: 

(a) within 1 20 days after the end of each fiscal year a report of financial 
condition and a related statement of income and expenses covering such 
fiscal year; and 

(b) within 90 days after the first six months of each fiscal year, a like 
report and statement covering such six months period. 

ITEM 23. SMALL COMPANY UNDERTAKING. For an application 
filed under Section 251 13(b)(2) of the California Corporations Code, the 
applicant hereby undertakes that there will be no stock splits, stock divi- 
dends, spinoffs, or mergers for a period of two years from the close of the 
offering. 
(NOTE: The application must be signed and verified in the following manner.) 

The applicant has duly caused this applicafion to be signed on its be- 
half by the undersigned, thereunto duly authorized. 



Executed at 



_, on 



(Place) 



(Date) 



., 20 . 



By- 



(Applicant) 



• 



(Title) 
I certify (or declare) under penalty of perjury under the laws of the 
State of California that I have read this application and the exhibits there- 
to and know the contents thereof, and that the statements therein are true 
and correct. 



(Signature) 

NOTE: Authority cited: Sections 251 13(b), 2.%10and 25612, Corporations Code. 
Reference: Sections 251 10, 251 13, and 25160, Corporations Code. 

History 

1. Amendment of Item 20.(iii) filed 4-14-83; effective thirtieth day thereafter 
(Register 83, No. 16). For prior history, see Register 79, No. 2. 

2. Amendment filed 1 0-26-84; effective thiitieth day thereafter (Register 84, No. 
43). 

3. Editorial correction (Register 85, No. 17). 

4. Amendment of Item 20 filed 2-8-89; operative 3-10-89 (Register 89. No. 8). 

5. Amendment and new Item 23 fded 7-1-93; operative 7-1-93 (Register 93, No. 

27). 

6. Change without regulatory effect amending Item 20 (iii) filed 9-30-93 pursuant 
to title 1, section 100, California Code of Regulations (Register 93, No. 40). 

7. Change without regulatory effect amending Item 20 (iv) and Item 23 filed 
9-25-2002 pursuant to section 100, title 1, California Code of Regulations 
(Register 2002, No. 39). 

§ 260.1 1 3.1 . Form U-7 Disclosure Document. 

(a) General. For the purpose of Section 251 13(b)(2)(E) of the Code, 
the offering shall be made pursuant to a Small Corporate Offering Regis- 
tration Form (Form U-7), as adopted by the North American Securities 
Administrators Association, Inc. (NASAA) on April 29, 1989, and pur- 
suant to the additional instructions of this rule. 

(b) Additional Instructions. Notwithstanding any NASAA instruction 
to the contrary, additional instructions for use of Form U-7 are as fol- 
lows: 

1. The applicant must be a California Corporation or a foreign corpora- 
tion, which at the time of filing the application is subject to Corporations 
Code Section 2115 irrespective of the notice fiUng requirement under 
Section 2108. In addition: (1) the applicant shall not be a "blind pool 
company," which is defined as a development stage company that either 
(i) has no specific business plan or purpose or (ii) has indicated that its 
business plan is to engage in mergers or acquisitions with unidentified 
companies or other entities; (2) the apphcant shall not be engaged in oil 
and gas exploration or production, or mining or other extractive indus- 
tries; (3) the applicant shall not be an investment company subject to the 
Investment Company Act of 1940; and (4) the apphcant shall not be sub- 
ject to the reporting requirements of Sections 13 or 15(d) of the Securities 
and Exchange Act of 1934. 

2. Use of the Form U-7 is available only in an offering by the applicant 
of one-class of voting common stock, and immediately after the pro- 
posed sale and issuance there must be only one class of voting common 
stock outstanding. The total offering of voting common stock by the 
apphcant to be sold in a 12-month period, within or outside of this state, 
shall be limited to not more than one mihion dollars ($1,000,000), less 
the aggregate offering price for all securities sold (within the 12 months 
before the start, and during the offering, of the voting common stock) un- 
der Rule 504 of the Securities and Exchange Commission, in reliance on 
any exemption under subdivision (b) of Section 3 of the Securities Act 
of 1933, or in violation of subdivision (a) of Section 5 of that Act. 

3. The minimum offering price of the vodng common stock to be sold 
shah be at least five dollars ($5.00) per share. The applicant shall under- 
take that there will be no stock splits, stock dividends, spinoffs, or merg- 
ers for a period of two years from the close of the offering. (See Item 23 
in the Application for Qualification by Permit in Section 260.1 13 of these 
rules.) 

4. The net proceeds from the offering shall be expended in the opera- 
hons of the business. Operations of the business does not include servic- 
ing or retiring any indebtedness where any part of the proceeds of the of- 
fering, directly or indirectly, is used to service or repay any debt or make 
any payment (other than reasonable salaries) to any officer, director or 
10% shareholder of the applicant, or any affiliate of the applicant. 
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5. Each answer in the Form U-7 shall be thoroughly stated notwith- 
standing tile various Notes and lined spaces set forth in that form. 

6. The Form U-7 shall be reviewed and signed by each member of the 
board of directors of the applicant. In this regard, the board of directors 
may wish to seek the advice of an attorney at law experienced in securi- 
ties matters with respect to the adequacy of the disclosure and the poten- 
tial liability associated with inaccurate or incomplete disclosure. 

7. Financial Statements required by the Form U-7 shall comply with 
Section 260.6 1 3 of these Rules. 

8. Exhibits required with the Form U-7 shall be filed to the extent 
applicable pursuant to Item 21 of the Application for Qualification by 
Permit under Section 260.113 of these Rules. 

9. Copies of annual financial reports provided to investors in accor- 
dance with Question 46 of the Form U-7 shall be filed with the Commis- 
sioner of Corporations. Those financial reports filed with the Commis- 
sioner shall include a separate written addendum describing the total 
number of the applicant's present employees, the total number of em- 
ployees that applicant anticipates it will have within the next 12 months, 
and a breakdown of the numbers and corresponding classifications of 
employees (e.g., 20 clerks, 15 analysts, 10 managers, etc.) for each of 
those totals. 

NOTE: Authority cited: Section 251 13(b), 25610 and 25612, Coi-porations Code. 
Reference: Sections 251 10, 251 13, and 25160, Corporations Code. 

History 

1. New section filed 7-1-93; operative 7-1-93 (Register 93, No. 27). 

2. Amendment of subsections (b)!., (b)4. and (b)6. Filed 2-22-96; operative 
2-22-96 pursuant to Government Code section 1 1 343.4(d) (Register 96, No. 8). 

§ 260.115. "Issuer" of Notes Secured by Real Property. 

A licensed real estate broker, a licensed finance lender, or licensed in- 
dustrial loan company who engages in the offer and sale of notes secured 
by real property of various makers, which are a series of notes or notes 
in which undivided interests are offered and sold, is the issuer of such 
notes and undivided interests if the notes of the various makers are of- 
fered and sold pursuant to a plan or arrangement which is common as to 
the various makers with respect to documentation and loan standards and 
which includes provisions for servicing such notes on behalf of the pur- 
chasers. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25010 and 251 15, Corporations Code. 

History 

1. New section filed 8-27-81 as an emergency; effective upon filing (Register 81, 
No. 37). 

2. Older of Repeal of 8-27-81 emergency order filed 9^-81 by OAL pursuant 
to Government Code Section 1 1349.6 (Register 81, No. 37). 

3. New section filed 6-24-82; effective thirtieth day thereafter (Register 82, No. 
26). 

4. Amendment filed 8-6-98; operative 9-5-98 (Register 98, No. 32). 

§ 260.1 21 . Application for Qualification of 

Recapitalizations and Reorganizations. 

An application pursuant to Section 25 121 of the Code for the qualifica- 
tion of the offer and sale of securities in connection with any change in 
the rights, preferences, privileges, or restrictions of or on outstanding se- 
curities or in any exchange of securities by the issuer with its existing se- 
curity holders exclusively or in any exchange in connection with any 
merger or consolidation or purchase of assets in consideration wholly or 
in part of the issuance of securities or in an entity conversion transaction 
shall, in addition to the facing page required by Section 260. 1 10 of these 
rules, continue on the following form: 

Note: Any item which is inapplicable should be listed by number on the form fol- 
lowed simply by the word "inapplicable." 

(a) IF THE TRANSACTION INVOLVES a merger, consolidation, 
purchase of assets or is an entity conversion transaction: 

ITEM 8. DESCRIPTION OF PLAN. Where applicable, describe the 
material features of the plan, the reasons therefor, the general effect 
thereof upon the rights of existing security holders, the approximate 
number of security holders of each entity involved, the vote needed for 



its approval, the proposed date for the mailing of proxies and the pro- 
posed date of the security holders' meeting. 

ITEM 9. EXECUTION OF PLAN. Describe the method by which the 
plan described in Item 8 will be carried out, including the names of any 
broker-dealers or agents to be employed by each entity in effecting pur- 
chases or sales of securities pursuant to the plan and the compensation 
to be paid such persons, or other consideration to be received by such per- 
sons, or any other persons, in connection with the sale, purchase, or ex- 
change of securities. If agents (other than licensed broker-dealers) are to 
be employed by the applicant in connection with the distribution of secu- 
rities in CaUfornia pursuant to the plan, the applicant is required to com- 
ply with Sections 260.141.30 and 260.141.31, Title 10, California Code 
of Regulations, and the following information is to be furnished: 

a. The name and business address of each person who will represent 
the applicant as an agent in tliis state. 

b. The name and business address of the officer or other official who 
will supervise such agents on behalf of the applicant. 

c. A statement that all such agents are employees of the applicant. 

d. A statement of the compensation to be paid to such agents. A state- 
ment of the compensation to be paid to such supervisory personnel, other 
than their regular salaries if they are regular employees of the applicant. 

e. Describe any order, judgment or decree of any governmental agency 
or administrator, or of any court of competent jurisdiction revoking or 
suspending for cause any license, permit or other authority of such agent 
or supervisory person or of any entity of which he or she is an executive 
officer, director or person occupying a similar status or performing simi- 
lar functions, to engage in the securities business or in the sale of a partic- 
ular security or temporarily or permanently restraining or enjoining any 
such person or any entity of which he or she is an executive officer, direc- 
tor, or person occupying a similar status or performing similar functions 
from engaging in or continuing any conduct, practice, or employment in 
connection with the purchase or sale of securities, or convicting such per- 
son of any felony or misdemeanor involving a security or any aspect of 
the securities business, or of theft or of any felony. 

f. A surety bond complying with Section 260.216.1 5, Title 10, CaUfor- 
nia Code of Regulations. 

ITEM 10. DESCRIPTION OF BUSINESS. Describe the business 
of the issuer and each other entity involved in the transaction. 

ITEM 1 1 . DIVIDENDS IN ARREARS OR DEFAULTS. A state- 
ment concerning any dividends in arrears or defaults in principal or inter- 
est in respect of any securities of the issuer and any other entity involved 
in the transaction, and concerning the effect of the plan thereon. 

ITEM 12. HIGH AND LOW SALES PRICES WITHIN 2 YEARS. 
As to each class of securities of the issuer and of each other entity in- 
volved in the transaction which is admitted to trading on a securities ex- 
change or with respect to which a market otherwise exists, and which will 
be materially affected by the plan, state the high and low sale prices (or, 
in the absence of such information, the range of the bid prices) for each 
quarteriy period within two years. 

ITEM 13. DIRECTORS AND EXECUTIVE OFFICERS. 

(a) List the names of all directors, executive officers or persons occu- 
pying a similar status or performing similar functions of the issuer and 
of each other entity involved in the transaction, indicating all positions 
and offices held by each person named. 

(b) Describe any order, judgment, or decree of any governmental 
agency oradministrator, or of any court of competent jurisdiction revok- 
ing or suspending for cause any license, permit or other authority of such 
person or of any entity of which he or she is an executive officer, director, 
or person occupying a similar status or performing similar functions, to 
engage in the securities business or in the sale of a particular security or 
temporarily or permanently restraining or enjoining any such person or 
any entity of which he or she is an executive officer, director, or person 
occupying a similar status or performing similar functions from engaging 
in or continuing any conduct, practice, or employment in connection with 
the purchase or sale of securities, or convicting such person of any felony 
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or misdemeanor involving a security or any aspect of the securities busi- 
ness, or of theft or of any felony. 

ITEM J 4. PRINCIPAL HOLDERS OF SECURITIES. Slate any 
material interest in the transaction of each person who, with respect to the 
issuer or any other entity involved in the transaction, is a director, execu- 
tive officer, or person occupying a similar status or performing similar 
functions, or owns of record or beneficially (if known to the issuer) 10% 
or more of any class of outstanding equity securities, or is a promoter if 
the issuer or such other entity was organized within the past three years. 
(Instruction: An interest of one of the specified persons which arises sole- 
ly from the ownership of securities of only one of the entities involved 
in the transaction is not a material interest where the specified person re- 
ceives no extra or special benefit not shared on a pro rata basis by all hold- 
ers of securities of that class.) 

ITEM 15. EXCHANGE RATIO. State the basis of the ratio for the 
exchange or conversion of the securities of the issuer for the securities 
of each constituent entity. 

ITEM 16. EXHIBITS. Attach and incorporate by reference the fol- 
lowing exhibits. 

Note: Any exhibit which is inapplicable should be listed by letter on the form tbl- 
lowed simply by the word "inapplicable." 

A. With respect to the issuer and each other entity involved in the trans- 
action, the financial statements required by Section 260.613 of Title 10 
of the California Code of Regulations, and pro forma financial statements 
giving effect to the proposed transaction. 

B. A copy of the plan of reorganization or entity conversion if it is set 
forth in a written document, including any request for delayed effective- 
ness of the filing of such document with the Secretary of State or similar 
authority. 

C. Copies (which may be in a restated or composite form) of the cur- 
rent charter documents (as defined in Section 260.001, Title 10, Califor- 
nia Code of Regulations) of the issuer and of each constituent entity in- 
volved in a merger or consolidation or entity conversion transaction. 

D. A copy of any contract made or to be made by the issuer affecting 
any of the rights, preferences, privileges, or transferability of the securi- 
ties. 

E. Subject to the following instruction, a copy of any agreement made 
or to be made by or among security holders of the issuer which materially 
affects, or will materially affect, any of the rights, preferences, privileges, 
or restrictions of or on securities of the issuer or the management of the 
issuer (including any voting agreement, irrevocable proxy or security 
holders' agreement). 

Instruction: If a copy of an agreement is not available to the issuer, so 
state and furnish a brief description of the agreement including therein 
such information regarding the parties and terms as is known to the issu- 
er. Nothing contained herein shall be construed as requiring the issuer to 
disclose information concerning agreements of which it has no knowl- 
edge. 

F. A preliminary copy of the proxy material to be used to solicit the 
vote or consents of security holders (amended copies of such proxy mate- 
rial and final copies should be submitted as supplemental information to 
this application), and the consent of any attorney, accountant or other ex- 
pert named in such proxy material, if such expert's consent is required 
pursuant to Section 260.504.2.2, Title 10, California Code of Regula- 
tions, in the form required by that section. 

G. The Consent to Service of Process if required by Section 25165 of 
the California Corporations Code. 

H. A Customer Authorization of Disclosure of Financial Records 
Form (Form No. QR 500.259). 

ITEM 17. REPORTS OF FINANCIAL CONDITION. Pursuant to 
Section 25146 of the California Corporations Code and Section 260.146 
of Title 10 of the California Code of Regulations, applicant hereby under- 
takes, as long as required under the foregoing sections and subject to the 
exceptions therein contained, to file with the Commissioner: (a) within 
120 days after the end of each fiscal year a report of financial condition 
and a related statement of income and expenses covering such fiscal year; 



and (b) within 90 days after the first six months of each fiscal year, a like 
report and statement covering such six-month period. 

(b) IF THE TRANSACTION INVOLVES a change in the rights, pref- 
erences, privileges or restrictions of or on outstanding securities or an ex- 
change by an issuer with its existing security holders exclusively: 

ITEM 8. OUTSTANDING SECURITIES TO BE MODIFIED. 
State the title and amount of outstanding securities to be modified. 

ITEM 9. DESCRIPTION OF OUTSTANDING SECURITIES 
AND MODIFIED SECURITIES. Describe any material differences be- 
tween the outstanding securities and the modified or new securities. 

ITEM 10. DESCRIPTION OF PROPOSED MODIFICATION. 
State the reasons for the proposed modification, the general effect thereof 
upon the rights of existing security holders, the basis of the ratio for the 
exchange of securities by an issuer with its existing security holders, the 
vote needed for approval, the proposed date for the mailing of proxies 
and the proposed date of the security holders' meeting. 

ITEM 1 1. DIVIDENDS IN ARREARS OR DEFAULTS. A state- 
ment as to arrears in dividends or as to defaults in principal or interest 
with respect to outstanding securities which are to be modified, and such 
other information as may be appropriate in the particular case to disclose 
adequately the nature and effect of the proposed action. 

ITEM 12. METHOD OF SELLING THE SECURITIES. If the 
applicant will employ broker-dealers or agents in connection with the re- 
capitalization described in Items 9 and 10, describe the functions such 
persons will perform, furnish their names, and state the compensation to 
be paid such persons, or other consideration to be received by such per- 
sons, or any other persons, in connection with the sale or purchase of se- 
curities under the plan of recapitalization. If agents are to be employed 
by the applicant in connection with the distribution of securities pursuant 
to the plan, the applicant is required to comply with Sections 260. 141 .30 
and 260. 141 .3 1 , Title 1 0, California Code of Regulations, and the follow- 
ing information is to be furnished: 

a. The name and business address of each person who will represent 
the applicant as an agent in this state. 

b. The name and business address of the officer or other official who 
will supervise such agents on behalf of the applicant. 

c. A statement that all such agents are employees of the applicant. 

d. A statement of the compensation to be paid to such agents. A state- 
ment of the compensation to be paid to such supervisory personnel, other 
than their regular salaries if they are regular employees of the applicant. 

e. Describe any order, judgment or decree of any governmental agency 
or administrator, or of any court of competent jurisdiction revoking or 
suspending for cause any license, permit or other authority of such agent 
or supervisory person or of any entity of which such person is an execu- 
tive officer, director or person occupying a similar status or performing 
similar functions, to engage in the securities business or in the sale of a 
particular security or temporarily or permanently restraining or enjoining 
any such person or any entity of which such person is an executive offi- 
cer, director or person occupying a similar status or performing similar 
functions from engaging in or continuing any conduct, practice, or em- 
ployment in connection with the purchase or sale of securities, or con- 
victing such person of any felony or misdemeanor involving a security 
or any aspect of the securities business, or of theft or of any felony. 

f. A surety bond complying with Section 260.216.15, Title 10, Califor- 
nia Code of Regulations. 

ITEM 1 3. DIRECTORS AND EXECUTIVE OFFICERS. 

(a) List the names of all directors and executive officers or persons oc- 
cupying a similar status or performing similar functions of the issuer indi- 
cating all posidons and offices held by each person named. 

(b) Describe any order, judgment, or decree of any governmental 
agency or administrator, or of any court of competent jurisdiction revok- 
ing or suspending for cause any license, permit or other authority of such 
person or of any entity of which such person is an executive officer, direc- 
tor or person occupying a similar status or performing similar functions, 
to engage in the securities business or in the sale of a particular security 
or temporarily or permanently restraining or enjoining any such person 
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or any entity of which such person is an executive officer, director, or per- 
son occupying a similar status or performing similar functions from en- 
gaging in or continuing any conduct, practice, or employment in connec- 
tion with the purchase or sale of securities, or convicting such person of 
any felony or misdemeanor involving a security or any aspect of the secu- 
rities business, or of theft or of any felony. 

ITEM 14. PRINCIPAL HOLDERS OF SECURITIES. State any 
material interest in the transaction of each executive officer or director 
of the issuer, or any person occupying a similar status or performing simi- 
lar functions, any person owning of record or beneficially (if known to 
the issuer) 10% or more of the outstanding securities of any class of equi- 
ty security of the issuer, and any promoter of the issuer if the issuer was 
organized within the past three years. 

ITEM 15. EXHIBITS. Attach and incorporate by reference the fol- 
lowing exhibits. 

Note: Any exhibit which is inapplicable should be listed by letter on the form fol- 
lowed simply by the word "inapplicable." 

A. With respect to the issuer, the financial statements required by Sec- 
tion 260.613 of Title 10 of the California Code of Regulations. 

B. A copy of the plan of recapitalization if it is set forth in a written 
document, including any request for delayed effectiveness of the filing 
of such document with the Secretary of State or similar authority. 

C. Copies (which may be in a restated or composite form) of the cur- 
rent charter documents (as defined in Section 260.001, Title 10, Califor- 
nia Code of Regulations) of the issuer and of each constituent entity in- 
volved in a merger or consolidation. 

D. A preliminary copy of the proxy material to be used to solicit the 
vote or consents of security holders (amended copies of such proxy mate- 
rial and final copies should be submitted as supplemental information to 
this application), and the consent of any attorney, accountant or other ex- 
pert named in such proxy material, if such expert's consent is required 
pursuant to Section 260.504.2.2, Title 10, California Code of Regula- 
tions, in the form required by that section. 

E. A copy of any contract made or to be made by the issuer affecting 
any of the rights, preferences, privileges, or transferability of the securi- 
ties. 

F. The Consent to Service of Process if required by Section 25165 of 
the California Corporations Code. 

G. Subject to the following instruction, a copy of any agreement made 
or to be made by or among security holders of the issuer which materially 
affects, or will materially affect, any of the rights, preferences, privileges, 
or restrictions of or on securities of the issuer or the management of the 
issuer (including any voting agreement, irrevocable proxy or security 
holders' agreement). 

H. A Customer Authorization of Disclosure of Financial Records 
Form (Form No. QR 500.259). 

Instruction: If a copy of an agreement is not available to the issuer, so 
state and furnish a brief description of the agreement including therein 
such information regarding the parties and terms as is known to the issu- 
er. Nothing contained herein shall be construed as requiring the issuer to 
disclose information concerning agreements of which it has no knowl- 
edge. 

ITEM 16. REPORTS OF FINANCIAL CONDITION. Pursuant to 
Section 25146 of the California Corporations Code and Section 260.146 
of Title 10 of the California Code of Regulations, applicant hereby under- 
takes, as long as required under the foregoing sections and subject to the 
exceptions therein contained, to file with the Commissioner: 

(a) within 1 20 days after the end of each fiscal year a report of financial 
condition and a related statement of income and expenses covering such 
fiscal year; and 

(b) within 90 days after the first six months of each fiscal year, a like 
report and statement covering such six months period. 

(c) Signatures: 

The application must be signed and verified in the following form: 
The applicant has duly caused this application to be signed on its be- 
half by the undersigned, thereunto duly authorized. 



By- 



(Applicant) 



(Title) 

1 certify (or declare) under penalty of perjury under the laws of 
the State of California that I have read this application and the exhib- 
its thereto and know the contents thereof, and that the statements 
therein are true and correct. 

Executed at , on , 20 . 



(Place) 



(Date) 



(Signature) 
NOTE: Authority cited: Sections 25120, 25610 and 25612, Corporations Code. 
Reference: Sections 25120, 25121 and 25160, Corporations Code. 

History 

1. Amendment of Item 15 to subsection (a) and Item 14 to subsection (b) filed 
5-15-78; effective thirtieth day thereafter (Register 78, No. 20). For prior histo- 
ry, see Register 75, No. 4. 

2. Amendjiienl of Item 15 of subsection (a) and Item 14 of subsection (b) filed 
1-10-79; effective thirtieth day thereafter (Register 79, No. 2). 

3. Amendment of Item 15 of subsection (a) and Item 14 of subsection (b) filed 
1-12-79 as an emergency; designated effective 2-9-79. Certificate of Com- 
pliance included (Register 79, No. 2). 

4. Amendment filed 11-29-79 as an emergency; designated effective 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

5. Renumbering of former Section 260. 12 1 to new Section 260. 140.63 and renum- 
bering and amendment of former Section 260.121.1 to new Section 260.121 
filed 10-26-84; effective thirtieth day thereafter (Register 84, No. 43). 

6. Editorial correction of printing error (Register 85, No. 17). 

7. Change without regulatory effect amending section filed 9-25-2002 pursuant 
to section 100, title 1, California Code of Regulafions (Register 2002, No. 39). 

8. Amendment filed 9-28-2005; operative 10-28-2005 (Register 2005, No. 39). 

§ 260.1 31 . Application for Qualification of Nonissuer 
Transaction by Notification. 

Application for the qualification of the offer and sale of securities by 
notification in a nonissuer transaction pursuant to Section 25131 of the 
Code shall be made on the following form: 

(Department of Corporations DEPARTMENT OF CORPORATIONS 

Use only) FILE NO. 

Fee Paid $ 



Receipt No. — 
Effective Date- 



(Insert file number of previous filing of 
issuer before the Department, if any.) 

FEE: $100.00 
-Date of Application: 



DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

FACING PAGE FOR QUALIFICATION 
OF NONISSUER TRANSACTION BY NOTIFICATION 

Note: Indicate the type of filing by checking the appropriate original or amend- 
ment application heading shown below. 

[ ] APPLICATION FOR QUALIFICATION OF SECURITIES UNDER 
SECTION 25131 OF THE CORPORATE SECURITIES LAW OF 1968 
[ ] AMENDMENT NUMBER ______ TO APPLICATION 

DATED 

(Check and complete if applicable) 

1. Name of issuer 



2. (a) Address of principal execufive office of issuer. 

Number and Street City State ZIP Code 



(b) Is the principal location of applicant's books and records at the address of 
the principal executive office, above? (Indicate "yes" or "no") If "no," provide ad- 
dress: 
Number and Street City State ZIP Code 



3. Name and address of applicant if other than issuer. 
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4. Name and address of person to whom correspondence regarding this application 
should be addressed. 



5. State whether issuer is a corporation, partnership, trust or other entity and the 
State of incorporation or jurisdiction under which organized. 



6. Title and CUSIP number of each class of securities being qualified, e.g., $10 par 
value common stock, CUSIP 123. 



(Instructions: All of the foregoing information should appear on and be the only 
information appearing on the facing page of the application.) 

INSTRUCTIONS 

Completion of Application. The application should continue in the number se- 
quence shown below. Any item which is inapplicable should be listed by the num- 
ber on the form, followed by the word "inapplicable." 

7. Describe the business done by the issuer and its subsidiaries and the general de- 

velopment of such business during the last three years and indicate the in- 
tended development of the business in the immediate future. Indicate any other 
names under which the issuer or any of its subsidiaries have conducted busi- 
ness during such period. 

8. List the names and home addresses of all directors and officers of the issuer, 

indicating all positions and offices held by each person named. In addition, de- 
scribe any order, judgment, or decree of any governmental agency or adminis- 
trator, or of any court of competent jurisdiction, revoking or suspending for 
cause any license, permit or other authority of such person or of any corpora- 
tion of which he is an officer or director, to engage in the securities business 
or in the sale of a particular security or temporarily or permanently restraining 
or enjoining any such person or any corporation of which he is an officer or 
director from engaging in or continuing any conduct, practice, or employment 
in connection with the purchase or sale of securities, or convicting such person 
of any felony or misdemeanor involving a security or any aspect of the securi- 
ties business or of theft or of any felony. 

9. Furnish in tabular form information as to the direct remuneration paid by the 

issuer and its subsidiaries during the issuer's last fiscal year for services in all 
capacities to each director, officer, and principal holder of securities (as de- 
fined in item 11) whose aggregate direct remuneration during such year ex- 
ceeded $60,000, and the aggregate remuneration paid to all officers, directors, 
and principal holders of securities as a group. 

10. State in tabular form the title and amount of securities called for by any opfions, 
warrants or rights, including the purchase price of the securities so called for 
and the expiration dates of such options together with the market value of the 
securities so called for as of the latest practicable date. Such statements should 
include the foregoing informafion for all options held by each officer or direc- 
tor of the issuer. Except for information required with respect to each officer 
or director, information with respect to option prices and expiration dates may 
be furnished in ranges. 

1 1. A. State in tabular form the voting securities of the issuer owned of record or 
beneficially by each person who owns of record or is known by the applicant 
to own beneficially more than 10% of the outstanding securities of any class 
of such voting securities. Such statement should reflect the respective amounts 
and percentage owned either beneficially or of record by each person and such 
statement should also include information as to the amounts held by, and the 
terms of, any voting trust or similar agreement with respect to more than 1 0% 
of the outstanding securities of any class of vofing securities of the issuer. 
B. As to each such principal security holder and each officer or director of the 

issuer who effected more than five transactions in the securities of the issuer 
within the last twelve months, state the dates of all purchases and sales of 
securities of the issuer by such person, the prices received or paid and the 
number of securities bought or sold in each transaction. 

1 2. Describe any material transactions or agreements during the 3-year period im- 
mediately preceding the filing of the applicafion between (i) the issuer or any 
of its affiliated companies, and (ii) any of their promoters, officers, directors, 
principal employees, principal security holders, underwriters or agents or any 
company directly or indirectly controlled by any such person or persons. In- 
clude a detailed statement of the number of promotional shares (as defined in 
Section 260.1 40.30 of Title 10 of the California Code of Regulations) issued, 
the consideration for and any restrictions on such shares. If securities were is- 
sued by the issuer during such period, briefly describe each such transaction, 
including any sale or distribution of the issuer's securities effected by or 
through a subsidiary of the issuer. 

1 3. If the issuer has outstanding securities other than cormnon stock, outline briefly 
the rights, preferences, privileges and restrictions of or on such securifies. If 
any class of outstanding common stock is nonvoting, assessable, redeemable, 
or subject to preemptive, rights or restrictions on transfer, ouUine briefly such 
provisions. Outline briefly the rights, terms and provisions of any debt security 
or other security idenfified in Item 6. 

14. Exhibits. Attach and incorporate by reference the following exhibits: 
(NOTE: Any exhibit which is inapplicable should be listed by letter on the 
application followed simply by the word "inapplicable.") 

A. Financial Statements: With respect to the issuer, the financial statements re- 
quired by Section 260.613 of Title 10 of the California Code of Regulations. 



B. All press or publicity releases, communications to shareholders and com- 
munications to broker-dealers and investment advisers within the preced- 
ing twelve months by the issuer or its subsidiaries and relating to the busi- 
ness or intended business or to the assets or acquisitions of the issuer or its 
subsidiaries. 

C. Copy of any management contract or bonus plan, contract or anangement 
with any officer or director named in item 9 above. 

D. The Consent to Service of Process if required by Section 25165 of the Cali- 
fornia Corporations Code. 

15. The following statement should be made and completed: There has not been 
and there is no adverse order, judgment or decree entered in connection with 
the offering or trading of securities of the issuer by any State regulatory author- 
ity, any court or the Securities and Exchange Commission, except as follows: 
(if none, so state) 

1 6. The following undertaking should be made by the issuer named in Item 1 above 
and, if the issuer is not the applicant, executed by an authorized officer of the 
issuer on its behalf 

The issuer, if it is the applicant, hereby undertakes to furnish the Commission- 
er prompfly copies of all current, quarterly, semi-annual or annual reports or 
other material information concerning its operations furnished to its share- 
holders during the period a security is qualified pursuant to this application. 
(NOTE: The application must be signed and verified in the following manner.) 
The applicant has duly caused this application to be signed on its behalf by the 
undersigned, thereunto duly authorized. 



(Applicant) 



By- 



(Title) 
1 certify (or declare) under penalty of perjury under the laws of the State of Califor- 
nia that 1 have read this application and the exhibits thereto and know the contents 
thereof and that the statements therein are true and correct. 



Executed at 



20 



(Place) 



(Date) 



(Signature) 



Form of Application. The application should be typewritten or written in the En- 
glish language, on one side only of either legal or letter-size paper. 

Signing of Applications. Applicafion should be signed by an officer or general 
partner of the applicant; however, it may be signed by another person holding a 
power of attorney for such purposes from the applicant, and if signed on behalf of 
the applicant pursuant to such power of attorney, should include as an additional 
exhibit a copy of said power of attorney or a copy of the corporate resolution autho- 
rizing the attorney to act. 

Incorporation by Reference. In heu of answering any specific item in this form, 
an applicant may incorporate the informafion called for by reference to any at- 
tached document, or to any document currently on file with the Department. Such 
reference should indicate the pages or portion of the document where the informa- 
tion is located. 

Amendments to Applications. An amendment to any application forqualifica- 
fion should contain only the information being amended by item number and 
should be verified in the form prescribed for the applicafion. Each amendment 
should be accompanied by a facing page in the form prescribed by Section 260. 1 3 1 
of the rules on which the applicant shall insert the fact that the filing is an amend- 
ment and the number of the amendment. 

NOTE: Authority cited: Sections 25131(b), 25610. 25611 and 25612, Corpora- 
tions Code. Reference: Sections 25130, 25131, 25160 and 25162, Corporations 
Code. 

HfSTORY 

1. Amendment filed 5-23-78 as procedural and organizational; effective upon fil- 
ing (Register 78, No. 21). For prior history, see Register 75, No. 4. 

2. Amendment filed 10-26-84; effective thirtieth day thereafter (Register 84, No. 
43). 

3. Change without regulatory effect amending application fee on form and num- 
bers 8, 11, 12, 14A,and 1 5 ofthe Instructions filed 11-20-91 pursuant to section 
100, tifie I, California Code of Regulations (Register 92, No. 9). 

4. Change without regulatory effect amending certification filed 9-25-2002 pur- 
suant to section 100, title 1, California Code of Regulations (Register 2002, No. 
39). 



Article 4. Standards for the Exercise ©f the 
Commissioner's Aythority 

§ 260.140. Application of Standards. 

The standards set forth in this Article are intended to furnish guidelines 
in the situations covered for the exercise ofthe Commissioner's discre- 
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tion relating to the qualification of tiie offer and sale of securities, based 
upon the usual or typical circumstances encountered. However, it is im- 
possible to foresee or provide for all of the variant circumstances which 
may exist in a particular case, and these standards are not intended to pre- 
clude the application of more liberal or more stringent standards if the cir- 
cumstances justify in either an open or a limited offering qualification 
(unless the contrary is expressly stated in these rules). Standards relating 
to additional types of companies or offerings may be added to this Article 
or may be dealt with in interpretive opinions or releases from time to time 
as these are developed by experience or new problems are encountered. 
A variation from the standards stated in this Article will be granted at 
the request of the applicant in the case of a limited offering qualification 
if it is possible to find that the offer and sale will not be unfair, unjust or 
inequitable to the initial purchasers upon the basis of all of the facts and 
circumstances of the case. See Section 260. 14J .10 of these rules. 

§ 260.1 40.01 . Suitability of Investors. 

(a) If a limited offering qualification is approved pursuant to a condi- 
tion imposed by the Commissioner, or a representation by the applicant, 
confining the sale of securities under the qualification to persons meeting 
specified standards of experience, financial responsibility, tax status or 
other specification, any sale of such securities pursuant to the qualifica- 
tion to persons not meeting such specified standards is a violation of the 
terms and conditions of qualification. 

(b) The responsibility for assuring that sales of securities are limited 
to persons meeting the suitability standards applicable to an offering is 
upon the issuer and upon each person, including broker-dealers and 
agents, who participates in the distribution of the securities. Issuers and 
participating broker-dealers should adopt reasonable procedures to as- 
sure (i) that persons charged with selling the securities are familiar with 
the suitability standards, (ii) that appropriate means are at hand to obtain 
the information required to comply with such standards, (iii) reasonable 
steps are taken to assure that persons selling the securities comply with 
the limitations imposed under the suitability standards; provided that 
nothing herein contained is a limitation upon liability under Section 
25503 of the Code (or under Section 25504 insofar as it pertains to Sec- 
tion 25503). 



(c) Adherence to a suitability standard imposed in connection with a 
qualification, by condition or otherwise, shall not relieve a broker-dealer 
from compliance with Section 260.218.2 of these rules or Rule 15blO-3 
under the Securities Exchange Act of 1 934. 

(d) Any prospectus used in connecfion with an offering on which suit- 
ability standards are imposed under the terms and conditions of qualifica- 
tion shall include a description of such suitability standards. (See Sec- 
tions 260.140.112.1 and 260.140.123.2 of these rules.) 

(e) Where the issuer is a small business issuer and the proposed maxi- 
mum aggregate offering price for all the securities to be sold in the offer- 
ing anywhere does not exceed $5,000,000, Sections 260.140.05 (except 
for subsection (c) of that rule), 260. 1 40.3 1 and 260. 140.50 (except for the 
requirement that the initial offering price shall not be less than $2.00 per 
share) shall be waived, if the issuer seeks a limited offering or open quali- 
fication (depending on the class of prospective investors) to sell its secu- 
rities only: 

(1 ) to investors each of whom 

(A) has a minimum net worth of at least $75,000 and had minimum 
gross income of $50,000 during the last tax year and will have (based on 
a good faith estimate) minimum gross income of $50,000 during the cur- 
rent tax year, or 

(B) in the alternative, has a minimum net worth of $ 150,000, provided 
that in either case the investment shall not exceed 10 percent of the net 
worth of the investor; or 

(2) to a "small investor" who, including the proposed purchase, has not 

(A) purchased more than $2,500 of securities issued or proposed to be 
issued by the small business issuer in the 12 months preceding the pro- 
posed sale, or 

(B) in the case of a small investor that is an individual refirement plan 
of an individual and an individual retirement account of an individual, 
such small investor shall not have purchased more than $2,500 of securi- 
ties issued by the small business issuer or any affiliate of the small busi- 
ness issuer during the 12 months preceding the proposed sale, unless the 
small business issuer is registered under Section 12 of the Securities Ex- 
change Act of 1934 (in which case, the suitabihty standard in clause (1) 
of subsecuon (e) of this rule applies); or 

(3) to both (1) and (2). 



[The next page is 29 1 .] 
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Net worth shall be determined exclusive of homes, home furnishings 
and automobiles. Assets included in the computation of net worth shall 
be valued at not more than fair market value. Higher suitability standards 
may be imposed as a condition of any qualification where the issuer sub- 
stantially fails to comply with other rules of the Commissioner. For the 
purpose of this subsection, "small investor" means either: an individual 
(which includes both a husband and wife counted as a single individual); 
or a self-employed individual retirement plan of an individual or an indi- 
vidual retirement account of an individual. 

NOTE: Authority cited: Section 25610, Corporations Code. Reterence: Sections 
231 13(b)(2), 25140, 25503 and 25504, Corporations Code. 

History 

1 . New section filed 1 -4-77; effective thirtieth day thereafter (Register 77, No. 2). 

2. Section refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 2). 

3. New subsections (e)-(e)(3) and amendment of Note filed 1 2-19-95; operative 
1-18-96 (Register 95, No. 51). 

§ 260.140.05. Secodties of Speculative Business. 

(a) An application for an open qualification normally will not be ap- 
proved if the business in which the issuer is engaged is not reasonably 
anticipated to produce profits within a reasonable period of time. A peri- 
od of time not exceeding twenty-four months after the date of the approv- 
al of the application is presumptively reasonable; however a longer peri- 
od of time may be authorized in light of the nature and circumstances of 
the proposed business, including the operational norms for the industry 
in which the business will operate. 

(b) Any prospective financial information that an applicant submits to 
demonstrate a reasonable anticipation of profits shall be prepared by the 
issuer and based upon appropriate and reasonable assumptions. The De- 
partment may require a specified level of service to be performed by an 
independent certified public accountant in accordance with standards es- 
tablished by the American Institute of Certified Public Accountants 
("AICPA") and that any such prospective financial information sub- 
mitted by an applicant be examined by an independent certified public 
accountant. The specified level of service to be performed by an indepen- 
dent certified public accountant may include: 

(1) examination of prospective financial statements, either forecasted 
or projected; 

(2) compilation of prospective financial statements, either forecasted 
or projected; 

(3) performing feasibility studies; 

(4) providing assistance in developing forecasting systems; and 

(5) identifying factors to be considered in developing prospective fi- 
nancial statements, forecasts and projections. 

(c) Each small business issuer shall deliver to each prospective pur- 
chaser of a security to be issued by such issuer, at least five business days 
before a prospective purchaser's offer to purchase securities is accepted 
by such issuer, a copy of "A Consumer's Guide to Small Business Invest- 
ments" prepared by the North American Securities Administration Asso- 
ciation (see, CCH NASAA Reports, Para. 3676). A copy of this guide 
may be obtained from any office of the Department. 

NOTE: Authority cited: Sections 25241 and 25610, Corporations Code. Refer- 
ence: Sections 25140-25142, 25241 and 25534, Corporations Code. 

History 

1. New section filed 5-10-73; effective thirtieth day thereafter (Register 73, No. 
19). 

2. Amendment of newly designated subsection (a) and new subsections (b)-(c) 
filed 12-19-95; operative 1-18-96 (Register 95, No. 51). 



• 



^ubarticie 1= Rights of Security Holders 



§ 260.1 40.1 , Voting Rights oif Common Stock. 

Common shares and similar equity securities should normally carry 
equal voting rights on all matters where such vote is permitted by applica- 
ble law. 



History 
1 . Editorial conection deleting misplaced text and Histories (Register 96, No. 

23). 

§ 260.140.2. Voting Rights of Preferred Stock. 

The charter documents of a corporation proposing to issue preferred 
shares (which are not participating and not convertible on a fair and equi- 
table basis) without full voting rights shall provide that the holders of 
such preferred shares shall have the right to reasonable representation on 
the board of directors upon a cumulative default, whether consecutive or 
not, of eight quarteriy dividends and that such right shall continue until 
the full payment of all arrears in dividends on such preferred shares. The 
right to elect a majority of the board is presumptively reasonable. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 

19). 

§ 260.140.3. Protective Provisions for Preferred Shares. 

The charter documents of a corporation proposing to issue preferred 
shares which are not participating and are not convertible on a fair and 
equitable basis shall provide reasonable protective provisions for the pre- 
ferred shareholders, including where appropriate (a) a provision that the 
dividends on such shares shall be cumulative, (b) a provision prohibiting 
any dividends on common stock during the existence of any arrears on 
the preferred shares, (c) a requirement for the approval by the vote or 
written consent of a specified percentage of the preferred shares of any 
adverse change in the rights of such shares and of the issuance of any 
shares having priority over such preferred shares, and (d) dividend re- 
strictions on the common stock. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 

19). 

§260.140.4. Debt Securities. 

If nonconvertible debt securities are proposed to be issued, the inden- 
ture or other instrument pursuant to which they are issued should normal- 
ly provide for the following: 

(a) A sinking fund provision whereby all or a reasonable portion of the 
issue is to be retired in installments prior to maturity. The deferral of sink- 
ing fund payments and the amount of the balloon payment at maturity 
which will be permitted will depend upon the financial condition and oth- 
er circumstances of the issuer. 

(b) An appropriate negative pledge or equal protection clause restrict- 
ing the Creadon of liens on the property of the issuer. 

(c) If the debt is unsecured, an appropriate restriction on the creation 
of other funded debt. 

(d) An appropriate restriction on the payment of dividends upon stock 
of the issuer. 

Such protective provisions will not be required in connection with debt 

securities having a rating or quality making such provisions unnecessary. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . Amendment filed 2-2-83; effective thirtieth day thereafter (Register 83, No. 6). 

§ 260.140.5. Trust Indentures. 

An open qualification will not normally be approved for the issuance 
of debt securities unless they are issued under a trust indenture complying 
with the provisions of the Trust Indenture Act of 1 939, whether or not the 
indenture is required to be qualified under that Act. A limited offering 
qualification may be approved for the issuance of debt securities which 
are not accompanied by a trust indenture or which are issued under a trust 
indenture not complying with all of the provisions of the Trust Indenture 
Act of 1939, if the tmst indenture or other instruments provide adequate 
protection to the holders of the debt securities under the circumstances 
of the particular case. The indenture should provide that the trustee or a 
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co-trustee must be a bank or laist company, or if a bank or trust company 
is not a trustee or co-tmstee that any person who is to act in that capacity 
must have the written approval of the Commissioner. 

§ 260.140.6. Convertible Senior Securities. 

If preferred or debt securities are proposed to be issued which are con- 
vertible, or are proposed to be issued in units with warrants or options 
(whether or not severable), the conversion rights, options or warrants (as 
the case may be) must be fair and equitable under the circumstances and 
should normally contain an appropriate antidilution provision providing 
for an adjustment of the number of shares into which such shares or units 
are convertible, or of the number of shares purchasable pursuant to such 
options or warrants, upon any stock split or stock dividend or other recap- 
italization of the issuer. Provision may also be made for a similar adjust- 
ment upon the issuance of additional shares of the class issuable upon 
conversion, or purchasable upon exercise, by the issuer for a consider- 
ation less than the conversion price or the exercise price of the options 
or warrants (as the case may be) or less than the then current market price 
for the class so issuable. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
] . Amendment tiled 2-2-83; effective thirtieth day thereafter (Register 83, No. 6). 

§260.140.7. Assessments. 

Securities should be nonassessable, except that issuers organized sole- 
ly to supply services or property to their members on a continuing basis 
may provide for an equitable assessment corresponding to the services 
or property supplied. 

§ 260.140.8. Restrictions on Transfer. 

(a) No open qualifications will be approved to issue securities if the 
transfer of the securities is subject to any restrictions imposed by the issu- 
er's charter documents, indenture agreements or other instruments or 
agreements under which the securities are to be issued. 

(b) Limited offering qualifications may be approved to issue securities 
subject to transfer restrictions if the restrictions do not unfairly prejudice 
the opportunity of the holder(s) to receive the fair value of the securities 
(Section 260.140.50). 

(1) Provisions are presumptively reasonable when there is no third- 
party offeror and the holder(s) desires to sell, if the provisions base the 
price at which the issuer or other holder(s) may purchase the securities 
upon either: (A) an independent appraised value; or (B) the book value 
of the securities (unless the business is one where the book value is not 
a significant indication of value). 

(2) Rights of first refusal in favor of the issuer or other holder(s) are 
presumptively reasonable if: (A) they apply only where there is a bona 
fide third-party offeror and the selling holder desires to sell the securi- 
ties; (B) such right of first refusal requires the issuer or other holder(s) 
to make its election to purchase the securities subject to such right of first 
refusal, if at all, by giving notice of such election no more than 30 days 
after receipt of notice of such right of first refusal; and (C) upon such ex- 
ercise, the issuer or other holder(s) exercising such right of first refusal 
must purchase all (but not less than all, unless the selling holder consents) 
of the offered securities on the same terms offered by the bona fide third- 
party offeror, within 60 days after receipt of the notice described in clause 
(B) hereof, unless a longer period is offered by the bona fide third-party 
offeror. 

(3) Provisions are not presumptively reasonable if they absolutely pro- 
hibit the transfer of securities or permit transfer only upon the consent of 
the issuer or the other holder(s), or give an option to the issuer or the other 
holder(s) to purchase regardless of the desire of the selling holder(s) to 
sell and will only be permitted when jusufied by the issuer, except as 
otherwise set forth in these rules. 

(4) Provisions giving an issuer the right to repurchase securides upon 
termination of employment are presumpfively reasonable if the repur- 
chase price: 



(A) is not less than thefair value ofthe securities to be repurchased on 
the date of termination of employment, and the right to repurchase will 
be exercised for cash or cancellafion of purchase money indebtedness for 
the securities within 6 months of termination of employment (or in the 
case of securities issued upon exercise of options after the date of ter- 
mination, within 6 months after the date of the exercise), and the right ter- 
minates when the issuer's securities become publicly traded; or 

(B) is at the original purchase price, provided that the right to repur- 
chase at the original purchase price lapses at the rate of at least 20% of 
the securities per year over 5 years from the date the option is granted 
(without respect to the date the option was exercised or became exercis- 
able) and the right to repurchase must be exercised for cash or cancella- 
tion of purchase money indebtedness for the securities within 6 months 
of termination of employment (or in the case of securities issued upon ex- 
ercise of opfions after the date of terminafion, within 6 months after the 
date of the exercise). In addition to the restrictions set forth in clauses (A) 
and (B), the securities held by an officer, director, manager, advisor or 
consultant of the issuer, its parents, its majority-owned subsidiaries or 
majority-owned subsidiaries ofthe issuer's parents, or an affihate ofthe 
issuer may be subject to addifional or greater restrictions. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Sections 
25102, 25 110, 25140, 25610 and 25612.5, Corporations Code. 

History 

1 . Amendment filed 12-5-91; operative 1-6-92 (Register 92, No. 9). 

2. Amendment of subsection (b)(3), new subsections (b)(4)-(b)(4)(B) and amend- 
ment of Note filed 7-9-2007; operative 7-9-2007 pursuant to Government 
Code section 11343.4 (Register 2007, No. 28). 

§ 260.140.9. Capital Structure of Unseasoned 
Corporations. 

Unseasoned corporafions selfing securifies pursuant to an open quali- 
fication shall have a capital structure consisfing of only common stock, 
or of common stock and preferred stock or debt which is convertible into 
common stock on a fair and equitable basis or is fuUy-parficipating and 
non-redeemable. A limited offering qualification may be approved for 
an unseasoned corporation to sell nonconvertible and nonparticipafing 
senior securities if they are to be issued to the holders ofthe residual equi- 
ty securities on a pro rata basis or if the circumstances otherwise justify. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 

19). 

§ 260.140.10. Capital Structure of Seasoned Corporations. 

A seasoned corporafion proposing to sell securifies which are nonpar- 
ficipafing and nonconvertible on a fair and equitable basis must show its 
ability to meet the proposed dividend, interest and sinking fund require- 
ments on all of its securifies outstanding and proposed to be issued based 
upon its previous earnings or cash-flow history or demonstrated future 
earning or cash-flow capacity. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 



Subarticle 2. 



Selling Expenses and Options 
to Underwriters 



§260.140.20. Selling Expenses. 

(a) No issuer of securifies shall incur more selling expenses than are 
reasonably necessary for the sale and issuance of such securifies. Selling 
expenses which do not exceed 1 5 percent of the aggregate offering price 
(before deducting discounts and commissions) are presumed to be rea- 
sonable if the percentage is computed only on the portion ofthe aggregate 
offering price when and as paid to the issuer. "Selling expenses," as used 
in this Article, means the total underwriting and brokerage discounts and 
commissions (including fees of the underwriters' attorneys paid by the 
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issuer) paid in connection with the offering plus all other expenses in- 
curred by the issuer relating to printing, engraving, mailing, salaries of 
employees while engaged in sales activity, charges of transfer agents, 
registrars, trustees, escrow holders, depositaries, and engineers and other 
experts, expenses of qualification of the sale of the securities under Fed- 
eral and State laws, including taxes and fees, and any other expenses in- 
curred by the issuer directly related to the offering and sale of the securi- 
ties, but excluding accountants' and the issuer's attorneys' fees and 
options to underwriters. 

Stock acquired or to be acquired by the underwriter, a person asso- 
ciated with an underwriter, underwriter's counsel, finder, financial advi- 
sor, or related parties in connection with the offering is considered part 
of the underwriter's compensation and is valued for such purposes on a 
formula basis taking into account the difference between the cost of such 
stock and the public offering price and other factors. However, the fact 
that stock has been held, or that there is an obligation to hold it, for a sub- 
stantial period of time, and the method of payment therefor, may alter the 
valuation placed thereon. 

(b) Where the issuer is a small business issuer and the proposed maxi- 
mum aggregate offering price for all the securities to be sold in the offer- 
ing does not exceed $5,000,000 anywhere, selling expenses which do not 
exceed J 8 percent of the aggregate offering price (before deducting dis- 
counts and commissions) are presumed to be reasonable provided the to- 
tal underwriting and brokerage discounts and commissions (including 
fees of the underwriters' attorneys paid by the issuer) do not exceed 13 
percent of the aggregate offering price and the percentages are computed 
only on the portion of the aggregate offering price when and as paid to 
the issuer. 

(c) Where the issuer is a small business issuer and the proposed maxi- 
mum aggregate offering price for all the securities to be sold in the offer- 
ing do not exceed $3,000,000 anywhere, seUing expenses which does not 
exceed 20 percent of the aggregate offering price (before deducting dis- 
counts and commissions) are presumed to be reasonable provided the to- 
tal underwriting and brokerage discounts and commissions (including 
fees of the underwriters' attorneys paid by the issuer) do not exceed 15 
percent of the aggregate offering price and the percentages are computed 
only on the portion of the aggregate offering price when and as paid to 
the issuer. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Sections 
25 11 3(b)(2) and 25140, Corporations Code. 

History 

1 . Amendment filed 7-20-72; effective thirtieth day thereafter (Register 72, No. 
30). 

2. Amendment filed 5-3-83; effective thirtieth day thereafter (Reeister 83, No. 
19). 

3. New subsection (a) designator, new subsections (b)-(c) and amendment of 
Note filed 12-19-95; operative 1-18-96 (Register 95, No. 51). 

§ 260.1 40.21 . Options to Underwriters. 

Opdons granted by the issuer to underwriters or other persons as com- 
pensation, in whole or in part, for the sale of securiues must be reasonable 
in amount and in terms and condifions under the circumstances of the par- 
ticular issue. Options which meet the following requirements are pre- 
sumpfively reasonable: 

(a) The number of shares or units called for by such options does not 
exceed ten per cent of the number of shares or units underwritten for the 
issuer in the offering. 

(b) The options do not exceed five years in total duration. 

(c) The opfions are exercisable at an exercise price which is initially 
not less than the public offering price of the securides underwritten and 
the options provide for an increase of the exercise price by seven percent 
of the initial exercise price for each full year such options are outstand- 
ing; or the options are exercisable at a price which is not less than 120 
percent of the public offering price of the securiues underwritten. 

(d) The options are not deliverable to the underwriters unfil the entire 
issue has been sold, whether it is underwritten on a firm commitment or 
a best-efforts arrangement. 



(e) The opfions are nontransferable other than by will or pursuant to 
the laws of descent and distribufion, except to a partner of the underwriter 
when the underwriter is a partnership or to a stockholder, officer or direc- 
tor of the underwriter or beneficiary of a taist which is a stockholder of 
such underwriter when the underwriter is a corporation; however, after 
one year such a transfer may occur providing the option is exercised im- 
mediately upon transfer. If not exercised immediately upon transfer, the 
opfion shall lapse. 

(f) Either the exercise of the opfions, or the resale, transfer and assign- 
ment of the shares underiying the options, is prohibited for a period of at 
least one year from the date of the offering. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Coiporations Code. 

History 

1. Amendment of subsection (f) filed 5-14-69; effective thirtieth day thereafter 
(Register 69, No. 20). 

2. Amendment filed 9-19-73; effective thirtieth day thereafter (Register 73, No. 
38). 

3. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 

§ 260.140.22. Nonissuer Transactions. 

An issuer should not normally pay or assume any liability for ex- 
penses, including opfions to underwriters, incurred in connection with 
the sale of securities made by or on behalf of a selling security holder, 
whether or not such expenses constitute selling expenses as defined in 
Section 260.140.20 of these rules, except that the issuer may: 

(a) Provide for services customarily rendered to all security holders in 
connecfion with the transfer of securities, including the services of trans- 
fer agents and registrars; 

(b) Provide audited financial statements if such statements are needed 
by the issuer for its own purposes; and 

(c) Pay all expenses in connecfion with the sale of securifies. 

(1) made by a person who purchased such securifies from the issuer 
pursuant to an arm's-length agreement which required the issuer to pay 
such expenses in the event of a resale by the original purchaser, or made 
by a transferee of such purchaser, or 

(2) made by a security holder where there is no preexisting public mar- 
ket and the other shareholders consent to such payment. 

When an offering is made simultaneously by an issuer and one or more 
of its security holders, the expenses, except as provided above, should be 
apporfioned among the issuer and the selling security holders in accor- 
dance with the aggregate offering price of the securifies being sold by 
each party. 

Subaiticle 3. Promotional Shares 

§ 260.140.30. Promotional Shares Defined. 

"Promotional shares" means any securities which are (a) issued in con- 
siderafion for services rendered in connection with the founding or orga- 
nizing of a business enterprise, or (b) issued to a promoter in consider- 
ation for any tangible or intangible property, such as patents, copyrights 
or goodwifi, to the extent that the value has not been safisfactorily estab- 
lished, or (c) issued to a promoter in the recent past or proposed to be is- 
sued at a price substanfially lower than the price at which other securifies 
of the same class or substanfially similar class have been or are to be sold 
without any change in the conditions of the market or in the circum- 
stances of the issuer which would justify such different price. 

§ 260.1 40.31 . Amount of PromotionaB Shares. 

(a) In connection with the financing of an unseasoned corporafion, a 
number of promofional shares (considered in conjunction with any sell- 
ing expenses paid to promoters) may be issued which is not unreason- 
able. A number of promotional shares which does not exceed 25% of all 
of the common shares issued and proposed to be issued by the corpora- 
tion is presumptively reasonable. However, additional promofional 
shares may be authorized in the light of the services rendered and other 
considerafion given to the corporafion by the promoters, the nature and 
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circumstances of the business enterprise being promoted, and the identity 
of the investors. 

(b) Where the issuer is a small business issuer and meets the conditions 
for filing under Section 25113(b)(2), a number of promotional shares 
which does not exceed 50% of all of the common shares issued and pro- 
posed to be issued by the corporation is presumptively reasonable. 

(c) Normally, no promotional shares may be issued in connection with 

the financing of a seasoned corporation. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Sections 
251 13(b)(2) and 25140, Corporations Code. 

History 

1 . New subsection (a) and (c) designators, new subsection (b) and new Note filed 
12-19-95; operative 1-18-96 (Register 95, No. 51). 

§ 260.140.32. Rights of Promotional Shares. 

Promotional shares shall be equity securities without preference as to 
dividends, assets, or voting rights and shall have no greater rights per 
share than the securities issued for cash or its equivalent. Normally pro- 
motional shares should be subject to the waivers of dividends and assets 
as provided in Section 260.141 of these rules and to the legend condition 
restricting their transfer as provided in Section 260.141.1 of these rules. 

§ 260.1 40.33. Reimbursement to Promoters. 

A promoter may be reimbursed for actual and necessary expenses paid 
to found a business and offer its securities. Selling expenses are subject 
to the limitation contained in Section 260. 1 40.20 of these rules, however. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 

19). 



Subarticle 4. Rights, Warrants and Options 

§ 260.140.40. Pro Rata Rights to Shareholders. 

Rights may be issued to all of the shareholders of an issuer (or all the 
holders of a particular class of stock) to purchase additional shares on a 
pro rata basis and having a term of no more than 90 days following the 
date of issuance, provided the exercise price is not so low in relation to 
the price as calculated in Section 260.140.50 of these rules as to be unrea- 
sonably prejudicial to those shareholders unable to exercise or sell their 
rights and provided that the relative equity positions of different classes 
of outstanding shares shall not be unfairly prejudiced thereby. An exer- 
cise price, which is not more than 15% below the price as calculated in 
Section 260. 140.50, is presumptively reasonable under this section. Such 
rights to shareholders shall be freely transferable. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 

2. Amendment filed 2-11 -85; effective thirtieth day thereafter (Register 85, No. 
7). 

§ 260.1 40.41 . Compensatory Option Plans. 

Options granted to employees [including insurance agents who are 
employees for purposes of Rule 701(c) under the Securities Act of 1933, 
as amended (17 C.F.R. 230.701 (c)], officers, directors, general partners, 
trustees (where the issuer is a business trust), managers, advisors or con- 
sultants of the issuer, its parents, its majority-owned subsidiaries or ma- 
jority-owned subsidiaries of the issuer' s parent as part of a compensatory 
benefit plan shall be pursuant to a plan or agreement that provides for all 
of the following: 

(a) The total number of securities (which may be expressed as a specif- 
ic number of securities or as a percentage of the total number of securities 
outstanding from time to time) which may be issued and the persons eli- 
gible to receive options to purchase these securities. 

(b) An exercise period of not more than 120 months from the date the 
option is granted. 



(c) The non-transferability of the options, provided that the plan or 
agreement may permit transfer by will, by thelawsof descent and distri- 
bution, to a revocable trust, or as permitted by Rule 701 of the Securities 
Act of 1933, as amended (17 C.F.R. 230.701). 

(d) The proportionate adjustinent of the number of securities purchas- 
able and the exercise price thereof under the option in the event of a stock 
split, reverse stock split, stock dividend, recapitalization, combination, 
reclassification or other distribution of the issuer's equity securities with- 
out the receipt of consideration by the issuer, of or on the issuer's class 
or series of securities underiying the option. 

(e) Unless employment is terminated for cause as defined by applica- 
ble law, the terms of the plan or option grant or a contract of employinent, 
the right to exercise in the event of termination of employment, to the ex- 
tent that the optionee is entitled to exercise on the date employment ter- 
minates, continues until the earlier of the option expiration date or: 

(1 ) At least 6 months from the date of termination if termination was 
caused by death or disability. 

(2) At least 30 days from the date of termination if termination was 
caused by other than death or disability. 

(f) Options must be granted within 10 years from the date the plan or 
agreement is adopted or the date the plan or agreement is approved by the 
issuer's security holders, whichever is eariier. 

(g) The plan or agreement must be approved by a majority of the out- 
standing securities entitled to vote by the later of (1) within 12 months 
before or after the date the plan is adopted or the date the agreement is 
entered into or (2) prior to or within 12 months of the granting of any op- 
tion or issuance of any security under the plan or agreement in this state. 
Any option granted to any person in this state that is exercised before se- 
curity holder approval is obtained must be rescinded if security holder ap- 
proval is not obtained in the manner described in the preceding sentence. 
Such securities shall not be counted in determining whether such approv- 
al is obtained. A foreign private issuer, as defined by Rule 3b^ of the 
Securities Exchange Act of 1934, as amended (17 C.F.R. 240.3b-4), 
shall not be required to comply with this subsection provided that the ag- 
gregate number of persons in this state granted options under all option 
plans and agreements and issued securities under all purchase and bonus 
plans and agreements does not exceed 35. 

(h) Compliance with Section 260.140.46 of these rules regarding the 
information required to be received by security holders. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference cited: Sec- 
tions 25102, 25110, 25140, 25610 and 25612.5, Corporations Code. 

History 

1. Amendment of subsection (b) filed 7-19-72; effective thirtieth day thereafter 
(Register 72, No. 30). 

2. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 

3. Amendment filed 12-5-91; operative 1-6-92 (Register 92, No. 9). 

4. Amendment of first paragraph and subsections (a), (f), (g) and (k), repealer of 
subsecfions (k)(l) and (k)(2), and new subsection (/) filed 1-15-97; operative 
1-15-97 pursuant to Government Code section 1 1343.4(d) (Register 97, No. 3). 

5. Amendment of subsection (d) filed 12-30-98; operative 1-29-99 (Register 99, 
No. 1). 

6. Amendment of first paragraph and subsections (a)-(b), (e), (h)-(i) and (k)(l )-(/) 
filed 12-28-2000 as an emergency; operative 1-1-2001 (Register 2000, No. 
52). A Certificate of Compliance must be transmitted to OAL by 5-1-2001 or 
emergency language will be repealed by operation of law on the following day. 

7. Amendment of first paragraph and subsections (a)-(b), (e), (h)-(i) and (k)(] )-(/) 
refiled 5-2-2001 as an emergency; operafive 5-2-2001 (Register 2001, No. 
18). A Certificate of Compliance must be transmitted to OAL by 8-30-2001 or 
emergency language will be repealed by operation of law on the following day. 

8. Amendment of first paragraph and subsections (a)-(b), (e), (h)-(i) and (k)(l )-(/) 
refiled 8-30-2001 as an emergency; operative 8-30-2001 (Register 2001, No. 
35). A Certificate of Compliance must be transmitted to OAL by 12-28-2001 
or emergency language will be repealed by operation of law on the following 
day. 

9. Certificate of Compliance as to 8-30-2001 order, including further amendment 
of section heading and section, transmitted to OAL 12-27-2001 and filed 
2-7-2002 (Register 2002, No. 6). 

10. Amendment of section heading, section and Note filed 7-9-2007; operative 
7-9-2007 pursuant to Government Code section 1 1343.4 (Register 2007, No. 
28). 
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§ 260.1 40.41 .1 . Employee Options Other Than Qualified 
Stock Options. 

History 

1. New section filed 7-20-72; effective thirtieth day thereafter (Register 72, No. 
30). 

2. Renumbering and amendment of Section 260.140.41. 1 to Section 260.140.42 
filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 19). 

§ 260.1 40.41 .2. Information to Employees. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140. Corporations Code. 

History 

1 . New section filed 1 0-20-83; effective thirtieth day thereafter (Register 83, No. 
43). 

2. Repealer filed 12-5-91 ; operative 1-6-92 (Register 92, No. 9). 

§ 260.140.42, Compensatory Purchase or Bonus Plans 
Excluding Option Plans. 
Securities (other than options) distributed or sold to employees [in- 
cluding insurance agents who are employees for purposes of Rule 701(c) 
under the Securities Act of 1933, as amended (17 C.F.R. 230.701)], offi- 
cers, directors, general partners, trustees (where the issuer is a business 
trust), managers, advisors or consultants of the issuer, its parents, its ma- 
jority-owned subsidiaries or majority-owned subsidiaries of the issuer's 
parents as part of a compensatory benefit plan shall be pursuant to a plan 
or agreement that provides for all of the following: 

(a) The total number of securities (which may be expressed as a specif- 
ic number of securities or as a percentage of the total number of securities 
outstanding from time to time) which may be issued and the persons eli- 
gible to purchase securities under the plan or agreement. 

(b) The nontransferablity of the rights of any eligible person to acquire 
securities under the plan or agreement, provided that the plan or agree- 
ment may permit transfer of the rights to purchase securities by will, by 
the laws of descent and distribution, to a revocable trust, or as permitted 
by Rule 701 of the Securities Act of 1933, as amended (17 C.F.R. 
230.701). 

(c) The proportionate adjustment of the number of securities allocated 
to any eligible person under the plan or agreement in the event of a stock 
split, reverse stock split, stock dividend, recapitalization, combination, 
reclassification or other distribution of the issuer's equity securities with- 
out the receipt of consideration by the issuer, of or on the issuer's class 
of securities subject to the purchase right. 

(d) Securities must be issued within 10 years from the date the plan or 
agreement is adopted or the plan or agreement is approved by the issuer's 
security holders, whichever is eariier. 

(e) The plan or agreement must be approved by a majority of the out- 
standing securities entitled to vote by the later of (1) within 12 months 
before or after the plan is adopted or the date the agreement is entered into 
or (2) prior to the issuance of any security under the plan or agreement 
in this state. Any issuance of securities before security holder approval 
is obtained must be rescinded if security holder approval is not obtained 
in the manner described in the preceding sentence. Such securities shall 
not be counted in determining whether such approval is obtained. A for- 
eign private issuer, as defined by Rule 3b^ of the Securities Exchange 
Act of 1934, as amended (17 C.F.R. 240.3b-4), shall not be required to 
comply with this subsection provided that the aggregate number of per- 
sons in this state granted options under all option plans and agreements 
and issued securities under all purchases and bonus plans and agreements 
does not exceed 35. 

(f) Compliance with Section 260.140.46 of these rules regarding the 
information required to be received by security holders. 

Note: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25102, 25110, 25140, 25610 and 25612.5, Corporations Code. 

History 

1. Renumbering and amendment of former section 260.140.42 to section 
260. 1 40.43, and renujnbering and amendment of former section 260. 140.4 1 . 1 
to Section 260.140.42 filed 5-3-83; effective thirtieth day thereafter (Register 
83, No. 19). 

2. Amendment filed 12-5-91; operafive 1-6-92 (Register 92, No. 9). 



3. Amendment of first paragraph and subsections (c), (d) and (h), repealer of sub- 
sections (h)(1) and (h)(2), and new subsection (i) filed 1-15-97; operative 
1-1 5-97 pursuant to Govemment Code section 1 1 343.4(d) (Register97, No. 3). 

4. Amendment tiled 12-28-2000 as an emergency; operative 1-1 -2001 (Register 

2000. No. 52). A Certificate of Compliance must be transmitted to OAL by 
5-1-2001 or emergency language will be repealed by operation of law on the 
following day. 

5. Amendment refiled 5-2-2001 as an emergency; operative 5-2-2001 (Register 

2001, No. 18). A Certificate of Compliance must be transmitted to OAL by 
8-30-2001 or emergency language will be repealed by operation of law on the 
following day. 

6. Amendment refiled 8-30-2001 as an emergency; operative 8-30-2001 (Regis- 
ter 2001, No. 35). A Certificate of Compliance must be transmitted to OAL by 
12-28-2001 or emergency language will be repealed by operation of law on the 
following day. 

7. Certificate of Compliance as to 8-30-2001 order, including further amendment 
of section heading and section, transmitted to OAL 12-27-2001 and filed 
2-7-2002 (Register 2002, No. 6). 

8. Amendment of section heading, section and Note filed 7-9-2007; operative 
7-9-2007 pursuant to Government Code section 1 1343.4 (Register 2007, No. 

28). 

§ 260.140.43. Warrants to Purchasers of Debt Securities. 

Warrants to purchase equity securities may be issued to the purchasers 
of debt securities provided their issuance is necessary in order to obtain 
the debt financing and provided further: 

(a) the term of the warrant does not exceed the life of the debt securities 
or 15 years, whichever is less; 

(b) the number of shares of equity securities issuable upon exercise of 
the warrants does not exceed the number that could be purchased at the 
exercise price with the debt securities at face amount; and 

(c) the exercise price is at least equal to the value of the equity securi- 
ties calculated in the manner described in Section 260.140.50 of these 
rules on the date the warrant is issued. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Renumbering and amendment of former Section 260.140.43 to Section 

260.140.44, and renumbering and amendment of former Section 260.140.42 to 
Section 260.140.43 filed 5-3-83; effective thirtieth day thereafter (Register 83, 
No. 19). 

§ 260.140.44. Warrants to Purchasers of Equity Securities. 
Warrants to purchase equity securities may be issued to purchasers of 
equity securities provided their issuance is necessary to obtain the equity 
financing, and provided further that the term of the warrant does not ex- 
ceed 5 years, the number of equity securities issuable upon exercise of 
the warrants does not exceed the number of equity securities purchased 
together with the warrants and the exercise price is at least equal to the 
value of the equity securities calculated in the manner described in Sec- 
tion 260.140.50 of these mles at the date the warrant is issued. 
NoTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Renumbering and amendment of former Secrion 260.140.44 to Section 

260. 140.45, and renumbering and amendment of former Section 260.140.43 to 
Section 260. 140.44 filed 5-3-83; effective thirtieth day thereafter (Register 83, 
No. 19). 

§ 260.140.45. Limitation on Number of Securities. 

(a) The total number of securities issuable upon exercise of all out- 
standing options [exclusive of rights described in Section 260.140.40 
and warrants described in Sections 260.140.43 and 260.140.44 of these 
rules, and any purchase plan or agreement as described in Section 
260.140.42 of these rules (provided that the purchase plan or agreement 
provides that all securities will have a purchase price of 100% of the fair 
value (Section 260.140.50) of the security either at the time the person 
is granted the right to purchase securities under the plan or agreement or 
at the time the purchase is consummated)], and the total number of securi- 
ties called for under any bonus or similar plan or agreement shall not ex- 
ceed a number of securities which is equal to 30% of the then outstanding 
securities of the issuer (convertible preferred or convertible senior com- 
mon shares of stock will be counted on an as if converted basis), exclu- 
sive of securities subject to promotional waivers under Section 260.141, 
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unless a percentage higher than 30% is approved by at least two-thirds 
of the outstanding securities entitled to vote. 

(b) The 30% limitation set forth in this Rule, or such other percentage 
limitation as may be approved pursuant to this Rule, shall be deemed sa- 
tisfied if the plan or agreement provides that at no time shall the total 
number of securities issuable upon exercise of all outstanding options 
and the total number of shares provided for under any stock bonus or sim- 
ilar plan or agreement of the issuer exceed the applicable percentage as 
calculated in accordance with the conditions and exclusions of this Rule, 
based on the securities of the issuer which are outstanding at the time the 
calculation is made. 

(c) This section shall not apply to any plan or agreement that complies 
with all conditions of Rule 701 of the Securities Act of 1 933, as amended 
(17 C.F.R. 230.701); provided that for purposes of determining such 
compliance, any registered domestic partner shall be considered a "fami- 
ly member" as that term is defined in Rule 701. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Sections 
25102, 251 10, 25140, 25610 and 25612.5, Corporations Code. 

History 

1. Renumbering and amendment of former section 260.140.44 to section 
260. 1 40.45 filed 5-3-83; effect! ve thirtieth day thereafter (Register 83, No. 1 9). 

2. Amendment filed 12-5-91; operative 1-6-92 (Register 92, No. 9). 

3. Amendment filed 1-15-97; operative 1-15-97 pursuant to Government Code 
section 1 1343.4(d) (Register 97, No. 3). 

4. Amendment filed 12-28-2000 as an emergency; operative 1-1-2001 (Register 

2000, No. 52). A Certificate of Compliance must be transmitted to OAL by 
5-1-2001 or emergency language will be repealed by operation of law on the 
following day. 

5. Amendment refiled 5-2-2001 as an emergency; operative 5-2-2001 (Register 

2001, No. 18). A Certificate of Compliance must be transmitted to OAL by 
8-30-2001 or emergency language will be repealed by operation of law on the 
following day. 

6. Amendment refiled 8-30-2001 as an emergency; operative 8-30-2001 (Regis- 
ter 2001, No. 35). A Certificate of Compliance must be transmitted to OAL by 
12-28-2001 or emergency language will be repealed by operation of law on the 
following day. 

7. Certificate of Compliance as to 8-30-2001 order, including further amendment 
of section heading and section, transmitted to OAL 12-27-2001 and filed 
2-7-2002 (Register 2002, No. 6). 

8. New subsection (c) and amendment of Note filed 7-9-2007; operative 
7-9-2007 pursuant to Government Code section 1 1343.4 (Register 2007, No. 
28). 



§ 260.140.46. information to Security l-lolders. 

Plans or agreements pursuant to which securities are to be issued to 
employees, officers, directors, managers, advisors or consultants (in- 
cluding option, purchase and bonus plans) shall provide that the security 
holder(s) will receive financial statements at least annually. This section 
does not require the use of financial statements in accordance with Sec- 
tion 260.613 of these rules. This section shall not apply when issuance 
is limited to key persons whose duties in connection with the issuer as- 
sure them access to equivalent information. This section shall not apply 
to any plan or agreement that complies with all conditions of Rule 701 
of the Securities Act of 1933, as amended (17 C.F.R. 230.701); provided 
that for purposes of determining such compliance, any registered domes- 
tic partner shall be considered a "family member" as that term is defined 
in Rule 701 . 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25102, 25110, 25140, 25610 and 25612.5, Corporations Code. 

History 
1 

2 



5. Certificate of Compliance as to 8-30-2001 order, including further amendment 
of section heading and section, transmitted to OAL 12-27-2001 and filed 
2-7-2002 (Register 2002, No. 6). 

6. Amendment of section and Note filed 7-9-2007; operative 7-9-2007 pursuant 
to Government Code section 1 1343.4 (Register 2007, No. 28). 



New section filed 12-5-91; operafive 1-6-92 (Register 92, No. 9). 
Amendment filed 12-28-2000 as an emergency; operative 1-1-2001 (Register 

2000, No. 52). A Certificate of Compliance must be transmitted to OAL by 
5-1-2001 or emergency language will be repealed by operation of law on the 
following day. 

3. Amendment refiled 5-2-2001 as an emergency; operative 5-2-2001 (Register 

2001, No. 18). A Certificate of Compliance must be transmitted to OAL by 
8-30-2001 or emergency language will be repealed by operation of law on the 
following day. 

4. Amendment refiled 8-30-2001 as an emergency; operative 8-30-2001 (Regis- 
ter 2001, No. 35). A Certificate of Compliance must be transmitted to OAL by 
12-28-2001 or emergency language will be repealed by operation of law on the 
following day. 



Subarticle 5. Offering Price 

§ 260.1 40.50. Review of the Offering Price. 

In connection with those offerings specified in subdivision (d) of Sec- 
tion 25140 of the Code, the Commissioner will not consider the fairness 
of the offering price, except insofar as the offering price in its relation to 
the price at which securities of the saine class have been sold by the issuer 
to others would make such other securities promotional shares and would 
result in unreasonable promoters' profits or participations. In connection 
with other offerings, securities shall be sold at a price which is fair to the 
issuer and the purchasers. In determining whether the price is fair, pre- 
dominant weight will be given to the following: 

(a) If securities of the same class are publicly traded on an active mar- 
ket of substantial depth, the recent market price of such securities. 

(b) If securities of the same class have not been so publicly traded, the 
price at which securities of reasonably comparable corporations (if any) 
in the same industry are being traded, subject to appropriate adjustments 
for the dissimilarities between the corporations being compared. 

(c) In the absence of any reliable indicator under subsection (a) or sub- 
section (b), the earnings history, book value and prospects of the issuer 
in the light of market conditions generally. The initial public offering 
price shall not be less than $2.00 per share. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporafions Code. 

History 
1. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 

§ 260.1 40.51 . Sliding Scale Contracts. 

No qualification will be approved for the sale of securities pursuant to 
a contract whereby the price of the securities sold varies among different 
purchasers of the same offering or whereby such price varies as a result 
of the quantity of securities sold, except that in the case of quantity dis- 
counts qualification may be approved provided that there is compliance 
with all of the following six conditions. 

(a) There is no variance in the net proceeds to the issuer from the sale 
of the securities to different purchasers of the same offering; 

(b) All purchasers of the securities are informed of the available quan- 
tity discounts; 

(c) The same quantity discounts are allowed to all purchasers of all se- 
curities which are part of the offering; 

(d) The minimum amount of securities on the purchase of which quan- 
tity discounts are allowed is not less than $10,000; 

(e) The variance in the price of the securities results solely from a dif- 
ferent range of commissions, no discounts are allowed to any group of 
purchasers, and all discounts allowed are based on a uniform scale of 
commissions; 

(f) The applicant for qualification of the securities justifies allowance 
of the proposed quantity discounts by a showing that the aggregate 
amount thereof does not exceed, and that the measure of such discounts 
is reasonably related to, the saving of selling expense to be achieved in 
the sale of the quantities of securities for which such discounts are al- 
lowed. 

The foregoing rule does not prohibit a quantity discount offered by an 
investment company registered under the Investment Company Act of 
1940, as permitted by the Regulations under that Act, and does not apply 
to any employee option or stock purchase plans. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 5-10-73; effective thirtieth day thereafter (Reeister 73, No. 
19). 
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2. Amendment filed 5-3-83; effective thirtietii day thereafter (Register 83, No. 
19). ________ 

Subarticie 6. Recapitalizations and 

Reorganizations 

§ 260.140.60. FiSsng of Proxy Materials. 

If qualification of a recapitalization or reorganization is required, no 
materials designed to solicit proxies or consents from security holders in 
connection therewith shall be distributed without the prior filing of such 
proxy materials with the Commissioner and the issuance of a permit. A 



preliminary copy of such materials shall be attached as an exliibit to the 
application for qualification. 

§ 260.1 40.61 . Mergers and ConsolidatDons. 

A plan of reorganization contemplating the combination of two or 
more businesses by way of merger or consolidation (including a sale of 
assets in exchange wholly or in part for securities of the purchasing cor- 
poration) should provide for the issuance of securities which fairly reflect 
the relative values of the corporations which are parties to the plan of reor- 
ganization. The permit authorizing the issuance of securities in connec- 
tion with a plan of reorganization may be conditioned upon the obtaining 
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of an affirmative vote of a specified percentage of the outstanding stock 
held by persons other than those who have a conflict of interest in connec- 
tion with the adoption of the plan of reorganization. 

§260.140.62. Hearings. 

A hearing pursuant to Sections 250.17-250.25 of these rules may be 
ordered by the Commissioner in unusual circumstances in connection 
with an application for a permit to sell securities in any recapitalization 
or reorganization, and such a hearing will be held upon the request of the 
applicant. 

NOTE: Authority cited: Sections 25140 and 25610, Corporations Code. Refer- 
ence: Section 25140. Corporations Code. 

History 

1. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

§ 260.140.63. iSHegotiatSng Permit in Connection with 
Recapitalizations and Reorganizations. 

Normally, no negotiating permit is required or will be issued in con- 
nection with a recapitalization or reorganization. Any negotiations prior 
to general solicitation of shareholders' approval are exempted by subdi- 
vision (a) of Section 25103 of the Code. An application for a definitive 
permit should be inade prior to the distribution of the proxy material to 
the shareholders and normally will be acted upon prior to such distribu- 
tion. The permit, however, may be conditioned upon the obtaining of an 
affirmative vote of a specified percentage of the outstanding shares held 
by persons other than those who have a conflict of interest in connection 
with the adoption of the plan of reorganization or recapitalization. In ex- 
traordinary cases the Commissioner may delay decision on the issuance 
of the definitive permit until after the shareholders' vote, and in that case 
a negotiating permit will be issued prior to the solicitation of sharehold- 
ers' approval without the necessity for any separate application therefor 
upon payment of the additional fee specified therefor. 
NOTE: Authority cited: Sections 25102(c), 25610and 25612, Corporations Code. 
Reference: Sections 25102(c), 25140 and 25160, Corporations Code. 

History 
l.RenumberingofformerSection260.121 to Section 260.140.63 filed 10-26-84; 

effective thirtieth day thereafter (Register 84, No. 43). 



• 



Stock Dividends and Stock 



§ 260.1 40.70. Stock Dividends and Stock Splits. 

An application for the issuance of securities in a stock dividend or 
stock split (which is not exempt from qualification by subdivision (f) of 
Section 25017 or subdivision (f) of Section 25103 of the Code) will nor- 
mally be approved unless as a result thereof the relative voting power of 
different classes of stock would be unfairly altered. However, a stock 
split which would reduce the market price of the securities to less than 
two dollars per share (referred to in Clause (2) of subdivision (f) of Sec- 
tion 25 103 of the Code) or a reverse stock split which would substantially 
alter the proportionate interests of the shareholders (referred to in Clause 
(3) of subdivision (f) of Section 25103 of the Code) will not normally be 
approved. 

Sybartioie 7o1o Mutual Water Companies 

§260.140.71. Purpose. 

The purpose of the mutual water company rules is two-fold: To assure 
that an adequate water supply and distribution system exists for human 
consumption (or irrigation for agricultural use) and for fire protection; 
and to assure that adequate disclosure and protection to the security hold- 
ers exists with respect to rights and duties arising from their security 
holdings in the mutual water company. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 



History 

1. New Subaiticle7.1 (Sections 260.140.71-260.140.71. 10) filed 4-14-83;effec- 
tive thirtieth day thereafter (Register 83, No. 16). 



§260.140.71.1. General. 

A mutual water company seeking a permit from the Commissioner 
must be organized under either the General Corporation Law (Corpora- 
tions Code Sections 100-2319) or the Nonprofit Corporation Law relat- 
ing to Nonprofit Mutual Benefit Corporations (Corporations Code Sec- 
tions 71 10-8910). 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporafions Code. 

§ 260.1 40.71 .2. Application for Qualification by Permit 
Pursuant to Section 25113 of the Corporate 
Securities Law of 1968. 

An application for qualification by permit of the offer and sale of secu- 
rifies proposed to be issued by a mutual water company must contain the 
information required by Sections 260.1 10 and 260.113 of the Commis- 
sioner's Rules. 

In addition, the following information must be filed as an exhibit to the 
application in response to the items of Rule 260.113 found below: 

(a) Item 20(iii): 

(1) A statement of the purposes of the company indicating the scope 
and variety of its proposed operations. 

(2) A description of the service area in which the mutual water compa- 
ny proposes to deliver water, and a representation that the mutual water 
company contacted the Public Utilities Commission (PUC) and the 
county local agency formation commission (LAFCO) to determine if the 
proposed service area will overlap an exisUng water service area or if an 
existing water service area could more appropriately serve the subdivi- 
sion. In the case of a proposed subdivision, contact with the PUC and the 
LAFCO should be made at the time of initial contact with the local plan- 
ning department. If a water company is reorganizing to become a mutual 
water company, contact with the PUC and the LAFCO should be made 
at the time initial contact with the local or state department of health. 

(3) A description of the method by which the company is to acquire 
the water supply, distribution and fire protection system. If a mutual wa- 
ter company being formed in connection with subdivided lands or a sub- 
division of land is to acquire its water supply, distribution and fire protec- 
tion system from the subdivider, copies of the contract and other 
documents relating to the acquisition of the system must be filed. These 
contracts and documents must evidence the mutual water company's title 
to the water supply, distribution and fire protection system. For example: 
a bill of sale transferring all personal property used and usable in the oper- 
ation of the mutual water company; a copy of the recorded deed to the 
wells and water tanks to be used by the mutual water company in the sup- 
ply, distribution and fire protection system; copies of recorded deeds 
granting easements for construction, repair, maintenance and improve- 
ments of the water supply, distribution and fire protection system. 

Additionally, the subdivider must file a copy of an executed written 
contract entered into with the mutual water company whereby the subdi- 
vider agrees with the mutual water company to pay monthly a proportion- 
al part of the repair and replacement fund (as required by Rule 
260.140.71.2(b)(3)) according to the following ratio: number of lots 
owned or controlled by the subdivider to total number of lots in the subdi- 
vision. The written contract may also provide that, in consideration of 
transfer by the subdivider to the mutual water company of the water sup- 
ply, distribution and fire protection system, the mutual water company 
agrees to: 

(A) take all necessary action to apply for subsequent permits from 
the Department of Corporations, provided the subdivider agrees to pay 
all expenses of the mutual water company associated with obtaining the 
permit, and provided further the extension of the water supply, distribu- 
tion and fire protection system is to a contiguous subdivision and is com- 
pletely integrated into the present system so that there exists, in effect, 
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one water supply, distribution and fire protection system which will not 
create conflicts between present and future users; 

(B) sell and issue securities to purchasers of remaining lots in the 
subdivision on the same terms (except for price, if the difference is justi- 
fied) for the initial purchasers; 

(C) cooperate with the subdivider in the operation, maintenance, 
and improvement of the present and contemplated water supply, distribu- 
tion and fire protection system; and 

(D) contract with the subdivider or a successor in interest, if a rea- 
sonable request is made to do so, for the management of the mutual water 
company for as long as lots in the subdivision remain unsold, provided 
at all times the board of directors of the mutual water company shall ap- 
prove or disapprove the terms of the contract including compensation to 
the subdivider or successor in interest, if any. 

(4) An engineer's report prepared as required by Section 260.150 and 
Sections 260.504.2-260.504.2.4. 

(5) If the company proposes to distribute water for human consump- 
tion, a copy of the certificate of the Director of Public Health as required 
by Sections 4010-4024 of the Health and Safety Code must be filed. 

(6) If a mutual water company is being formed in connection with sub- 
divided lands or a subdivision of land, as defined in Sections 11000, 
1 1 000. 1,11 000.5, and 1 1 004.5 of the Business and Professions Code, the 
application must state that the securities will be sold or issued only to pur- 
chasers of lots in the subdivision, or to successors in interest of purchas- 
ers of lots in the subdivision, and not sold or issued to the subdivider or 
to the successor in interest of the subdivider. Moreover, the application 
must state that the securities will be sold or issued only after a public re- 
port for the subdivision has been issued by the Department of Real Estate. 
The mutual water company must file one additional copy of the applica- 
tion to be referred for comment to the Commissioner of Real Estate. 

(7) If the water supply and distribution system will be completed prior 
to the issuance of a permit by the Commissioner, the application should 
include either a statement of the engineer preparing the engineer's report 
submitted with the application, or of a person employed or acting on be- 
half of a public agency or other independent qualified person, that the 
system has been examined and tested and that the system operates in ac- 
cordance with the design standards of the system described in the appli- 
cation. 

(b) Item 21. A: The articles of incorporation or bylaws of the mutual 
water company must contain the following: 

(1) A statement to the effect that the mutual water company shall pro- 
vide water to all members or shareholders. 

(2) A general description of any activities other than the delivery of 
water in which the water company may engage. The appropriateness of 
these other activities will be determined by the commissioner upon a con- 
sideration of the circumstances in each particular case. 

(3) A proviso directing the board of directors to estabUsh a rate struc- 
ture which will result in the accumulation and maintenance of a fund for 
the repair and replacement of the water supply, distribution and fire pro- 
tection system (the "repair and replacement fund"). The rate charged, 
moreover, must bear a reasonable relationship to the cost of furnishing 
water. Unimproved lots included within the area to be served must bear 
a proportionate share of the cost of repair and replacement of the water 
supply, distribution and fire protection system, as well as a proportionate 
share of the cost of maintaining the repair and replacement fund. 

(4) A reasonable relationship between each unit of the securities to be 
issued and each unit of the area to be served; e.g., one share of common 
stock issued for each subdivided lot purchased. 

(5) A statement prohibiting the issuance of fractional shares or securi- 
ties. 

(6) Adequate provision must be provided for transfer of the securities, 
voting rights of the security holders, inspection of books and records by 
security holders, necessary or contemplated expansion of the facilities of 
the mutual water company, and further subdivision, where applicable, of 
the area to be served. 



(7) A reasonable limitation on the salaries paid to the persons operat- 
ing, or employed by, the mutual water company including officers and 
directors. 

(8) A provision for annual meetings of the security holders accompa- 
nied by a provision for adequate notice. 

(9) A provision for distributing to each security holder annually fiscal 
year-end financial statements within 105 days of the close of the fiscal 
year. 

(10) In the case of a mutual water company purchasing water for distri- 
bution from a public utility, municipal water company or water district, 
a provision for charging all security holders a pro rata amount of the cost 
of water supplied to an entity providing fire protection service. 

(c) Item 21. F: A mutual water company must prepare an offering cir- 
cular to be used in an offer and sale of its securities. This offering circular 
must include, among other things: a discussion of the water supply, distri- 
bution and fire protection system; a summary of the opinion of the engi- 
neer along with the engineer's consent as required by Sections 
260.504.2-260.504.2.4; the area in which the mutual water company in- 
tends to provide water service; whether activifies other than dehvery of 
water are contemplated by the mutual water company; a discussion of the 
rights and duties of the security holders of the mutual water company as 
set forth in its articles of incorporation and bylaws, including the conse- 
quence of failure to pay for water or assessments; the fact that the articles 
of incorporation provide that the shares or securities of the mutual water 
company may not be sold separately from the right to water evidenced 
by the security of the mutual water company; prohibition of issuance of 
fractional shares or securities of the mutual water company; a discussion 
of the certificate issued by the Director of Public Health certifying that 
the water is fit for human consumption; the limitation imposed on salaries 
to be paid to personnel operating, or employed by, the mutual water com- 
pany including officers and directors; a discussion of the transferability 
of the securities, the voting rights of the security holders, access to books 
and records, necessary or contemplated expansion of the facilities of the 
mutual water company, and further subdivision of the area to be served, 
if applicable; a discussion of the subdivider's duties with respect to main- 
tenance and repair or replacement of the water supply, distribution or fire 
protection system; and a discussion of the establishment and mainte- 
nance of the repair and replacement fund. 

Additionally, the following exhibits shall be attached to the offering 
circular: a copy of the articles of incorporation and bylaws of the mutual 
water company; and a copy of financial statements of the mutual water 
company (if the mutual water company has not yet commenced opera- 
tions, a detailed operating budget for the first six months of operations 
should be included as an exhibit to the offering circular; the operating 
budget must include estimated monthly fees to be charged to the water 
users). 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Change without regulatory effect amending section filed 9-25-2002 pursuant 

to section 100, title 1, California Code of Regulations (Register 2002, No. 39). 

§ 260.1 40.71 .3. Content of Engineer's Report. 

The engineer's report filed with the applicafion shall contain all rele- 
vant information pertaining to the proposed water supply distribution and 
fire protection system including, but not limited to, the following: 

(a) A system map of the area to be served showing: 

(1) The total acreage; 

(2) The number and locafion of lots into which the area is or can be sub- 
divided and the locafion of the connection for water service; 

(3) The location of all sources of supply, principal pumping stations, 
diversion works, water treatment and filter plants, and storage facilities; 
the size, character, and location of all mains and ditches; and the location 
of all valves and gates, gauges, interconnections with other systems, and 
fire hydrants; 

(4) The location, size, and kind of each service pipe; 
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(5) The layout of all principal pumping stations and water treatment 
and filter plants to show size, location, and character of all major equip- 
ment, pipelines, connections, valves, and other equipment used in con- 
nection therewith; 

(6) The date of constaiction and condition of all principal items of 
plant and extensions of all mains. 

(b) A description of the sources of supply, including in the case of 
wells, information on the depth, diameter, and casing of the well, and a 
statement indicating that the proposed water supply and distribution sys- 
tem complies with the requirements of the following paragraphs of this 
Rule, supported by reports showing the sustained capacity of source of 
supply, or, if all or some water is to be obtained from another source, co- 
pies of contracts for obtaining such water, together with estimates of the 
present and ultimate water consumption in the area to be served. 

(c) A statement indicating in detail the cost of the water supply, distri- 
bution and fire protection system, and indicating the cost of any required 
repairs or replacement. 

(d) An opinion by the engineer to the effect that the water supply, dis- 
tribution and fire protection system will adequately, dependably and 
safely meet the total requirements for all water consumers under maxi- 
mum consumption. The opinion must have attached to it the calculations 
and data used in estimating the water requirements. 

(e) A statement of the engineer of the estimated cost of maintenance 
of the system, the estimated useful life of the components of the system, 
the estimated cost of replacement of the system, and the monthly or annu- 
al amount which should be charged to establish a reasonable reserve for 
maintenance and replacement of the system based on these estimates. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

§ 260.1 40.71 .4. Design Standards for Water Supply and 
Distribution Systems. 
The water supply and distribution system of a mutual water company 
proposing to distribute water for human consumption should comply 
with the following design standards: 

(a) The system will be adequate to maintain normal operating pressure 
of not less than 25 pounds per square inch, nor more than 125 pounds per 
square inch, at the service connection; provided, however, that during pe- 
riods of hourly maximum demand, or at the time of peak seasonal loads, 
the pressure may be reduced to not less than 20 pounds per square inch, 
and during periods of hourly minimum demand the pressure may in- 
crease to not more than J 50 pounds per square inch. Variations in pres- 
sure under normal operation should not exceed fifty percent of the aver- 
age operating pressure. The average operating pressure should be 
determined by computing the arithmetical average of at least twenty- 
four consecutive hourly pressure readings. 

(b) The quantity of water delivered to the distribution system from all 
source facilities should be sufficient to supply adequately, dependably, 
and safely the total requirements of all water consumers under maximum 
consumption, and should be sufficient to maintain the pressure specified 
by subsection (a) of this section. 

(c) The distribution system should provide at least one connection per 
service and, to the extent feasible, should be designed in a property seg- 
mented grid so as (1) to minimize the extent of interruption in water ser- 
vice when repairs are necessary and (2) to avoid dead ends in its water 
mains. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

§ 260.1 40.71 .5. Design Standards for Fire Protection 
Systenn. 
(a) In addition to complying with the requirements of the other provi- 
sions of this Subarficle 7.1, the mutual water company shall provide at 
least a minimum level of water service to its customers for fire protection 
purposes as an inherent part of the water system design in accordance 
with the standards set forth below. These standards are stated as mini- 
mum levels of water service which the mutual water company shall pro- 



vide and are not intended to preclude the mutual water company from de- 
signing a fire protection system meeting higher standards, nor preclude 
any governmental agency from setting higher standards in any area sub- 
ject to its jurisdiction. A mutual water company may request the Com- 
missioner to exercise discretion with respect to a fire protection system 
not meeting the design standards set forth herein upon a strong showing 
by the mutual water company that the system is adequate for fire protec- 
tion purposes. In determining whether to exercise discretion, the Com- 
missioner, among other things, will look to a written statement from the 
entity providing fire protection service that the system is adequate for fire 
protection. 

(b) Initial Construction, Extension, or Modification. In the initial con- 
staiction, extension, or modification of a water system, any one of which 
is required to serve ( 1 ) a new user or (2) a change in use, the facilities con- 
structed, extended, or modified shall be designed to be capable of provid- 
ing, for a sustained period of at least two hours, in addition to the require- 
ments of the average daily demand within the area to be served, the 
minimum flow requirements set forth below opposite the classification 
of land use to be served: 

Land Use Minimum Flow 

1. Rural, residential with a lot density of two or less per acre 

primarily for recreational and retirement use 250 gpm 

2. Lot density of less than one single-family residential unit 

per acre 500 gpm 

3. Lot density of one or two single-family residential units 

per acre 750 gpm 

4. Lot density of three or more single-family residential units 

per acre 1 ,000 gpm 

5. Duplex residential units, neighborhood business of 

one story 1 ,500 gpm 

6. Multiple residential, one and two stories; light commercial 

or light industrial 2,000 gpm 

7. Multiple residential, three stories or higher; heavy commercial 

or heavy industrial 2,500 gpm 

NOTE; Authority cited: Section 25610, Coiporations Code. Reference: Section 
25140, Corporations Code. 

§ 260.1 40.71 .6. Water Supply and Distribution System 
Construction Standards. 
The water supply and distribution system of a mutual water company 
proposing to distribute water for human consumption shall be con- 
structed to conform with currently accepted engineering practices, and 
shall comply with the following construction standards where possible: 

(a) Water mains to be installed below the frost level or otherwise pro- 
tected to prevent freezing and should not have less than 30 inches of cov- 
er over the top of the pipe in public streets or alleys except where such 
depth is rendered impossible by underground obstructions or rocky or 
hardpan conditions. 

(b) The size, design, material, and installation of service pipes to con- 
form to the reasonable requirements of the mutual water company; pro- 
vided, however, that the minimum size of the pipe to be not less than 3/4 
inch nominal size. Except where services are not intended for use during 
freezing weather and arrangements are made to drain service pipes prior 
to such weather, and except at terminations in connection with the meter 
or water consumers piping, all service pipes to be laid at a depth suffi- 
cient to prevent freezing. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

§ 260.1 40.71 .7. Fire Protection System Construction 
Standards. 

The fire protecfion system of a mutual water company must be con- 
structed to conform with currently accepted engineering practices, and 
must comply with the following construction standards: 

(a) Flow Tests. The flows set forth in Section 260.140.71 .5 above are 
to be calculated on the basis of a residual pressure of 20 p.s.i.g. in the dis- 
tribution system under flowing conditions. 

(b) Fire Hydrants. Fire hydrants shall be attached to the distribution 
systems at the locations designated by the entity responsible for their use 
for fire fighting purposes. Any new mains to which a hydrant may be at- 
tached shall be not less than six inches in diameter. 



Page 297 



Register 2005, No. 13; 4-1-2005 



§ 260.140.71.8 



BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



(c) Source of Supply. Each separately operated water system shall 
have not less than two independent sources of supply. 
NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

§ 260.1 40.71 .8. Fire Hydrant Maintenance, Repair or 
Replacement; Annual Flow Tests. 

The mutual water company is financially responsible for the mainte- 
nance, repair or replacement of fire hydrants. See Civil Code Section 549 
regarding charges from mutual water companies to entities providing fire 
protection services. A mutual water company must perform and record 
annual flow tests pursuant to Section 260. 140.7 1 .7(a) or. in lieu of the an- 
nual flow test under Section 260. J 40.7 1 .7(a), any test to determine avail- 
able flow performed by a fire protection agency. The recorded test results 
will become part of the mutual water company's books and records. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

§ 260.1 40.71 .9. Permit Issuance Prior to Completion of 

Water Supply, Distribution and Fire Protection 
System. 

(a) Generally, the Commissioner will not issue a permit authorizing 
the offer and sale of securities of a mutual water company if the water 
supply, distribution and fire protection system has not been installed and 
is not ready to operate. However, upon a showing by the engineer for the 
mutual water company that the water supply, distribution and fire protec- 
tion system is substantially completed (i.e., completion of at least 75% 
of the system), the Commissioner may issue a permit. 

(b) In addition to the requirement of a showing of substantial comple- 
tion of the system, the mutual water company must file a completion 
bond issued to it and naming it as beneficiary in order to protect proposed 
security holders from unexpected costs attributable to completion of the 
system. The amount of the completion bond should be at least 120% of 
the then estimated cost to complete the facilities (as determined by the 
engineer) and it must state that the water supply, distribution and fire pro- 
tection system will be complete within six months from the date of pur- 
chase of the bond. 

(c) As an alternative to a completion bond, the mutual water company 
may propose other arrangements to guarantee completion of the water 
supply, distribution and fire protection system. A mutual water company 
proposing other arrangements to guarantee completion of the system 
must first obtain the written consent of the Commissioner that the ar- 
rangement is satisfactory. 

(d) Where the Commissioner approves a qualification without requir- 
ing the water supply, distribution and fire protection system to be in- 
stalled and ready to operate, as provided for above, a condition will be 
imposed upon the permit, but not limited to, prohibiting the sale of securi- 
ties prior to the completion of the system and the filing of the report re- 
quired by Section 260.140.71.2(a)(viii). 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

§ 260.1 40.71 .1 0. Application for Subsequent Qualification 
by Permit Pursuant to Section 25113 of the 
Corporate Securities Law of 1968. 

When a mutual water company has already sold securities pursuant to 
a previously issued permit, an application for a subsequent qualification 
of additional securities shall comply with Sections 260. 1 10 and 260.1 13, 
incorporating by reference the information already on file with the De- 
partment and furnishing any amendment or revision thereto by exhibit. 
The following additional information must be filed as an exhibit to Item 
20 of Section 260.1 13: 

(a) Copies of operating records of the apphcant indicating the number 
of water customers and the total amount of water consumed at the time 
the application is filed. 

(b) An engineer's report meeting the requirements of Section 
260.140.71.3 for the total water supply, distribution and fire protection 
system, present and proposed, concluding that one, completely inte- 



grated and serviceable water supply, distribution and fire protection sys- 
tem exists. The engineer's report must also state any changes in the water 
distribution and fire protection system and must state whether adequate 
water is available to serve present as well as proposed new users. In addi- 
tion, the engineer's report must include the quantity of water available at 
the time the report is prepared and a detailed estimate of the water re- 
quirements of the present and proposed users. 

(c) If the mutual water company distributes or intends to distribute wa- 
ter for human consumption, it must file a copy of the certificate then in 
effect from the Director of Public Health as required by Sections 
4010^024 of the Health and Safety Code. 

(d) If the mutual water company was originally formed, or is now in- 
tended to be used, in connection with subdivided lands or a subdivision 
of land as defined in Sections 1 1000, 1 1000.1, 1 1000.5, and 1 1004.5 of 
the Business and Professions Code, an additional copy of the application 
must be filed for comment by the Commissioner of Real Estate. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 



Subarticle 7.2. 



Offerings of Debt Securities 
by Churches 



§ 260.140.72. Purpose; Definitions. 

(a) This subarticle sets forth the standards with respect to an applica- 
tion of a church for a permit to sell debt securities in a limited offering 
pursuant to Section 251 1 3 of the Code. An offering of church debt securi- 
ties to the general public, even if combined with an offering to the persons 
described in subdivision (d), will be subject to the standards generally 
applicable to public offerings of debt securities (including, but not lim- 
ited to. Rules 260.140.4, 260.140.5 and 260.140.10) and to the special 
standards set forth in this subarticle, except for Rules 260.140.72.3 and 
260.140.72.4. 

(b) "Cash-flow," as used in Rule 260. 140. 10 when applicable to offer- 
ings of debt securities by churches and for the purposes of this subarticle, 
and as used in Rule 260.140.72.2, means donations and other revenue 
which can be demonstrated to be of a continuing nature as distinguished 
from irregular fund raising campaigns. 

(c) "Church," for the purposes of this subarticle, includes a church, a 
synagogue, temple, mosque or other place of worship and related church 
property such as a school or youth camp. "Church" shall be a nonprofit 
organization that operates exclusively for religious purposes and is an or- 
ganization described in Secfion 501(c)(3) of the Internal Revenue Code 
of 1986, as amended. 

(d) "Limited offering," for the purposes of this subarticle, means an of- 
fering only to a group of persons, each of whom is an individual who, 
prior to solicitation for the purchase of the security, was a member of, 
contributor to, or participant in the church or in any specified program, 
acUvity or organization which is a part of the church, or who is a family 
member of such individual. In addition, "limited offering" for purposes 
of this subarticle may include an offering to a bank, savings and loan as- 
sociation, trust company, insurance company, investment company reg- 
istered under the Investment Company Act of 1940, or pension or profit- 
sharing trust (other than a pension or profit-sharing trust of the issuer), 
whether the purchaser is acting for itself or as trustee. As used in this sub- 
section, "family member" means an ancestor or descendant, a brother, 
sister, aunt, uncle, niece, nephew or first cousin. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. New section filed 2-8-89; operative 3-10-89 (Register 89, No. 8). 

2. Amendment of subsection (c) filed 4-1-2005; operative 5-1-2005 (Register 
2005, No. 13). 

§ 260.1 40.72.1 . Application for Qualification. 

The application must contain the information required by Sections 
260.1 10 and 260.1 13 of the Commissioner's Rules. In addition, the fol- 
lowing information must be filed as an exhibit to the application: 
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(a) If any portion of the net proceeds from the sale of the securities is 
to be used for the construction of real estate improvements, a schedule 
detailing the construction of the project and a statement of estimated cost 
with respect to each part of the construction project. The cost estimate 
shall be substantiated by a statement of a qualified independent contrac- 
tor or other qualified and independent person. The application shall dem- 
onstrate that with the proceeds of the proposed financing, the applicant 
will have funds sufficient to complete the project. 

(b) A copy of the resolution adopted by the governing body of the 
applicant providing: 

( 1 ) for a fund devoted exclusively to the payment of interest and prin- 
cipal on the debt securities proposed to be issued and pledging a specified 
portion of the monthly revenues of the applicant to the fund devoted ex- 
clusively to the payment of such interest and principal. The portion 
pledged shall be sufficient for the payment of current interest and matur- 
ing installments of principal; 

(2) that such fund shall be maintained with and administered by a fed- 
erally insured bank located in any of the United States; 

(3) That all monies received from the sale of securities shall be depos- 
ited in a trust account available only for expenditures on account of the 
project for which the indebtedness is to be incurred; and 

(4) that such trust account shall be maintained with and administered 
by a bank or savings and loan association located in California. This sub- 
section (b)(4) shall not apply to: 

(A) a firmly underwritten public offering; or 

(B) a public offering where the issuer and selling broker-dealer com- 
mit as a part of the verified application of the issuer that less than 50 per- 
cent of the debt is to be held by persons who have addresses in this state 
according to the records of the underwriter. For the purposes of this rule, 
a public offering is "firmly underwritten" when an underwriter uncondi- 
fionally agrees to purchase all the debt to be issued by a church in a speci- 
fied offering to the public, subject to agreed upon provisions relating to 
acts occasioned by nature without the interference of any human agency. 

(c) An opinion of legal counsel attesting to: the authority of the appli- 
cant to offer and sell the debt securities; the status of the applicant as a 
nonprofit organization; and whether after the sale, the church debt securi- 
ties will be valid, binding obligations of the applicant in accordance with 
the issuer's governing documents. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. New section filed 2-8-89; operative 3-10-89 (Register 89, No. 8). 

2. New subsection (c) filed 4-1-2005; operative 5-1-2005 (Register 2005, No. 
13). 

§ 260.140.72.2. Aggregate Debt 

An applicant must demonstrate its ability to repay debt from cash flow. 
As a general rule, the aggregate debt of the issuer on completion of the 
offering should not exceed an amount which can be serviced as to princi- 
pal and interest with one-third of applicant's cash flow. The general rule 
notwithstanding, an applicant mayjustify incurring a larger indebtedness 
by demonstrating: 1) ability to devote more cash flow to the service of 
indebtedness; 2) that an increase in cash flow is to be anticipated in line 
with past experience or as a result of the improvements to be provided 
with the proceeds of the proposed financing; or 3) other appropriate rea- 
sons. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . New section filed 2-8-89; operative 3-10-89 (Register 89, No. 8). 

§260.140.72.3. Sales Commissions. 

Sales commissions in connection with the sale of the debt securities 
(exclusive of expenses incurred in preparation of the offering) shall not 
exceed 2 1/2% of the monies collected from the sale of such securities. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25 1 40, Corporations Code. 



History 
1. New section filed 2-8-89, operative 3-10-89 (Register 89, No. 8). 

§ 260.140.72.4. Limitations on Transfer. 

Limitations shall be imposed upon the transfer of the debt securities 
so as to maintain ownership with the group of individuals described in 
Section 260. 140.72(d). Transfers outside that group by gift or as security 
for a loan shall be permissible. 

NOTE: Authority cited: Section 25610, Coiporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . New section filed 2-8-89, operative 3-10-89 (Register 89. No. 8). 

§260.140.72.5. Disclosure. 

(a) The offering shall be accompanied by a disclosure document in the 
form and containing the information required by the Offering Circular 
provisions of the Statement of Policy Regarding Church Bonds of the 
North American Securities Administrators Association, adopted April 
14, 2002. In addition, a Cross Reference Sheet, which is substantially 
equivalent to the form that accompanies the Statement of Policy Regard- 
ing Church Bonds adopted April 14, 2002 and the proposed disclosure 
document shall be attached as an exhibit to the application. 

(b) If purchasers are given the opportunity to make payment by means 
of borrowing or installment payments, these payment methods shall be 
cleariy described in the disclosure documents, and all expenses and 
charges, including those on account of interest or loss of interest, if any, 
shall be disclosed. 

(c) Terms such as "lay-away-plan," "safe investment," and "revenue 
bonds" shall not be approved. Unsecured promissory notes may not be 
described as "bonds." 

NOTE: Authority cited: 25610, Corporations Code. Reference: Section 25140, 
Corporations Code. 

History 

1. New section filed 2-8-89, operative 3-10-89 (Register 89, No. 8). 

2. Amendment of subsection (a) filed 4-1-2005; operative 5-1-2005 (Register 
2005, No. 13). 

§ 260.140.72.6. Financial Statements. 

An application for an offering of debt securities by a church shall be 
accompanied by audited financial statements meeting the requirements 
of Rule 260.613, except that: ( I ) audited financial statements meeting the 
requirements of Rule260.613 may be filed for the church's last fiscal year 
only when audited financial statements for more than the last fiscal year 
are unavailable and unaudited financial statements for the two prior fiscal 
years are also filed; or (2) audited financial statements meeting the re- 
quirements of Rule 260.613 may be filed for the church's last two fiscal 
years only when audited financial statements for more than the last two 
fiscal years are unavailable and an unaudited financial statement for the 
prior fiscal year is also filed. The foregoing notwithstanding, this rule 
shall not diminish or otherwise restrict the Commissioner's discretion 
under Rule 260.613 to waive such requirements when appropriate such 
as the issuance of debt securities only to the members of the congregation 
of a church. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140 and 25613, Corporafions Code. 

History 
1. New section filed 2-8-89; operative 3-10-89 (Register 89, No. 8). 

Subarticle 8. Investment Companies 

§ 260.140.80. Front-End Load Prohibited. 

A qualification will not be approved for the sale of open-end invest- 
ment company shares pursuant to a contractual plan whereby more than 
a pro rata portion of the load or commission is deducted from any instal- 
lment payment or whereby any charge, penalty or forfeiture is assessed 
for failure to make installment payments. 

§ 260.140.80.5. Contractual Periodic Payment Plan 
Standards. 

Notwithstanding Rules 260.140.80 and 260.140.83, the offer and sale 
of shares in a contractual periodic payment plan (the "plan") whereby 
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more than a pro rata portion of the load or commission is deducted from 
any installment payment may be qualified, provided that the offer and 
sale of the shares and the plan conform to the following guidelines. 

(a) Determination of Suitability of Purchasing Investor. 

No shares in a plan may be offered for sale in this state unless a princi- 
pal of the selling broker-dealer has determined that the plan is suitable 
for the purchasing investor. This determination shall be based upon, but 
not be limited to, consideration of the following facts: 

(1) The investor's age, marital status, and number of dependents. 

(2) The investor's major investment goals and the time frame for 
achieving these goals. 

(3) The investor's current and anticipated future financial status, in- 
cluding income, and reasonably anticipated short-and long-term liabili- 
ties or other obligations. 

(4) The reasonable likelihood of the investor's continued income. 

(5) The investor's ability to address potentially burdensome financial 
situations, (e.g., the death of a family member) through the use of insur- 
ance, savings, or other assets; and 

(6) The investor's understanding of the risks inherent in investing in 
securities and the usefulness of savings instruments or accounts for 
short-term needs. 

The selling broker-dealer shall retain for at least five (5) years the doc- 
uments disclosing the basis upon which the determination of suitability 
was made as to each purchasing investor. 

(b) Limitation on Commissions. 

(1 ) In addition to the refund rights available to an investor pursuant to 
Sections 27(d) and 27(f) of the Investment Company Act of 1 940, as 
amended, [15 U.S.C. Sec. 80a-l , et seq.] an investor may withdraw from 
the plan within twenty-eight (28) months of the investor's initial pay- 
ment and shall receive the sum of (i) the value of his or her account, and 
(ii) the amount by which all sales charges, commissions or other selling 
or redemption fees deducted from the investor's account exceed fifteen 
percent (15%) of the gross payments made by the investor. 

(2) For purposes of paragraph ( 1 ) of subsection (b), above, each inves- 
tor shall be provided a notice setting forth his or her cancellation rights. 
This notice shall be in the form set forth, below, and shall be sent to the 
investor not less than thirty (30) days and not more than sixty (60) days 
prior to the expiration of the investor's cancellation rights. Neither the 
sponsor of the plan nor its agent(s) shall advise the investor against exer- 
cising his or her right to cancel the plan without first determining that this 
advice is suitable for the particular investor. This determination shall be 
based upon, but not be limited to, consideration of the facts set forth in 
subsection (a) of this Rule, as well as consideration of other facts indicat- 
ing the likelihood that the investor will complete the plan. 

IMPORTANT MESSAGE REGARDING YOUR (NAME OF 
PLAN) 

Dear Investor: 

You have the right within twenty-eight (28) months of the commence- 
ment of plan to cancel your plan and receive a refund of all sales 
charges, commissions and other selling or redemption fees paid or de- 
ducted from your account which are in excess of fifteen percent (15%) 
of the total payments made. In determining whether or not to exercise 
your cancellation right, you should consider, among other things, the 
projected cost of your investment, your ability to make the scheduled 
payments over the life of your investment, and your abihty to make the 
scheduled payments over the life of your plan as they become due. 
If you wish to exercise your cancellation rights, you must send notice 
to that effect to: 



by (date of expiration of cancellation rights). 



(c) Disclosure. 

Each investor in a plan shall be provided with such additional disclo- 
sure in the form set forth, below. This disclosure shall be executed at the 



time of sale by the investor and by the selling broker-dealer. The investor 
shall be provided with an executed copy. The broker-dealer shall retain 
the executed original for a period of at least five (5) years. 

IMPORTANT MESSAGE TO PURCHASER OF A PERIODIC 
PAYMENT PLAN 

Regarding your application for (Name of Plan) at (The Monthly In- 
vestment Amount and Total Number of Years of Program). Date (of 
Application): . 

You are applying for an investment account which features a broker- 
age commission structure concentrating the sales charges in the first 
twelve installment payments. In establishing this investment account, 
you should carefully consider your financial ability and personal inten- 
tion to complete all of the scheduled [120 (10 years) or 180 (15 years)] 
payments. If you do not complete the full schedule of [120 or 1 80] pay- 
ments, you may incur very high effective sales charges. These sales 
charges could cost you up to 50 percent (50%) of the amount invested 

during the first 12 months. Moreover, it will take payments before 

the effective sales load charged to you will not exceed 9 percent (9%), 
which is the maximum sales load allowed in California. For your infor- 
mation, the 9 percent (9%) sales load rate is higher than the rate charged 
by all other mutual funds. You should be aware that there are many mutu- 
al funds available with brokerage commission structures that do not con- 
centrate the sales charge in the early installment payments. 

There are two points at which you may withdraw from the plan and re- 
ceive a full or partial refund of the sales charges: (1) within forty-five 
(45) days after receiving notice of your cancellation rights, you may can- 
cel the plan and receive a full refund of all sales charges paid; or (2) within 
twenty-eight (28) months of commencement of the plan, you may cancel 
the plan and receive a refund of all sales charges, commissions or other 
selling or redemption fees paid or deducted from your account which are 
in excess of fifteen percent (15%) of the total payments made. 

In evaluating your ability to invest regularly for a number of years, you 
should consider your income pattern, contingencies which may arise, 
and your willingness to invest in securities which fluctuate in value. If 
you have reason to doubt your ability and likelihood to complete this 
plan, you are urged to seek another investment program, such as a volun- 
tary periodic payment plan wliich does not penalize you for early with- 
drawals. 

Purchaser's Statement: 
I have received the above statement. 

(Signature of Applicant) 

(Printed Name) 

(Account Number) 

(Date of Signature) 

Broker's Statement 

I have discussed the above statement with the applicant and believe that 

applicant understands it. 

(Signature of Sales Representative) 

(Printed Name) 

(Date of Signature) 
(d) Reports and Persistency Rate. 

(1) For all fiscal-year quarters beginning after the offer and sales of 
shares under the plan has become qualified, the issuer of shares under 
the plan shall file within thirty (30) days from the end of the plan's quarter 
a report disclosing the number of accounts opened and the number of ac- 
counts cancelled in accordance with the cancellation right contained in 
Section 27(f) of the Investment Company Act of 1940, as amended. 

(2) For all fiscal years beginning after the offer and sale of shares under 
the plan has become qualified, the issuer of shares under the plan shall 
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file within sixty (60) days of the end of the plan's fiscal year a report dis- or failure to provide an explanation satisfactory to the Commissioner in 

closing the plan's persistency rate for all accounts opened in this state for the additional report shall be grounds to deny, suspend or revoke the 

the period ofnot less than one year but not more than five (5) years, before qualification of the offer and sale of shares under the plan. In making a 

the last day of the fiscal year. determination to deny, suspend or revoke the qualification, the Commis- 

(3) An issuer who fails to maintain a persistency rate of seventy per- sioner may consider all relevant factors, including but not limited to, Cal- 

cent (70%) or higher in California shall file an additional report setting ifomia and national persistency rates, market conditions, the number of 

forth an explanation for such failure. Failure to file the additional report investors in this state, the period of time the plan has been selling in this 
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state, legislative and regulatory developments, and any other unusual or 
unique circumstances. 

(4) The Commissioner may deny the qualification of a plan based upon 
a persistency rate of less than seventy percent (70%) in one or more other 
jurisdictions. 

(5) For purposes of the persistency rate and reports: 

(A) "Current account" means an investors' account in a plan: 
(i) which has not been ''liquidated'" and 

(I) which is no more than six (6) installment payments in arrears, or 

(II) in which an installment payment has been made in the last six (6) 
months; or 

(ii) where the total amount deducted from all payments for sales 
charges, commissions or other selling or redemption fees is nine percent 
(9%) or less of the total amount of payments made. 

(B) "Liquidated" means ascertaining the value of an investor's ac- 
count and paying that value to an investor in cash and in settlement of the 
account upon an investor's withdrawal from the plan. 

(C) "Persistency rate" means the percentage of the total number of in- 
vestors' accounts in a plan that are current accounts. Tlie computation of 
the persistency rate shall not include any account which has been can- 
celed in accordance with the cancellation rights contained in Section 
27(f) of the Investment Company Act of 1940, as amended. 

(e) Investment Objective. 

The stated investment objective of a plan shall be a fundamental policy 
of the plan as set forth in Section 8(b) of the Investment Company Act 
of 1940 and shall be consistent with the goal of providing long-term in- 
vestment opportunities suitable for persons of relatively modest means. 
If a plan's investment objective is not currently a fundamental policy of 
the mutual fund, it shall be made a fundamental pohcy at the next meeting 
of shareholders. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . New section filed 9-20-94; operative 9-20-94 pursuant to Government Code 
section 1 1 346.2(d) (Register 94, No. 38). 

§ 260.1 40.81 . Prohibition on Promotional Shares. 

No promotional shares, as defined in Section 260.140.30 of these 
rules, shall be issued in connection with the sale of securities of an invest- 
ment company. 

§ 260.140.82. Prohibition on Options. 

No option shall be issued by an open-end investment company; pro- 
vided, however, that this prohibition does not apply to short-term options 
issued to permit the reinvestment of dividends or distributions of capital 
gains. 

§ 260.140.83. SeDling Expenses. 

The sales charges or load, including all compensation to distributors, 
brokers, dealers and agents, in connection with the sale of securities of 
an open-end investment company shall not exceed 9% of the offering 
price prior to the deduction of such charges. No sales charges may be im- 
posed upon the sale of securities of an open-end investment company re- 
sulting from the reinvestment of distributions of capital gains. 

§ 260.140.84. investment Company Expense Limitation. 

(a) "Aggregate annual expenses" shall not normally exceed two and 
one-half percent (2-1/2%) of the first $30 million of the average net as- 
sets, two percent (2%) of the next $70 million of the average net assets, 
and one and one-half percent (1-1/2%) of the remaining average net as- 
sets of the investment company for any fiscal year, determined monthly 
or at more frequent intervals on a consistent basis. 

(b) "Aggregate annual expenses" means the sum of all expenses of the 
investment company (including advisory and management fees) and all 
charges paid or payable by the shareholders of the investment company 
related to the activities of the investment company, the maintenance of 
shareholder accounts, and other similar services, subject to the follow- 
ing: 



( 1 ) Expenses of the investment company shall be determined in accor- 
dance with generally accepted accounting principles applicable to in- 
vestment companies. 

(2) Interest, taxes and capital items of the investment company such 
as, but not limited to, the cost of brokerage incurred in connection with 
execution of securities transactions are not included in aggregate annual 
expenses. 

(3) Sales and redemption charges paid by the shareholders of the in- 
vestment company shall not be included in aggregate annual expenses to 
the extent that they are not directly charged against and/or do not have 
the effect of reducing the expenses of the investment company. 

(4) There shall be excluded from aggregate annual expenses costs in- 
curred or charges paid by any person, entity or plan other than the invest- 
ment company in connection with: 

(A) any registered unit investment trust contractual plan through 
which an interest in shares of the investment company may be accumu- 
lated, or 

(B) any retirement plan, employee trust, pension, profit sharing or 
other benefit plan, or payroll deduction or other group investment plan, 
participation in which is available to persons whose eligibility depends 
on factors other than their being the owners of shares of the investment 
company. 

(5) If an investment company obtains custodian, transfer agency or 
other fees at a rate lower than would otherwise have been charged by 
maintaining uninvested cash balances at its custodian bank in excess of 
the amount reasonably necessary to clear its transactions, there shall be 
included in "aggregate annual expenses," in addition to the amount of 
fees paid by the investment company, an amount equal to interest on such 
excess cash balances at a rate equal to the prevailing interest rate then 
paid by the custodian bank on its 90 day certificates of deposit during the 
period such excess balance was maintained. 

(6) Aggregate annual expenses shall exclude expenses incurred by the 
investment company: 

(A) as a result of litigation in connection with a suit involving a claim 
for recovery by the investment company; 

(B) as a result of htigation involving a defense against a liability as- 
serted against the investment company, provided that, if the adviser made 
the decision or took the action which resulted in such claim the adviser 
acted in good faith without gross negligence or misconduct; and 

(C) any indemnification paid by the investment company to its offi- 
cers, directors and advisers in accordance with applicable state and feder- 
al laws as a result of such litigation. 

(7) Annual distribution plan expenses incurred in the sale of its shares 
may be excluded under the following circumstances: 

(A) If sales charges are not collected at the time of the sale of shares, 
then the investment company may exclude all annual distribution plan 
expenses up to one percent (1%) of its average net assets during its fiscal 
year. 

(B) If sales charges are collected at the time of the sale of shares, then 
the investment company shall first subtract the maximum sales charge 
rate (under the schedule of sales charge rates expressed in terms of a per- 
centage of sales proceeds in the prospectus) from 9 percent (9%) and sec- 
ond, divide the result by 9. The quotient resulting from the second step 
of this calculation is the portion of the one percent (1%) of average net 
assets which may be excluded. 

(8) There shall be excluded from aggregate annual expenses the excess 
custodian costs attributable to investments in foreign securities com- 
pared to the custodian costs which would have been incurred had the in- 
vestments been in domestic securities. 

(c) The investment adviser or manager shall reduce or rebate, or both, 
advisory and management fees otherwise payable by the investment 
company for the fiscal year in the amount by which the "aggregate annual 
expenses" of the in vestment company or the fi seal year exceed the 1 i mita- 
tions stated in paragraph (a) of this Rule. 

(d) The Commissioner, by rule or order, for good cause shown, may 
approve the exclusion from "aggregate annual expenses" of such items 
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or amounts of ordinary or extraordinary expenses or costs as appear nec- 
essary and appropriate in tlie interests of fairness, justice and equity. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25140 and 25146, Corporations Code. 

History 

1. Amendment filed 7-13-70: effective thiilieth day tiiereafter (Register 70. No. 
29). 

2. Amendment filed 7-12-74; effective thirtietli day tiiereafter (Register 74, No. 
28). 

3. Amendment of subsections (b) and (d) filed 4-23-86; effective upon filing pur- 
suant to Government Code Section 1 1346.2(d) (Register 86, No. 17). 

4. Amendment filed 9-21-89; operative 9-21-89 pursuant to Government Code 
Section 11346.2(d) (Register 89, No. 39). 

5. Change without regulatory effect repealing subsection (d) and relettering for- 
mer subsection (e) to subsection (d) filed 6-3-99 pursuant to section 100, title 
1 . California Code of Regulations (Register 99, No. 23). 



§ 260.140.85. Prohibited Investments. 

Ttie charter documents or fundamental policy adopted by an invest- 
ment company shall include a prohibition of any of the following invest- 
ment practices or activities: 

(a) Acquisition or retention of securities of any open-end investment 
company. 

(b) Except as provided in subsections (1) and (2) of this subsection, en- 
gaging in short sales (other than sales against the box) or margin pur- 
chases, in writing, buying or selling puts and calls on securities, stock in- 
dex futures, options on stock index futures, financial futures contracts or 
options thereon, or in other investment practices which, in the opinion of 
the Cominissioner, are highly speculative, unless the securities of such 
investment company are offered only to a limited class of purchasers and 
are subject to such other sales limitations as the Commissioner may re- 
quire, including those in Section 260.140.01. and adequate disclosure is 
made of the speculative nature of the security. 

(1) An investment company may engage in writing puts and calls on 
securities if each of the following conditions are met: 

(A) The security underlying the put or call is within the investment po- 
licies of the company and the option is issued by the Options Clearing 
Corporation. 

(B) The aggregate value of the securities underlying the calls or obli- 
gations underlying the puts determined as of the date the options are sold 
shall not exceed 25% of the net assets (as determined in Section 
260. 140.84) of the investment company. However, if consistent with its 
plan of operations and objectives and its advisor has demonstrated pre- 
vious experience in managing portfolios containing options on a substan- 
tial basis, there need be no limit on the aggregate value of the securities 
underlying the calls and the aggregate value of the obligations underlying 
the puts shall not exceed 50% of the net assets. 

(C) The securities subject to the exercise of a call written by the invest- 
ment company must be owned by the investment company at the time the 
call is sold and must continue to be owned by the investment company 
until the call has been exercised, has lapsed, or the investment company 
has purchased a closing call, and such purchase has been confirmed, 
thereby extinguisliing the investment company's obligation to deliver se- 
curities pursuant to the call it has sold. At the time a put is written, the 
investment company must establish a segregated account with its custo- 
dian consisting of cash or short term United States Government securities 
equal in value to the amount the investment company will be obligated 
to pay upon exercise of the put. This account must be maintained until 
the put is exercised, has expired, or the investment company has pur- 
chased a closing put, which is a put of the same series as the one previous- 
ly written. 

(2) An investment company inay buy and sell puts and calls on securi- 
ties, stock index futures or options on stock index futures, or financial fu- 
tures or options on financial futures, if such options are written by other 
persons and if 

(A) the options or futures are offered through the facilities of a national 
securities association approved by the Commissioner under Rule 



260.105.35 or are listed on a national securities or commodities ex- 
change, 

(B) the aggregate premiums paid on all such options which are held at 
any time do not exceed 20% of tiie coinpany's total net assets and 

(C) the aggregate margin deposits required on all such futures or op- 
tions thereon held at any time do not exceed 5% o the company's total 
assets. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 1-4-77; effective thirtieth day thereafter (Register 77, No. 2). 

2. Amendment refiled 1-7-77; effective thinieth day thereafter (Register 77, No. 
2). 

3. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 

4. Amendment of subsections (b) and (c) filed 4-23-86; effective upon filing pur- 
suant to Government Code Section 1 1346.2(d) (Register 86, No. 17). 

§ 260.140.86. Accumulation Plan. 

Whenever a security holder of an investment company participating 
in an informal accumulation plan agrees to make payments for periodic 
investments out of a checking account, by power of attorney or other- 
wise, such arrangements must be subject to revocation or modification 
by the security holder at all times, until final payment of any withdrawal 
by the bank in which the account is maintained. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . Amendment filed 4-23-86; effective upon filing pursuant to Government Code 
Section 1 1346.2(d) (Register 86, No. 17). 

§ 260.140.87. Insurance Plan. 

The sale of securities of an investment company in conjunction with 
the sale of life insurance shall conform with the following conditions: 

(a) Any person selling such securities and insurance shall be the holder 
of (1) a valid certificate from the Commissioner authorizing him to act 
as a broker-dealer or agent, and (2) such authorization from the Califor- 
nia Insurance Commissioner as may be required under the Insurance 
Code to act as an insurance broker or agent. 

(b) The material features of the plan shall be fully and fairly disclosed 
to the prospective purchaser in a manner which will afford him an oppor- 
tunity to make an informed judgment. 

(c) The purchaser shall be billed on a form which shall clearly distin- 
guish between the cost of the securities and the cost of the insurance. 

(d) The purchaser shall have the right to cancel the insurance coverage 
at any time without forfeiting any securities already purchased or losing 
the right to continue purchasing securities. 

(e) The purchaser shall have the right to discontinue the further pur- 
chase of securities without forfeiting any securities already purchased or 
canceling the insurance coverage; provided, however, that when the in- 
surance coverage is declining balance term insurance, a requirement may 
be imposed that the insurance coverage will be canceled whenever the 
purchase of securities is discontinued. 

(f) One or more policies of insurance shall be issued in the purchaser's 
name and delivered to him. 

(g) The securities shall be issued to the purchaser and the security cer- 
tificates shall be delivered to him, or such securities shall be issued and 
credited to his account or share record with the investment company and 
a memorandum of such entry shall be delivered to him. 

History 
1 . Change without regulatory effect amending subsection (e) filed 9-25-2002 pur- 
suant to section 1 00, title 1 , California Code of Regulations (Register 2002, No. 
39). 

§ 260.140.88. Qualification Termination Date. 

A Qualification for the offer and sale of shares of an open-end invest- 
ment company will have a termination date 16 months after the date of 
the audited financial statements contained in its current application for 
qualification. 
NOTE: Authority cited: Sections 25114 and 25610, Corporations Code. 



• 
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History 

] . New section filed 5-14-69; effective thirtieth day thereafter (Register 69. No. 
20). 

§ 260.140.89. Redemptions lo-Kond. 

An open-end investment company reserving the right to redeem its 
shares in-kind by delivering securities from its investment portfolio to 
redeeming shareholders shall comply with these conditions: 

(a) Elect to be governed by Rule 18f-l under the Investment Company 
Act of 1940. 

(b) Disclose fully in its prospectus the Rule 1 8f-l reservation and elec- 
tion, how the securities will be valued, and the possibility that its share- 
holders will incur brokerage commissions in selling the securities. 
Note-. Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. New section filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 



Real Estate Investment Trusts 



§ 260.140.90. Amendment of Declaration of Trust. 

The declaration of trust should provide that no amendment thereto 
may be made unless approved by the vote or written consent of the hold- 
ers of a majority of the voting securities of the trust; except that no 
amendment which would change any rights with respect to any outstand- 
ing class of securities of the trust, by reducing the amount payable there- 
on upon liquidation of the trust, or by diminishing or eliminating any vot- 
ing rights pertaining thereto, may be made unless approved by the vote 
or written consent of the holders of two-thirds of the outstanding securi- 
ties of such class. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Repealer and renumbering and amendment of former Section 260.140.91 to 

Section 260.140.90 filed 1-28-82; effective thirtieth day thereafter (Register 

82, No. 5). 

§ 250.140.91 . E\/iin5mum Net Capital. 

Prior to the initial public offering, the adjusted net worth of the trust 
shall be no less than the lower of (a) 10% of the adjusted net worth upon 
completion of such public offering, or (b) $200,000. The adjusted net 
worth of the trust shall not be less than $1 million upon completion of the 
initial public offering. "Adjusted net worth" shall mean the amount ob- 
tained by subtracting the trust's total liabilities from its total assets as ad- 
justed. The total asset figure used shall be calculated by deduction of any 
reasonable reserves but before provision for depreciation. All figures 
used shall be as shown on the trust's books in accordance with generally 
accepted accounting principles. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Renumbering and amendment of Section 260.140.91 to Section 260.140.90, 
and renumbering and amendment of former Section 260.140.93 to Section 
260. 140.91 filed 1-28-82; effective thirtieth day thereafter (Register 82, No. 5). 

§260.140.92. Anrsoai Expenses. 

The total operating expenses of the trust during each fiscal year shall 
not exceed the greater of (i) 2% of its average invested assets, or (ii) 25% 
of its net income for such year. The investment advisor shall reimburse 
the trust within sixty days after the end of each fiscal year for the amount 
by which operating expenses of the trust for such period exceeded the 
limit permitted. "Average invested assets" shall mean the average of the 
aggregate book value of the assets of the trust invested, directly or indi- 
rectly, in equity interests in and loans secured by real estate, before re- 
serves for depreciation or bad debts or similar non-cash reserves com- 
puted by taking the average of such values at the end of each month during 
such period. "Net income" shall mean the total revenues for such period, 
less the expenses applicable to such period other than additions to re- 
serves for depreciation or bad debts or other similar non-cash reserves. 



"Total operating expenses" for any period shall mean all cash operating 
expenses, including additional expenses paid by third parties to the advi- 
sor and its affiliates based upon its relationship with the trust, including 
loan administration, servicing, engineering, inspection and all other ex- 
penses paid by the taist, except the expenses related to raising capital, for 
interest, taxes and direct property acquisition, operation and management 
costs. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Repealer and new section filed 1-28-82; effective thirtieth day thereafter (Reg- 
ister 82, No. 5). 

2. AiTiendment filed 2-1 1-85; effective thirtieth day thereafter (Register 85, No. 

7). 

§ 260.140.93. Investments and Activities. 

The investment policy intended to be followed shall be stated in the 
declaration of taist in reasonable detail. The declaration of trust shall pro- 
vide that the trust will not engage in any of the following investment prac- 
tices or activities: 

(a) Invest in commodities or commodity future contracts. 

(b) Invest more than 10% of its total assets in unimproved real property 
or indebtedness secured by a deed of trust or mortgage loans on unim- 
proved real property. 

(c) Invest in indebtedness (herein called "junior debt") secured by a 
mortgage on real property which is subordinate to the lien of other in- 
debtedness (herein called "senior debt"), except where the amount of 
such junior debt, plus the outstanding amount of the senior debt, does not 
exceed 90% of the appraised value of such property, if after giving effect 
thereto, the value of all such investments of the trust (as shown on the 
books of the taist in accordance with generally accepted accounting prin- 
ciples after all reasonable reserves but before provision for depreciation) 
would not then exceed 25% of trust tangible assets. The value of all in- 
vestments in junior debt of the trust which does not meet the aforemen- 
tioned requirements would be limited to 1 0% of the trust's tangible assets 
(which would be included within the 25% limitation). 

(d) Invest in contracts for the sale of real estate. 

(e) Engage in any short sale, or borrow, on an unsecured basis, if such 
borrowing will result in an asset coverage of less than 300%, except that 
such borrowing Hmitation shall not apply to a first mortgage trust. "Asset 
coverage," for the purpose of this section, means the ratio which the value 
of the total assets of an issuer, less all liabilities and indebtedness except 
indebtedness for unsecured borrowings, bears to the aggregate amount 
of all unsecured borrowings of such issuer. 

(f) Engage in trading, as compared with investment activities. 

(g) Acquire securities in any company holding investments or engag- 
ing in activities prohibited by this section. 

(h) Engage in underwriting or the agency distribution of securities is- 
sued by others. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Renumbering and amendment of Section 260.140.93 to Section 260.140.91, 
and renumbering and amendment of former Section 260.140.95 to Section 
260. 140.93 filed 1-28-82; effective thirtieth day thereafter (Register 82, No. 5). 
For prior history, see Register 69, No. 20. 

§ 260.140.94. Investment Advisory Contract. 

The declaration of trust shall provide for the following. It is the duty 
of the trustees to evaluate the performance of the advisor before entering 
into or renewing an advisory contract. The criteria used in such evalua- 
tion shall be reflected in the minutes of such meeting. Each contract for 
the services of an advisor entered into by the trustees shall have a term 
of no more than one year. Each advisory contract shall be terminable by 
a majority of the trustees who are not affiliated with, officers, directors 
or employees of the investment advisor or any affiliated business entity 
of such advisor. Each advisory contract shall be terminable by the advi- 
sor. Termination may be without cause. At least 60 days written notice 
shall be given by the party wishing to terminate the contract. In the event 
of the termination of such contract, the advisor will cooperate with the 
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taist and take all reasonable steps requested to assist the trustees in mak- 
ing an orderly transition of the advisory function. The qualifications of 
the advisor shall be set forth in the prospectus relating to the initial public 
offering of the shares and the trustees shall determine that any successor 
advisor possesses sufficient qualifications (i) to perform the advisory 
function for the tmst, and (ii) to justify the compensation provided for in 
its contract with the trust. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 5-14-69; effective thirtieth day thereafter (Register 69, No. 
20). 

2. Repealer and renumbering and amendment of former Section 260.140.96 to 
Section 260.140.94 filed 1-28-82; effective thirtieth day thereafter (Register 
82, No. 5). 

§ 260.140.95. Number and Election of Trustees. 

A real estate investment trust should have a minimum of three trustees, 
all of whom are elected annually by the security holders of the trust. A 
trustee may be removed from office without cause by the vote or written 
consent of the holders of a majority of the outstanding securities of the 
trust. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment of subsection (e) filed 5-14-69; effective thirtieth day thereafter 
(Register 69, No. 20). 

2. Renumbering and amendment of Section 260.140.95 to Section 260.140.93, 
and renumbering and amendment of former Section 260.140.97 to Section 

260. 140.95 filed 1-28-82; effective thirtieth day thereafter (Register 82, No. 5). 

§ 260.140.96. Terms and Conditions of Securities. 

The declaration of trust shall not permit the issuance by the trust of: 

(a) Securities which are non-voting or assessable. 

(b) Securities which are redeemable at the option of the holder. 

(c) Warrants, options or similar evidences of a right to buy its securi- 
ties, unless (1) issued to all of its security holders ratably, (ii) as part of 
a financing arrangement, or (iii) as part of a stock option plan to trustees, 
officers or employees of the trust which meets the conditions of Section 
260.140.41 of those rules. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Renumbering and amendment of Section 260.140.96 to Section 260.140.94, 
and renumbering and amendment of former Section 260.140.99 to Section 

260.140.96 filed 1-28-82; effective thirtieth day thereafter (Register 82, No. 5). 

§260.140.97. Meetings. 

The declaration of trust shall provide that at least once a year, after rea- 
sonable notice has been given, the trust will hold a meeting of security 
holders at a location convenient to the security holders. This annual meet- 
ing shall be held on a date which is a reasonable period of time following 
the distribution of the annual report referred to in Section 260.140.98 of 
these rules. Special meetings of the shareholders may be called at any 
time by a majority of the trustees and shall be called by the trustees upon 
the written request of shareholders holding not less than 10% of the out- 
standing shares. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Renumbering and amendment of Section 260.140.97 to Section 260.140.95, 

and renumbering and amendment of former Section 260.140.100 to Section 

260. 140.97 filed 1-28-82; effecfive thirtieth day thereafter (Register 82, No. 5). 

§ 260.140.98. Annual Reports. 

The declaration of trust should provide that at least once a year, within 
120 days after the close of its fiscal year, the trustees will distribute to 
each security holder an annual report relating to the prior fiscal year. 
NOTE: Authority cited: Secfion 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 



History 

1. Repealer and renumbering and amendment of former Section 260.140.101 to 
Section 260.140.98 filed 1-28-82; effective thirtieth day thereafter (Register 

82, No. 5). 

§ 260.140.99. Inspection of Records. 

Inspection of books and records by shareholders shall be permitted to 
the same extent as permitted under law applicable to shareholders of a 
corporation organized in the jurisdiction in which the trust is organized. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Secfion 
25140, Corporafions Code. 

History 
1. Renumbering and amendment of Section 260.140.99 to Section 260.140.96, 
and renumbering and amendment of former Section 260.140.102 to Section 

260. 1 40.99 filed 1 -28-82; effective thirtieth day thereafter (Register 82, No. 5). 
For prior history, see Register 78, No. 12. 

§ 260.1 40.1 00. Disclosure on Distribution. 

The declaration of trust should provide that any distribution to security 
holders of income or capital assets of the trust will be accoinpanied by 
a written statement disclosing the source of the funds distributed. If, at 
the time of distribution, this information is not available, it should be pro- 
vided that a written explanation of the relevant circumstances will ac- 
company the distribution and the written statement disclosing the source 
of the funds distributed will be sent to the security holders not later than 
60 days after the close of the fiscal year in which the distribution was 
made. 

NOTE: Authority cited: Secfion 25610, Corporafions Code. Reference: Secfion 
25140, Corporafions Code. 

History 
1. Renumbering and amendment of Secfion 260.140.100 to Section 260.140.97, 

and renumbering and amendment of former Section 260.140.103 to Section 

260.140.100 filed 1-28-82; effective thirtieth day thereafter (Register 82, No. 
5). 

§ 260.1 40.1 01 . Termination of Trust. 

A trust should be subject to termination at any time by the vote or writ- 
ten consent of the holders of a majority of the securities of the trust. 
NOTE: Authority cited: Secfion 25610, Corporafions Code. Reference: Section 
25140, Corporations Code. 

History 

1. Renumbering and amendment of Section 260.140.101 to Section 260.140.98, 
and renumbering and amendment of former Section 260.140.104 to Section 

260.140.101 filed 1-28-82; effecfive thirtieth day thereafter (Register 82, No. 

5). 

§ 260.1 40.1 02. Transactions with Affiliates. 

Trustees occupy a fiduciary relationship with respect to transactions 
entered into by the trust. Consequently, the declaration of trust shall pro- 
vide that the trust shall not engage in transactions with any trustee, direc- 
tor, officer, or any person affiliated with such person, except to the extent 
that each such transaction has, after disclosure of such affiliation, been 
approved or ratified by the affirmative vote of a majority of the trustees 
not affiliated with the person who is party to the transaction and: 

(a) The transaction is fair and reasonable to the trust and its sharehold- 
ers. 

(b) The terms of such transaction are at least as favorable as the terms 
of any comparable transactions made on arms length basis and known to 
the trustees. 

(c) The total consideration is not in excess of the appraised value of the 
property being acquired, if an acquisition is involved. 

(d) Payments to the investment advisor, its affiliates and the trustees 
for services rendered in a capacity other than that as investment advisor 
or trustees may only be made upon a determination that: 

(1) The compensation is not in excess of their compensation paid for 
any comparable services; and 

(2) The compensation is not greater than the charges for comparable 
services available from others who are competent and not affiliated with 
any of the parties involved. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Secfion 
25140, Corporations Code. 

History 
1. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 
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2. Renumbering and amendment of Section 260.140.102 to Section 260.140.99, 
and new Section 260.140.102 filed 1-28-82; effective thirtieth day thereafter 
(Register 82, No. 5). 

§ 260.140.103. Limitation on Borrowing. 

The declaration of trust shall provide that, unless at least 80% of the 
trust's tangible assets are comprised of first mortgage loans, the trust may 
not incur any indebtedness which would result in an aggregate amount 
of indebtedness in excess of 300% of the adjusted net worth, as defined 
in Section 260.140.91 of these rules. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Renumbering and amendment of Section 260. 140. 1 03 to Section 260. 1 40. 1 00, 
and new Section 260.140.103 filed 1-28-82: effective thirtieth day thereafter 
(Register 82, No. 5). 

§ 260.1 40.1 04. Terminateoo of Trust. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 

25140, Corporations Code. 

History 

1. Renumbering and amendment to Section 260.140.101 filed 1-28-82; effective 
thirtieth day thereafter (Register 82, No. 5). 



Subarticle 10= Real Estate Programs 

INTRODUCTION 

§ 260.1 40.1 1 0.1 . Application. 

(a) The guidelines contained in these Rules apply to qualifications of 
real estate programs in the form of limited partnerships (also referred to 
herein as "programs" or "partnerships") and will be apphed by analogy 
to real estate programs in other forms. While applications not conforming 
to the standards contained herein shall be looked upon with disfavor, 
where good cause is shown certain guidelines may be modified or waived 
by the Commissioner. 

(b) Where the individual characteristics of specific programs warrant 
modification from these standards, they will be accommodated, insofar 
as possible, while still being consistent with the spirit of these Rules. 

(c) As part of the application for qualification of a real estate program, 
a cross reference sheet shall be submitted showing the location in the pro- 
spectus, partnership agreement or other exhibits of compliance with, or 
variance from, all of the provisions of these Rules. The cross reference 
sheet shall contain a concise statement explaining and justifying each 
variance from these Rules. If any of these Rules are inapplicable, a state- 
ment to that effect shall be made in the cross reference sheet. 

(d) Where these guidelines conflict with requirements of the Securities 
and Exchange Commission, the guidelines will not apply. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Repealer of Subailicle 1 (260. 1 40. 1 1 through 260. 1 40. 1 1 5) and new Subar- 
ticle 10 (sections 260.140.1 10.1 through 260.140.1 18.5, not consecutive) filed 
4-10-73; effective thirtieth day thereafter (Register 73, No. 15). 

2. Repealer of Subarticle 10( § § 260.140.110.1 through 260.140.118.5, notcon- 
secufive) and new Subarticle 10(§§ 260.140.110.1 through 260.140.119.1, not 
consecutive) filed 6-20-73 as an emergency; effective upon filing (Register 73, 
No. 25). 

3. Certificate of Compliance filed 10-17-73 (Register 73, No. 42). 

4. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

5. Amendment of subsections (a) and (c) filed 5-18-92; operative 6-17-92 (Reg- 
ister 92, No. 22). 

§ 260.1 40.1 1 0.2. Definitions. 

(a) Acquisition Expenses — expenses including but not limited to legal 
fees and expenses, travel and communication expenses, cost of apprais- 
als, non-refundable option payments on property not acquired, account- 
ing fees and expenses, title insurance, and miscellaneous expenses re- 
lated to selection and acquisition of properties, whether or not acquired. 



(b) Acquisition Fee — the total of all fees and commissions paid by any 
party in connection with the purchase or development of property by a 
prograiTi. except a developinent fee paid to a person not affiliated with a 
sponsor, in connection with the actual development of a project after ac- 
quisition of the land by the program. Included in the computation of such 
fees or commissions shall be any real estate commission, acquisition fee, 
selection fee, development fee, non-recurring management fee, or any 
fee of a similar nature, however designated. 

(c) Affiliate — Affiliate of a person means: 

( 1 ) any person directly or indirectly controlling, controlled by or under 
common control with such person, 

(2) any person owning or controlling 10% or more of the outstanding 
voting securities or beneficial interests of such person, 

(3) any officer, director, partner, or trustee of, anyone acting in a sub- 
stantially similar capacity with respect to, such person, 

(4) any person who is an officer, director, partner, trustee, or holder of 
10% or more of the voting securities or beneficial interests of any of the 
foregoing; and 

(5) any entity of which any of the foregoing is an officer, director, part- 
ner, or trustee, or with respect to which such person serves in a substan- 
tially similar capacity. 

(d) Appraised Value — value according to an appraisal made by an in- 
dependent qualified appraiser. Such qualification may be demonstrated 
by membership in a nationally recognized appraisal society such as 
Member Appraisal Institute ("M.A.I."), Society of Real Estate Apprais- 
ers ("S.R.E.A."), or their equivalent, but is not limited thereto. 

(e) Assessments — additional amounts of capital which may be re- 
quired to be paid or paid at the option of a Umited partner beyond the lim- 
ited partner's subscription commitment excluding mandatory deferred 
payments. 

(f) Audited Financial Statements — financial statements (balance 
sheet, statement of income, statement of partners' equity, and statement 
of cash flows) prepared in accordance with generally accepted account- 
ing principles and accompanied by an independent auditor's report con- 
taining: 

(1) an unqualified opinion, 

(2) an opinion containing no material qualification or 

(3) no explanatory paragraph relating to material uncertainties (except 
as to litigation) or going concern issues. 

(g) Capital Contribution — the gross amount of investment in a pro- 
gram by a participant, or all participants as the case may be. Unless other- 
wise specified, capital contribution shall include principal amounts to be 
received on account of mandatory deferred payments. 

(h) Cash Available for Distribution from Operations — program cash 
funds provided from operations, including lease payments on net leases 
from builders and sellers, without deduction for depreciation, but after 
deducting cash funds used to pay all other expenses, debt payments, capi- 
tal improvements, amounts set aside for restoration or creation of re- 
serves, and replacements. 

(i) Cash Available From Sale and Refinancing — program cash funds 
provided from a sale, financing or refinancing of property less the 
amount necessary for the payment of all debts and obligafions of the part- 
nership related to the particular property, the expenses incurred in the 
sale, financing or refinancing, and amounts set aside for restoration or 
creation of reserves. 

(j) Competifive Real Estate Commission — a real estate or brokerage 
commission paid for the purchase or sale of property which is reasonable, 
customary and competitive in light of the size, type and location of the 
property. 

(k) Construction Fee — a fee for acting as general contractor to con- 
struct improvements on a program's property either initially or at a later 
date. 

(/) Development Fee — a fee for the packaging of a program's proper- 
ty, including negotiating and approving plans, and undertaking to assist 
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in obtaining zoning and necessary variances and necessary financing for 
tiie specific property, either initially or at a later date. 

(m) Mandatory Deferred Payments — deferred payments on account 
of the purchase price of program interests offered in accordance with 17 
Code of Federal Regulations 240.3al2-9. 

(n) Net Worth — the excess of total assets over total liabilities as deter- 
mined by generally accepted accounting principles, except that if any of 
such assets have been depreciated, then the amount of depreciation rela- 
tive to any particular asset may be added to the depreciated cost of such 
asset to compute total assets, provided that the amount of depreciation 
may be added only to the extent that the amount resulting after adding 
such depreciation does not exceed the fair market value of such asset. 

(o) Non-Specified Property Program — a program where, at the time 
the qualification becomes effective, 75% or less of the net proceeds from 
the sale of program interests is allocable to the purchase, construction, or 
improvement of specific properties, or a program in which the proceeds 
from any sale or refinancing of properties may be reinvested. Reserves 
shall be included in the non-specified portion. Net proceeds shall include 
principal amounts to be received on account of mandatory deferred pay- 
ments. 

(p) Organization and Offering Expenses — actual expenses incurred in 
connection with and in preparing a program for qualification and subse- 
quently offering and selling program interests, including, but not limited 
to, sales commissions paid to broker-dealers in connection with the dis- 
tribution of program interests and all advertising expenses related to the 
offer and sale of program interests. 

(q) Participant — the holder of a program interest. 

(r) Person — any individual, corporation, partnership, joint venture, as- 
sociation, joint stock company, trust, unincorporated organization, or 
other legal entity. 

(s) Program — any organization, other than a corporation or a real es- 
tate investment trust, which has as a primary purpose the investment in, 
operation of, or receipt of gain from an interest in real property. 

(t) Program Interest — a limited partnership unit or other indicia of 
ownership in a program. 

(u) Program Management Fee — a fee paid to the sponsor or other per- 
sons for management and administration of the program. 

(v) Property Management Fee — the fee paid for professional property 
management services in connection with a program's real property proj- 
ects. 

(w) Prospectus — shall have the meaning given to that term by Section 
2(10) of the Securities Act of 1933, including a preliminary prospectus; 
provided, however, that such term as used herein shall also include an of- 
fering circular as described in Rule 256 of the General Rules and Regula- 
tions under the Securities Act of 1933 or, in the case of an intrastate offer- 
ing, any document by whatever name known, utilized for the purpose of 
offering and selling securities to the public. 

(x) Purchase Price — means the total consideration paid for a property, 
including acquisition fees and all liens and mortgages on the property, 
but excluding points and prepaid interest. 

(y) Specified Property Program — a program other than a non-speci- 
fied property program. 

(z) Sponsor — any person directly or indirectly instrumental in orga- 
nizing, wholly or in part, a program or any person who will manage or 
participate in the management of a program, including the general part- 
ner(s) and any affiliate of any such person, but does not include a person 
whose only relation with the program is that of an independent property 
manager, whose only compensation is as such. "Sponsor" does not in- 
clude wholly independent third parties such as attorneys, accountants, 
and underwriters whose only compensation is for professional services 
rendered in connection with the offering of program interests. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
11). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 



4). 

3. New subsections (a), (e), (m), (p)(q), (t) and subsection amendment and reletter- 
ing filed 5-18-92: operative 6-17-92 pursuant to Government Code section 
1 1 346.2(d) (Register 92, No. 22). 

4. Change without regulatory effect amending subsections (a), (c)(5), (e) and (j) 
filed 9-25-2002 pursuant to section 1 00. title 1 . California Code of Regulations 
(Register 2002, No. 39). 

REQUIREMENTS OF SPONSORS 

§ 260.1 40.1 11.1. Experience. 

The general partner or, if the general partner is not an individual, the 
principal operating officer of such general partner shall have at least two 
years relevant real estate or other experience demonstrating the knowl- 
edge and experience to acquire and manage the type of properties being 
acquired, and such persons or any affiliate providing services to the pro- 
gram shall have had not less than four years relevant experience in the 
kind of service being rendered or otherwise must demonstrate sufficient 
knowledge and experience to perform the services proposed. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 1 .2. Net Worth Requirement of General 
Partner. 

(a) The financial condition of the general partner(s) must be commen- 
surate with any financial obligations assumed in the offering and in the 
operations of the program. At a minimum, the general partner(s) shall 
have an aggregate financial net worth of the lesser of (a) $1,000,000 or 
(b) the greater of either (1) $100,000 or (2) an amount at least equal to 
5% of the gross amount of all offerings sold within the prior twelve 
months plus 5%of the gross amount of the current offering. The gross 
amount of offerings includes amounts to be received on account of man- 
datory deferred payments. Evaluation will be made of contingent liabili- 
ties and the use of promissory notes to determine the appropriateness of 
their inclusion in determining net worth. The Commissioner may re- 
quire the general partner(s) to present evidence of ability to maintain this 
net worth for a period of 3 years after completion of the offering. 

(b) If promissory notes are used to satisfy the net worth requirements 
of this Section, the application shall include a copy of the note(s) and fi- 
nancial statements of the maker demonstrating the maker's ability to sat- 
isfy the terms of the note. Such financial statements shall comply with 
paragraphs (b), (c) and (d) of Section 260.140.1 18.4, provided that, if 
permitted by the Commissioner, the financial statements of the maker 
need not be included in the prospectus. The Commissioner may require 
the note(s) to contain such terms and conditions as may be necessary to 
assure that the note is an enforceable obligation of the maker, including 
requiring the maker to waive all defenses in any action to enforce the 
notes and requiring the note to be full recourse obligation of the maker. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
11). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

3. Amendment and new subsection (b) filed 5-18-92; operative 6-17-92 (Regis- 
ter 92, No. 22). 

4. Editorial correction of subsection (b) (Register 95, No. 48). 

§ 260.1 40.1 1 1 .3. Reports to the CommlssDoner. 

Each application for qualification shall contain a commitment, ex- 
ecuted by the sponsor, to submit to the Commissioner upon request any 
report or statement required to be distributed to limited partners pursuant 
to Section 260.140.1 16.3. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 
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§ 260.1 40.1 1 1 .4. Liability and Indemnification. 

(a) The program shall not provide for indemnification of the sponsor 
for any liability or loss suffered by the sponsor, nor shall it provide that 
the sponsor be held harmless for any loss or liability suffered by the pro- 
gram, unless all of the following conditions are met: 

(1) the sponsor has determined, in good faith, that the course of con- 
duct which caused the loss or liability was in the best interests of the pro- 
gram, and 

(2) the sponsor was acting on behalf of or performing services for the 
program, and 

(3) such liability or loss was not the result of gross negligence or gross 
misconduct by the sponsor, and 

(4) such indemnification or agreement to hold harmless is recoverable 
only out of the assets of the program and not from the participants. 

(b) Notwithstanding paragraph (a) of this Section, the sponsor shall 
not be indemnified for any losses, habilities or expenses arising from or 
out of an alleged violation of federal or state securities laws unless either: 

(1) there has been a successful adjudication on the merits of each count 
involving alleged securities law violations as to the particular indemni- 
tee, or 

(2) such claims have been dismissed with prejudice on the merits by 
a court of competent jurisdiction as to the particular indemnitee, or 

(3) a court of competent jurisdiction approves a settlement of the 
claims against a particular indemnitee and finds that indemnification of 
the settlement and related costs should be made; and prior to seeking such 
approval, the court has been apprised of the position of the Commissioner 
and the SEC with respect to indemnification for securities laws viola- 
tions. 

(c) The program may not incur the cost of that portion of liability insur- 
ance that insures the sponsor for any liability for which the sponsor is pro- 
hibited from being indemnified under this Section. 

(d) Provision for advancement from program funds to the sponsor for 
legal expenses and other costs incurred as a result of any legal action is 
permissible if the following conditions are satisfied: 

(1) the legal action relates to acts or omissions with respect to the per- 
formance of duties or services on behalf of the program; and 

(2) the legal action is initiated by a third party who is not a participant, 
or the legal action is initiated by a participant and a court of competent 
jurisdiction specifically approves such advancement; and 

(3) the sponsor undertakes to repay the advanced funds to the program 
in cases in which such person is not entitled to indemnificafion hereun- 
der. 

Note. Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
II). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

3. Amendment of subsection (a), repealer of subsection (b), and new subsections 
(b)-(d) filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§260.140.111.5. Fiduciary Duty. 

The program agreement shall provide that the sponsor shall have fidu- 
ciary responsibility for the safekeeping and use of all funds and assets of 
the program, whether or not in the sponsor's possession or control, and 
that the sponsor shall not employ, or permit another to employ such funds 
or assets in any manner except for the exclusive benefit of the program. 
In addition, the program shall not permit the participant to contract away 
the fiduciary duty owed to the participant by the sponsor under common 
law. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Renumbering and amendment of former section 260.140.118.1 to section 
260.140.1 1 1 .5 filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 



§ 260.1 40.1 1 1 .6. Terminated General Partner. 

Upon the occurrence of a terminating event, the partnership may be re- 
quired to pay to the terminated general partner all amounts then accrued 
and owing to the terminated general partner. Additionally, the partner- 
ship may terminate the general partner's interest in partnership income, 
losses, distributions, and capital by payment of an amount equal to the 
then present fair market value of the terminated general partner's interest 
in said items determined by agreement of the terminated general partner 
and the partnership, or, if they cannot agree, by arbitration in accordance 
with the then current rules of the American Arbitration Association. The 
expense of arbitration shall be borne equally by the terminated general 
partner and the partnership. The fair market value of the terminated gen- 
eral partner's interest shall be the amount the terminated general partner 
would receive upon dissolution and termination of the partnership as- 
suming that such dissolution or termination occurred on the date of the 
terminating event and the assets of the partnership were sold for their then 
fair market value without any compulsion on the part of the partnership 
to sell such assets. 

The method of payment to the terminated general partner must be fair, 
and must protect the solvency and liquidity of the partnership. Where the 
termination is voluntary, the method of payment will be deemed pre- 
sumptively fair where it provides for a non-interest bearing unsecured 
promissory note with principal payable, if at all, from distributions which 
the terminated general partner otherwise would have received under the 
partnership agreement had the general partner not terminated. Where the 
termination is involuntary, the method of payment will be deemed pre- 
sumpfively fair where it provides for an interest bearing promissory note 
coming due in no less than 5 years with equal installments each year. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. New section filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

SUITABILITY OF THE PARTICIPANT 

§ 260.1 40.1 1 2.1 . Standards to Be Imposed. 

Given the limited transferability, lack of liquidity, and the risks asso- 
ciated with investments in real estate programs, the sponsor and each per- 
son selling program interests on behalf of the sponsor or program shaU 
be cautious concerning the persons to whom such securities are mar- 
keted. Suitability standards will be imposed which are reasonable in view 
of the foregoing and the type of program to be offered. In determining 
how restrictive the suitability standards must be, the Commissioner will 
consider the type of program and the existence of such factors as high le- 
verage, tax implications, mandatory deferred payments, balloon pay- 
ment financing, excessive investments in unimproved land, and the pros- 
pect of uncertain or no cash available for distribution from operations. 
Programs which involve more than ordinary investor risk should empha- 
size suitability standards for investors of high net worth and/or income. 
NOTE: Authority cited: Section 25610, Coiporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

3. Editorial correction (Register 95, No. 48). 

§ 260.1 40.1 1 2.2. Sales to Appropriate Persons. 

The sponsor and each person selling program interests on behalf of the 
sponsor or program shall make every reasonable effort to assure that the 
persons being offered or sold program interests, by reason of their educa- 
tional, business, or financial experience, can be reasonably assumed to 
have the capacity to understand the fundamental aspects of the program 
and meet the suitability standards imposed. The sponsor or its representa- 
tives shall ascertain that the investor can bear the economic risk of an in- 
vestment in the program and that the program interests are appropriate 
for the investor's investment objectives, portfolio structure, and financial 
situation. 

Note: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 
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History 

1. Amendment filed 1-27-84: effective thirtieth day thereafter (Register 84, No. 
4). 

2. Renumbering of former section 260.140.1 12.2 to section 260.140.1 12.3 and 
new section filed 5-18-92; operative 6-17-92 (Register 92. No. 22). 

§ 260.1 40.1 1 2.3. Presumptive Suitability Standards. 

(a) Investors shall have a minimum annual gross income of $30,000 
and a net worth of $30,000 or, in the alternative, a minimum net worth 
of $75,000. For programs offering mandatory deferred payments on ac- 
count of the purchase price of program interests, investors shall ordinari- 
ly have a minimum annual gross income of $60,000 and a net worth of 
$60,000 or, in the alternative, a net worth of $225,000. In high-risk or 
principally tax-oriented offerings, higher suitability standards may be 
required. In low-risk or non-tax-oriented offerings, lower suitability 
standards may be allowed. 

(b) The Commissioner may approve any offering on a basis other than 
that permitted in these rules where the investor has a minimum net worth 
of up to $250,000 and had during the last tax year, or estimates that the 
investor will have during the current tax year, gross income of $65,000 
or, in the alternative, a minimum net worth of up to $500,000. In the case 
of such offerings, the Commissioner may require a statement signed by 
the investor acknowledging the manner in which the program varies from 
these rules. 

(c) Net worth shall be determined exclusive of home, home furnish- 
ings and automobiles. Assets included in the computation of net worth 
may be valued at fair market value. 

(d) In the case of sales to fiduciary accounts, the suitability standards 
shall be met by each beneficiary of the account. Where the fiduciary is 
the donor of the funds for investment in the program the fiduciary may 
meet the suitability standards. If the only beneficiaries of the fiduciary 
account are the donor's ancestors, descendants or spouse, the suitability 
standards may be met by the donor to the account. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Renumbering and amendment of former section 260.140.112.2 to section 

260.140.112.3 and renumbering of former section 260.140.112.3 to section 

260. 140. 11 2.4 filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 2.4. Maintenance of Records. 

The sponsor shall maintain for at least 4 years a record of the informa- 
tion obtained to determine that an investor meets the suitability standards 
imposed on the offer and sale of program interests and a representation 
of the investor that the investor is investing for the investor's own ac- 
count or, in lieu of such representation, information indicating that the 
investor for whose account the investment was made met the suitability 
standards. Where the offering is underwritten or sold by a broker-dealer, 
the sponsor shall obtain a commitment from the broker-dealer to main- 
tain the same record of information required of the sponsor. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Coiporations Code. 

History 

1. Repealer filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 4). 

2. Renumbering of section 260.140.1 12.3 to section 260.140.1 12.4 filed 5-1 8-92; 
operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 2.5. Presumptive Suitability Standards. 

History 
1. Repealer filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 4). 

FEES— COMPENSATION— EXPENSES 

§ 260.140.113.1. Fees, Compensation and Expenses to be 
Reasonable. 

(a) The total amount of consideration of all kinds which may be paid 
directly or indirectly to all persons shall be reasonable. 

(b) Except for the promotional interests and program management 
fees permitted by Sections 260.140.113.5 and 260.140.1 13.6 hereof, and 
subject to all other prohibitions and requirements contained in these 



Rules, consideration may only be paid for reasonable and necessary 
goods, property or services. 

(c) The Prospectus must fully disclose and itemize all consideration 
which may be received from the program directly or indirectly by the 
sponsor, its affiliates and underwriters, what the consideration is for, and 
how and when it will be paid. This information shall be set forth in one 
location in tabular form. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. New section filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 3.2. Organization and Offering Expenses. 

All organization and offering expenses incurred in connection with the 
sale of program interests shall not exceed 1 5% of aggregate capital con- 
tributions. The percentage limitation shall be applied only to the portion 
of aggregate capital contributions when and as paid to the program. For 
purposes of this Section, capital contributions shall include mandatory 
deferred payments only as such amounts are paid to the program. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

3. Editorial correction (Register 95, No. 48). 

§ 260.1 40.1 1 3.3. Compensation for Acquisition Services. 

Payment of an acquisition fee shall be reasonable and shall be payable 
only for services actually rendered and to be rendered directly or indirect- 
ly and subject to the following conditions: 

(a) The total of all such compensation paid to everyone involved in the 
transaction by the program and/or any other person shall be deemed to 
be presumptively reasonable if it does not exceed the lesser of such com- 
pensation customarily charged in arms' length transactions by others ren- 
dering similar services as an ongoing public activity in the same geo- 
graphical location and for comparable property or an amount equal to 
1 8% of the gross proceeds of the offering. The acquisition fee to be paid 
to the sponsor shall be reduced to the extent that other real estate commis- 
sions, acquisition fees, finder's fees, or other similar fees or commissions 
are paid by any person in connection with the transaction. For purposes 
of this Section, gross proceeds of the offering shall include mandatory 
deferred payments only as such amounts are paid to the program. 

(b) The limitation imposed in paragraph (a) of this Rule shall be 
applied separately to each acquisition, with the 18% maximum percent- 
age computed on that portion of the proceeds (adjusted to include a pro 
rata amount of any organization and offering expenses) applicable to the 
property which is the subject of the transaction. 

Within 30 days after completion of the last acquisition, the sponsor 
shall forward to the Commissioner a schedule, verified under penalty of 
perjury, reflecting: 

(1) each acquisition made; 

(2) the purchase price paid (not including acquisition fees); 

(3) the aggregate of all acquisition fees paid on each transaction; and, 

(4) a computation showing compliance with this Rule. 

(c) The sponsor shall set forth on the face of the prospectus the amount 
of all acquisition fees which may be paid. This amount shall be expressed 
in both absolute dollars and as a percentage of the gross proceeds of the 
offering and may, in addition, be expressed as a percentage of the pur- 
chase price of the property. 

(d) The purchase price of the program's properties shall not exceed the 
appraised value of the properties. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment of subsection (c) filed 3-12-74; effective thirtieth day thereafter 
(Register 74, No. 11). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

3. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 
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4. Change without regulatory effect amending subsection (b) filed 9-25-2002 pur- 
suant to section 100, title 1, California Code of Regulations (Register 2002, No. 
39). 

§ 260.1 40.1 1 3.4. Payment for Acquisition Expenses. 

(a) Except as provided herein, payments by the program for acquisi- 
tion expenses are subject to Section 260.140.1 J 4.5. 

(b) The sponsor may be reimbursed for the actual cost of acquisition 
expenses consisting of goods or services provided to the program by per- 
sons who are unaffiliated with the sponsor if the acquisition expenses 
were incurred by the sponsor prior to the time that the program had funds 
available to pay such expenses directly. 

(c) Notwithstanding paragraph (b) of this Section, the program may 
not directly pay or reimburse the sponsor for acquisition expenses con- 
sisting of salaries, fringe benefits, miscellaneous expenses related to the 
evaluation, selection or acquisition of properties, unless such expenses 
reduce the acquisition fees permitted to be paid by Section 
260.140.113.3. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . New section filed 5-1 8-92; operative 6-17-92 (Register 92. No. 22). 

2. Renumbering of former section 260.140.1 13.4 to section 260.140.113.5 and 
new section filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.140.113.5. Promotional interests and Program 
Management Fees. 

(a) An adequately subordinated interest in the program will be allowed 
as a promotional interest and program management fee, provided the 
amount or percentage of such interest is reasonable. Such interest will be 
considered adequately subordinated and presumptively reasonable if it 
is within the limitations expressed in either subparagraph below: 

(1) An interest equal to 25% of distributions from any source remain- 
ing afterpayment to investors of an amount equal to 100% of capital con- 
tributions plus an amount equal to 6% of capital contributions per annum 
cumulative; or 

(2) An interest equal to: 

(A) 10% of distributions from cash available for distribution from op- 
erations; and 

(B) 15% of distributions from cash available from sale and refinancing 
of properties remaining after payment to investors of an amount equal to 
100% of capital contributions plus an amount equal to 6% of capital con- 
tributions per annum cumulative. 

(b) For the purposes of this Section, the capital contributions of partici- 
pants shall only be reduced by distributions to participants from cash 
available from sale and refinancing of program properties and distribu- 
tions from reserves created from the proceeds of the offering. 

(c) Dissolution and liquidation of the partnership. The distribution of 
assets upon dissolution and liquidation of the partnership shall conform 
to the applicable subordination provisions of subparagraphs (a)(1) and 
(a)(2)(B) herein, and appropriate language to this effect shall be included 
in the partnership agreement. 

(d) The cumulative benefits required by subparagraphs (a)(1) and 
(a)(2)(B) herein, shall commence no later than the end of the calendar 
quarter in which the participant's capital contribution is made. A pro- 
gram may elect an earlier date if it so chooses. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Renumbering and amendment of former section 260.140.113.4 to section 
260.140.1 13.5 filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.140.113.6. Other Program Management Fees. 

(a) A general partner of a program owning unimproved land shall be 
entitled to annual compensation not exceeding 1/4 of 1% of the cost of 
such unimproved land for operating the program until such time as the 
land is sold or improvement of the land commences by the limited part- 



nership. In no event shall this fee exceed a cumulative total of 2% of the 
original cost of the land regardless of the number of years held. 

(b) A general partner of a program holding property in government 
subsidized projects shall be entitled to annual compensation not exceed- 
ing 1/2 of 1% of the cost of such property for operating the program until 
such time as the property is sold, provided the aggregate of all compensa- 
tion received is consistent with the maximum allowed for nonsubsidized 
programs. 

(c) Program management fees other than as set forth above shall be 
prohibited. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
11). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

3. Renumbering of former section 260. 140. 1 13.6 to section 260. 1 40. 1 1 3.7 and re- 
numbering of former section 260.140.113.5 to section 260.140.113.6 filed 
5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.140.113.7. Real Estate Brokerage Commissions on 
Resale of Property. 

The total compensation paid to all persons for the sale of a program 
property shall be limited to a competitive real estate commission, not to 
exceed 6% of the contract price for the sale of the property. If the sponsor 
provides a substantial amount of the services in the sales effort, the spon- 
sor may receive up to one-half of the competitive real estate commission, 
not to exceed 3%, and subordinated as in Section 260.140.113.5(a) 
above. If the sponsor participates with an independent broker on resale, 
the subordination requirement shall apply only to the commission earned 
by the sponsor. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

3. Renumbering and amendment of former section 260.140.113.6 to section 
260.140.1 13.7 filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 3.8. Property Management Fee. 

(a) The sponsor may render property management services to the pro- 
gram provided such services are necessary to the prudent operation of the 
program and the sponsor maintains adequate staff to perform such ser- 
vices. Property management fees paid to the sponsor may not exceed the 
lesser of the fees set forth in subparagraphs (1) through (3) below or the 
fees which are competitive with amounts charged by unaffiliated parties 
for similar services in the same geographic location. Included in such 
fees shall be amounts paid for bookkeeping services and fees paid to per- 
sons unaffiliated with the sponsor for property management services. 

(1) In the case of residential property, the maximum property manage- 
ment fee (including all rent-up, leasing, re-leasing fees and bonuses, and 
leasing related services, paid to any person) shall be 5% of the gross reve- 
nues from such property. 

(2) In the case of industrial and commercial property, except as set 
forth in subparagraph (3) below, the maximum property management fee 
shall be 6% of the gross revenues from such leases where the sponsor per- 
forms leasing, re-leasing and leasing related services. The maximum 
property management fee from such leases shall be 3% of the gross reve- 
nues where the sponsor does not perform leasing, re-leasing, and leasing 
related services with respect to the property. 

(3) In the case of industrial and commercial properties which are 
leased on a long term (ten or more years) net (or similar) basis, the maxi- 
mum property management fee from such leases shall be 1% of the gross 
revenues, except for a one-time initial leasing fee of 3% of the gross reve- 
nues on each lease, which fee is payable over the first five full years of 
the original term of the lease. 
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(b) Any property management services for which the sponsor is to re- 
ceive compensation shall be rendered pursuant to a written contract, fully 
disclosed in the prospectus, which precisely describes the services to be 
rendered and all compensation to be paid. Such contract shall provide 
that it may only be modified in any material respect by the vote of a ma- 
jority in interest of limited partners. The contract shall contain a clause 
allowing termination without penalty on 60 days' notice. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
23140, Corporations Code. 

History 

1. New section filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

2. Editorial correction moving "Conflicts of Interest and Investment Restrictions" 
subheading to section 260.140.1 1 4. 1 (Register 92, No. 34). 

§ 260.1 40.1 1 3.9. Insurance Services. 

The sponsor may provide insurance brokerage services in connection 
with obtaining insurance on the program's property so long as the cost 
of providing such service, including the cost of the insurance, is no great- 
er than the lowest quote obtained from two unaffiliated insurance agen- 
cies and the coverage and terms are likewise comparable. In no event 
may such services be provided by the sponsor unless they are indepen- 
dently engaged in the business of providing such services to other than 
affiliates and at least 75% of their insurance brokerage service gross reve- 
nue is derived from other than affiliates. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. New section filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 



§ 260.1 40.1 1 3.1 0. Asset Based Fee. 

(a) An asset based fee includes compensation to a sponsor computed 
in accordance with this section. 

(b) A program may elect to compensate the sponsor according to the 
provisions of this section only if the program meets all of the following: 

(1) The prospectus states that a primary investment objective of the 
program is to generate and to distribute to the participants the cash flow 
from the operation of the properties of the program. 

(2) The anticipated life of the program does not exceed 20 years from 
the date the offering is declared effective by the Securities and Exchange 
Commission. However, the partnership agreement may provide that the 
program will be extended by the affirmative vote of a majority of the out- 
standing limited partnership interests. 

(3) The program will invest not less than 82% of the capital contribu- 
tions in the purchase, development construction or improvement of spe- 
cific properties. The remaining capital contributions may be used to pay 
organization and offering expenses, acquisition expenses, acquisition 
fees, and any other related fees and expenses, provided such expenses 
and fees are reasonable in accordance with Sections 260.140.113.1, 
260.140.113.2., 260.140.1 13.3. and 260.140.113.4. The total amount of 
organization and offering expenses, acquisition expenses, acquisition 
fees, and any other related fees and expenses, whenever paid, shall be 
limited to the initial amount of capital contributions not applied to the 
purchase, construction or improvement of specific properties. Not more 
than 3% of the capital contributions invested in the purchase, develop- 
ment, construction, or improvement of specific properties may be in- 
cluded as a working capital reserve. 

(c) The annual asset based fee shall be 0.75% of the base amount. On 
capital contributions temporarily held while awaiting purchase, develop- 
ment, construction or improvement of specific properties, the asset based 
fee shall be 0.5% of those capital contributions. The sponsor may also be 
allowed the following additional fees and compensation: 

(1) A property management fee as provided in Section 260.140.1 13.8. 

(2) Real Estate Commissions as provided in Section 260.140.113.7. 

(3) A promotional interest as provided in Section 
260.140.113.5(a)(2)(B). 

(4) Fees for insurance services as allowed by Section 260.140.113.9. 



(5) Organization and offering expenses, acquisition expenses and ac- 
quisifion fees as provided in subparagraph (b)(3). 

(6) ReimburseiTient for program expenses as provided in Section 
260.140.114.5. 

(7) Fees, interest and other charges as allowed in Section 
260.140.114.10(a). 

(8) Except as provided above, the sponsor shall receive no fees or other 
compensation from the program. 

(d) An election to compensate the sponsor with an asset based fee as 
provided in this section shall be subject to the following limitations: 

(1) The program may reinvest the cash available from sale and refi- 
nancing of properties during the 7 years following the date of its effec- 
tiveness with the Securities and Exchange Commission. No deduction 
for organization and offering expenses, acquisition expenses, acquisition 
fees, and any other related fees and expenses, shall be allowed on such 
reinvestments. Beginning on a date 7 years after the date of effectiveness 
with the Securities and Exchange Commission, no reinvestment of the 
cash available from sale and refinancing of program properfies shall be 
allowed. 

(2) The asset based fee may be accaied without interest when program 
funds are not available for its payment. Any accrued asset based fee may 
be paid from the next cash available from sale and refinancing of proper- 
ties. No asset based fee inay be paid from program reserves. 

(3) A sponsor that is tenninated and enutled to compensation froin the 
program as provided in the partnership documents and governed by Sec- 
tion 260. 140. 1 1 1 .6 shall be paid the asset based fee through the date of 
such termination. 

(4) Except as modified by this secfion, all other rules governing real 
estate programs shall apply where appropriate to programs electing an 
asset based fee. 

(e) For purposes of this section, the base amount includes that portion 
of the capital contributions originally committed to the purchase, devel- 
opment, construcfion or improvement of specified properties without re- 
gard to leverage and including working capital reserves allowable under 
subsection (b). The base amount shall be recomputed annually by sub- 
tracting from the then fair market value of the program's real properties 
as determined by independent appraisals plus the working capital re- 
serves allowable under subsection (b), an amount equal to the outstand- 
ing debt secured by the program's properties. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . New section filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

CONFLICTS OF INTEREST AND INVESTMENT 
RESTRICTIONS 

§ 260.1 40.1 1 4.1 . Sales, Leases and Loans. 

(a) Sales and Leases to Program. A program shall not purchase or lease 
property in which a sponsor has an interest unless: 

(1) The transaction occurs at the formation of the program and is fully 
disclosed in its prospectus, and 

(2) The property is sold upon terms fair to the program and at a price 
not in excess of its appraised value, and 

(3) The cost of the property and any improvements thereon to the spon- 
sor is clearly established. If the sponsor's cost was less than the price to 
be paid by the program, the price to be paid by the program will not be 
deemed fair, regardless of the appraised value, unless some material 
change has occurred to the property which would increase the value since 
the sponsor acquired the property. Material factors may include the pas- 
sage of a significant amount of time (but in no event less than 2 years) the 
assumption by the promoter of the risk of obtaining a re-zoning of the 
property and its subsequent re-zoning, or some other extraordinary event 
which in fact increases the value of the property. 

(4) The provisions of this paragraph notwithstanding, the sponsor may 
purchase property in its own name (and assume loans in connection 
therewith) and temporarily hold title thereto for the purpose of facilitat- 
ing the acquisition of such property or the borrowing of money or obtain- 
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ing of financing for the program, or completion of construction of the 
property, or any other purpose related to the business of the program, pro- 
vided that such property is purchased by the program for a price no great- 
er than the cost of such property to the sponsor, except for compensation 
permitted by Sections 260. 140. 113.3 and 260. 1 40. 1 14.6 hereof, and pro- 
vided there is no difference in interest rates of the loans secured by the 
property at the time acquired by the sponsor and the time acquired by the 
program, nor any other benefit arising out of such transaction to the spon- 
sor apart from compensation otherwise permitted by these Rules. Ac- 
cordingly, all income and expenses allocable to the period during which 
the property was held by the sponsor shall be treated as belonging to the 
program upon the purchase of the property by the program. 

In no event shall the program purchase property from the sponsor pur- 
suant to this subparagraph (a)(4) if the sponsor has held the property for 
a period in excess of 12 months prior to commencement of the offering. 
The sponsor shall not sell property to the program pursuant to this sub- 
paragraph (a)(4) if the cost of the property exceeds the funds reasonably 
anticipated to be available to the program to purchase the property. The 
prospectus and program agreement shall set forth a reasonable and satis- 
factory methodology to be utilized for determining which properties will 
ultimately be transferred to the program when the cost of the property ac- 
quired by the sponsor on behalf of the program exceeds program funds 
available to purchase the property. 

(5) Notwithstanding subparagraphs (a)(1) through (4) of this Section, 
the program may purchase property from a program formed by the spon- 
sor upon exercise of the rights of first refusal required by Section 
260. 140. 1 14.9. In such a case the cost of the property to the program shall 
not exceed its appraised value at the time such rights are exercised. 

(b) Sales and Leases to Sponsor. A program shall not sell or lease prop- 
erty to the sponsor except as provided herein. 

(1 ) The program may lease property to the sponsor pursuant to a lease- 
back arrangement made at the outset, the terms of which are fully dis- 
closed in the prospectus and not less favorable to the program than those 
offered to and accepted by persons who are not affiliates of the sponsor. 

(2) Not more than 10% of aggregate leasable space owned by the pro- 
gram may be under lease to the sponsor pursuant to terms not less favor- 
able to the program than those offered to and accepted by persons who 
are not affiliates of the sponsor; provided that the sponsor may not sublet 
such properties unless all profits derived from such subleases in excess 
of rentals due on the master lease are paid to the program. 

(3) A sponsor may purchase property (or contract rights related there- 
to) from the program only if all of the following criteria are met: 

(A) The program does not have sufficient offering proceeds available 
to retain the property (or contract rights related thereto). 

(B) The sponsor pays the program an amount in cash equal to the cost 
of the property (or contract rights) to the program (including all cash pay- 
ments and carrying costs related thereto). 

(C) The sponsor assumes all of the program's obligations and liabili- 
ties incurred in connection with the holding of the property (or contract 
rights) by the program. 

(D) The sale to the sponsor occurs not later than 90 days following the 
termination date of the offering. 

(E) A reasonable and satisfactory methodology to be used by the spon- 
sor in determining which properties it will purchase in the event that the 
program's offering proceeds are insufficient to retain all properties must 
be fully disclosed in the prospectus. 

(c) Loans. No loans may be made by the program to the sponsor, ex- 
cept as permitted by Section 260.140.114(d). 

(d) Dealings with Related Programs. A program shall not acquire 
property from a program in which the sponsor has an interest, except as 
permitted by Section 260.140.114.1(a)(5). 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 



2. Editorial correction inserting "Conflicts of Interest and Investment Restric- 
tions" subheading (Register 92, No. 34). 

3. Change without regulatory effect amending subsections (c)-(d) filed 
9-25-2002 pursuant to section 100, title 1, California Code of Regulations 
(Register 2002, No. 39). 

§ 260.1 40.1 1 4.2. Exchange of Limited Partnership 
Interests. 

Ordinarily, a program may not acquire property in exchange for lim- 
ited partnership interests. Such an exchange will be permitted if the prop- 
erty and specific terms of the transaction are identified in the prospectus 
and the property will be exchanged immediately upon effectiveness of 
the qualification. In addition, such exchange shall meet the following 
conditions: 

(a) A provision for such exchange must be set forth in the partnership 
agreement, and appropriate disclosure as to tax effects of such exchange 
must be set forth in the prospectus; 

(b) The property to be acquired must come within the objectives of the 
program; 

(c) The purchase price assigned to the property shall be no higher than 
its appraised value; 

(d) Each program interest must be valued at no less than market value 
if there is a market or if there is no market, at the fair market value of the 
program's assets as determined by an independent appraiser within the 
last 90 days, less its liabilities, divided by the number of program inter- 
ests outstanding; 

(e) No more than one-half of the interests issued by the program shall 
be issued in exchange for property; 

(f) No securities sales or underwriting commissions shall be paid in 

connection with such exchange. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment and new subsections (a)-(f) filed 5-18-92; operative 6-17-92 
(Register 92, No. 22). 

3. Editorial correction of History 2 (Register 95, No. 12). 

4. Change without regulatory effect amending subsection (e) filed 9-25-2002 pur- 
suant to section 100, title 1, California Code of Regulations (Register 2002, No. 
39). 

§ 260.1 40.1 1 4.3. Exclusive Agreement. 

A program shall not give a sponsor an exclusive right to sell or exclu- 
sive employment to sell property for the program. 

§ 260.1 40.1 1 4.4. Commissions on Reinvestment. 

A program may pay a commission or fee to the sponsor in connection 
with any reinvestment provided the sum of such commission or fee and 
the acquisition fee received on the initial acquisition together do not ex- 
ceed the limitations of Section 260.140.113.3 had the initial and subse- 
quent purchase occurred simultaneously on a combined leverage basis 
not exceeding 80% of the purchase price of the properties. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment of section and heading filed 5-1 8-92; operative 6-1 7-92 (Register 
92, No. 22). 

§ 260.1 40.1 1 4.5. Program Expenses and Other Goods and 
Services Provided by the Sponsor. 

(a) All expenses of the program shall be billed directly to and paid by 
the program. Reimbursements to the sponsor may be permitted for the 
following: 

(1) Organization and offering expenses subject to Section 
260.140.113.2. 

(2) Acquisition expenses subject to Section 260.140.113.4. 

(3) The actual cost of goods and materials used for or by the program 
and obtained from unaffiliated persons. 
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(4) Administrative and transfer agency type services provided by tiie 
sponsor, sucii as legal, accounting, and investor communications ser- 
vices, wliich meet the following conditions: 

(A) The sponsor undertakes to maintain an adequate staff to perform 
such services; 

(B) Such services are necessary to the prudent operations of the pro- 
gram; and 

(C) The price paid to the sponsor for such services does not exceed the 
lesser of the actual cost of such services to the sponsor or 90% of the com- 
petitive rate charged by unaffiliated persons rendering similar services 
in the same geographic location. 

(5) The actual cost of on site property management personnel if such 
amounts are customarily reimbursed for similar property in the same 
geographical location in addition to payment of the property manage- 
ment fee permitted by Section 260. J 40.1 13.8 of these Rules and the 
sponsor is compensated for property management services pursuant to 
that Section. Such reimbursements may not exceed a competitive rate for 
comparable services for similar property in the same geographic loca- 
tion. 

(b) No reimbursement shall be permitted for any services for which the 
sponsor is entitled to compensation by way of a separate fee. Excluded 
from allowable reimbursement shall be: 

( 1 ) Rent or depreciation, utilities, capital equipment, and other admin- 
istrative items generally falling under the category of overhead; and 

(2) Salaries, fringe benefits, travel expenses, and other administrative 
items incurred or allocated to any controlling persons of the sponsor. 

(c) For purposes of this Section, controlling person includes, but is not 
limited to, any person, whatever their title, who performs functions for 
the sponsor similar to those for: 

(1) Chairman or member of the Board of Directors; 

(2) Executive management, such as the president, vice-president or 
senior vice-president, corporate secretary, and treasurer; 

(3) Senior management, such as the vice-president of an operating di- 
vision who reports directly to executive management; or 

(4) Those holding 5% or more equity interest in the sponsor or a person 
having the power to direct or cause the direction of the sponsor, whether 
through the ownership of voting securities, by contract, or otherwise. 

(d) Except as provided in Sections 260.140.113.3 through 
260.140.113.9 and 260.140.114.6 and paragraph (a) of this Section, the 
sponsor may not provide other goods or services to the program unless 
all of the following conditions are satisfied: 

(1) The goods or services are necessary to the prudent operation of the 
program. 

(2) The goods or services must be provided at a price which does not 
exceed the lesser of the actual cost of such goods and services to the spon- 
sor or 90% of the compensation, price or fee charged by unaffiliated per- 
sons for providing comparable goods or services on competitive terms 
in the same geographic location. 

(3) The goods or services for which the sponsor is to receive compen- 
sation shall be embodied in a written contract, fully disclosed in the pro- 
spectus, which precisely describes the goods or services to be provided 
and all compensation to be paid. Such contract may only be modified in 
any material respect by the vote of a majority in interest of limited part- 
ners and shall be terminable without penalty on 60 days' notice. 

(4) The sponsor must be previously engaged in the business of render- 
ing such services, or providing such goods, independently of the program 
and as an ordinary and ongoing business. 

(5) For purposes of this paragraph (d) only, the actual cost of services 
means the pro rata cost of personnel, including an allocation of overhead 
directly attributable to such personnel, based on the amount of time the 
personnel spent on such services, or other method of allocation accept- 
able to the program's certified public accountant. The actual cost of 
goods includes the price of goods and materials paid to unaffiliated per- 
sons, and direct costs incurred by the sponsor in the transaction, includ- 
ing an allocation of overhead directly attributable to the transaction. Ac- 
tual cost shall exclude all of the items set forth in paragraph (b)(2) hereof, 



and the items set forth in paragraph (b)(1) hereof to the extent the items 
are not directly attributable to the rendering of such services. 

(e) Notwithstanding paragraph (d) of this Section, the sponsor may 
provide other goods and services to the program in compliance with Sec- 
tion V.E.2. of the NASAA Statement of Policy on Real Estate Programs 
and the Comments thereto, as amended through October 12, 1988. 

(f) The annual program report must contain a breakdown of the costs 
reimbursed to the sponsor. Within the scope of the annual audit of the 
sponsor's financial statement, the independent certified public accoun- 
tants must verify the allocation of such costs to the program. The method 
of verification shall at minimum provide: 

(A) A review of the time records of individual employees, the costs of 
whose services were reimbursed; and 

(B) A review of the specific nature of the work performed by each such 
employee. The methods of verification shall be in accordance with gener- 
ally accepted auditing standards and shall accordingly include such tests 
of the accounting records and such other auditing procedures which the 
sponsor's independent certified public accountants consider appropriate 
in the circumstance. The additional costs of such verification will be 
itemized by said accountants on a program by program basis and may be 
reimbursed to the sponsor by the program in accordance with this sub- 
paragraph only to the extent that such reimbursement when added to the 
cost for such goods and services does not exceed 90% of the compefiti ve 
rate for such goods or services as determined above. The prospectus must 
disclose in tabular form an estimate of such proposed expenses for the 
next fiscal year together with a breakdown by year of such expenses re- 
imbursed in each of the last five public programs formed by the sponsor. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Repealer and new section filed 5-18-92; operative 6-17-92 (Register 92, No. 

22). 

§ 260.1 40.1 1 4.6. Development or Construction Contracts. 

The sponsor will not be permitted to construct or develop properties, 
or render any services in connection with such development or construc- 
tion, unless all of the following conditions are satisfied: 

(a) The transactions occur at the formation of the program. 

(b) The specific terms of the development and construcfion of identifi- 
able properties are ascertainable and fully disclosed in the prospectus. 

(c) The purchase price to be paid by the program is based upon a firm 
contract price which in no event can exceed the sum of the cost of the land 
and the sponsor's cost of construction. For purposes of this subdivision, 
cost of construcfion includes the contractor or construction fee custom- 
arily paid for services as a general contractor, provided, however, that 
any overhead of the general contractor is not charged to the program or 
included in the cost of construcfion. 

(d) In the case of construction, the only fees paid to the sponsor in con- 
nection with such project, other than a development fee, shall consist of 
a construction fee for acfing as a general contractor, which fees must be 
comparable and compefifive with the fee of unaffiliated persons render- 
ing comparable services (excluding, however, any overhead of the con- 
tractor), and a real estate commission in connection with the acquisition 
of the land, if appropriate under the circumstances. Any such real estate 
commission shall be subject to the provisions of Secfion 260.140.1 13.3 
of these Rules. 

(e) In the case of both development and construction fees paid to the 
sponsor, the sponsor must comply with paragraphs (d)(2) and (3) of Sec- 
tion 260.140.114.5. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment of subsections (d) and (e) filed 5-18-92; operative 6-17-92 (Reg- 
ister 92, No. 22). 
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§ 260.1 40.1 1 4.7. Rebates, Kickbacks and Reciprocal 
Airirangements. 

(a) No rebates or give-ups may be received by the sponsor nor may the 
sponsor participate in any reciprocal business arrangements which 
would circumvent these Rules. Furthermore the prospectus and program 
agreement shall contain language prohibiting the above as well as lan- 
guage prohibiting reciprocal business arrangements which would cir- 
cumvent the restrictions against dealing with the general partners or affil- 
iates. 

(b) No sponsor, underwriter, dealer or salesman of program interests 
shall directly or indirectly pay or award any finder's fees, commissions 
or other compensation to any person engaged by a potential investor for 
investment advice as an inducement to such advisor to advise the pur- 
chase of interests in the program; provided, however, that this clause 
shall not prohibit the normal sales commissions payable to a registered 
broker-dealer or other properly licensed person for selling program in- 
terests. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 4.8. Commingling of Funds. 

The funds of a program shall not be commingled with the funds of any 
other person. Nothing contained in this Rule shall prohibit a sponsor from 
establishing a master fiduciary account pursuant to which separate sub- 
trust accounts are established for the benefit of affiliated limited partner- 
ships, provided that program funds are protected from claims of such oth- 
er partnerships and/or creditors. The prohibition of this Rule shall not 
apply to investments meeting the requirements of Section 
260.140.114.9. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
11). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

3. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 4.9. Investments in or With Other Programs. 

(a) The program shall be permitted to invest in general partnerships or 
joint ventures with non-affiliates that own and operate one or more par- 
ticular properties if the program, alone or together with any publicly reg- 
istered affiliate of the program meeting the requirements of paragraph (b) 
of this Section, acquires a controlling interest in such a general partner- 
ship or joint venture, but in no event shall duplicate fees be permitted. For 
purposes of this Section, ''controUing interest" means an equity interest 
possessing the power to direct or cause the direction of the management 
and pohcies of the general partnership or joint venture, including the au- 
thority to: 

(1) Review all contracts entered into by the general partnership or joint 
venture that will have a material effect on its business or property; 

(2) Cause a sale or refinancing of the property or its interest therein 
subject in certain cases where required by the partnership or joint venture 
agreement, to limits as to time, minimum amounts and/or right of first re- 
fusal by the joint venture partner or consent of the joint venture partner; 

(3) Approve budgets and major capital expenditures, subject to a 
stated minimum amount; 

(4) Veto any sale or refinancing of the property, or, alternatively, to 
receive a specified preference on sale or refinancing proceeds; and 

(5) Exercise a right of first refusal on any desired sale or refinancing 
by the joint venture partner of its interest in the property except for trans- 
fer to an affiliate of the joint venture partner. 



(b) The program shall be permitted to invest in general partnerships or 
joint ventures with other publicly registered affiliates of the program if 
all of the following conditions are met: 

(1) The programs have substantially identical investment objectives. 

(2) There are no duplicate fees. 

(3) The compensation to sponsors is substantially identical in each 
program. 

(4) Each program must have a right of first refusal to buy if the other 
programs wish to sell property held in the joint venture. 

(5) The investment of each program is on substantially the same terms 
and conditions. 

(6) The prospectus must disclose the potential risk of impasse on joint 
venture decisions since no program controls and the potential risk that 
while a program may have the right to buy the property from the partner- 
ship or joint venture it may not have the resources to do so. 

(c) The program shall be permitted to invest in general partnership or 
joint ventures with affiliates other than publicly registered affiliates of 
the program only under the following conditions: (1) the investment is 
necessary to relieve the sponsor from any commitment to purchase a 
property entered into in compliance with Secfion 260.140. 1 14. 1(a)(4) of 
these Rules prior to the closing of the offering period of the program; (2) 
there are no duplicate fees; (3) the investment of each entity is on substan- 
tially the same terms and conditions; (4) the program must have a right 
of first refusal to buy if the sponsor wishes to sell property held in the joint 
venture; and (5) the prospectus discloses the potential risk of impasse on 
joint venture decisions. 

(d) Other than as specifically permitted in paragraphs (b) and (c) 
above, the program shall not be permitted to invest in general partner- 
ships or joint ventures with affiliates. 

(e) A program shall be permitted to invest in general partnership inter- 
ests of limited partnerships only if the program, alone or together with 
any publicly registered affiliate of the program meeting the requirements 
of paragraph (b) above, acquires a "controlling interest" as defined in 
paragraph (a) of this Secfion, no duplicate fees are permitted, no addition- 
al compensation beyond that permitted by Sections 260.140.113.1 
through 260.140.113.9 of these Rules shall be paid to the sponsor, and 
the program agreement shall comply with Secfions 260.140.114.1 
through 260.140.114.14. 

(f) A program that is a limited partnership (the "Upper-Tier Partner- 
ship") shall be permitted to invest in limited partnership interests of other 
limited partnerships (the "Lower-Tier Partnerships") only if all of the 
following conditions are met: 

(1) If the general partner of the Lower-Tier Partnership is a sponsor 
of the Upper-Tier Partnership, the program agreement of the Upper-Tier 
Partnership shall: 

(A) Prohibit the program from investing in such Lower-Tier Partner- 
ship unless the partnership agreement of the Lower-Tier Partnership 
contains provisions required by Section 260.140.119.1 of these Rules 
and provisions acknowledging privity between the Lower-Tier general 
partner and the participants; and 

(B) Provide that compensation payable in the aggregate from both lev- 
els shall not exceed the amounts permitted under Sections 260.140.1 13.1 
through 260.140.113.9 of these Rules. 

(2) If the general partner of the Lower-Tier Partnership is not a spon- 
sor of the Upper-Tier Partnership, the program agreement of the Upper- 
Tier Partnership shall prohibit the program from investing in the Lower- 
Tier Partnership unless the partnership agreement of the Lower-Tier 
Partnership contains provisions complying with Sections 260.140.1 1 1 .5 
and 260.140.1 11.6; 260.140.1 15.5; 260.140.1 16.1 -260.140.116.9; and 
260.140.118.3; and shall provide that the compensation payable at both 
tiers shall not exceed the amounts permitted by Secfions 260. 140. 11 3.1 
-260.140.113.9 herein. 

(3) Each Lower-Tier Partnership shall have as its limited partners only 
publicly registered Upper-Tier Partnerships; provided, however, that 
special limited partners not affiliated with the sponsor shall be permitted 
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it" the interests taken result in no diminution in the control exercisable by 
the other limited partners. 

(4) No program may be structured with more than two tiers. 

(5) The program agreement of the Upper-Tier Partnership must con- 
tain a prohibition against duplicate fees. 

(6) The program agreement of the Upper-Tier Partnership must pro- 
vide that the limited partners of the Upper-Tier Partnership can, upon the 
vote of majority in interest and without the concurrence of the sponsor, 
direct the general partner of the Upper-Tier Partnership (acting on behalf 
of the Upper-Tier Partnership) to take any action permitted to a limited 
partner (e.g., the Upper-Tier Partnership) in the Lower-Tier Partnership. 

(7) The prospectus must fully and prominently disclose the two-tiered 
arrangement and any risks related thereto. 

(g) Notwithstanding subparagraphs (0(2) through (7) hereof, if the 
general partner of the Lower-Tier Partnership is not a sponsor of the Up- 
per-Tier Partnership, an Upper-Tier Partnership may invest in a Lower- 
Tier Partnership that owns and operates a particular property to be quali- 
fied pursuant to Section 42(g) of the Internal Revenue Code of 1986, as 
amended, if limited partners at both tiers are provided all of the rights and 
obligations required by Section 260.140.116.1 through 260.140.116.9 
and the program agreement of the Upper-Tier Partnership contains a pro- 
hibition against payment of duplicate fees. 

(h) Nothing contained in this Section may be used to circumvent or 
abrogate the restrictions and requirements of these Rules, including, but 
not limited to, Section 260.140.114.1 hereof. However, no provision 
contained in this Section is intended to restrict or prohibit any payment 
to a person who is not an affiliate of the sponsor otherwise permitted by 
these Rules. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
11). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

3. Repealer and new section filed 5-1 8-92; operative 6-17-92 (Register 92, No. 

22). 

§ 260.1 40.1 1 4.1 0. Lending Practices. 

(a) On financing made available to the program by the sponsor, the 
sponsor may not receive interest and other financing charges or fees in 
excess of the amounts which would be charged by unrelated lending in- 
stitutions on comparable loans for the same purpose in the same locality 
of the property. No prepayment charge or penalty shall be required by the 
sponsor on a loan to the program secured by either a first or a junior or 
all-inclusive trust deed, mortgage or encumbrance on the property, ex- 
cept to the extent that such prepayment charge or penalty is attributable 
to the underlying encumbrance. Except as permitted by subsection (b) of 
this section, the sponsor shall be prohibited from providing permanent 
financing for the program. 

(b) The sponsor may provide permanent financing for the purchase of 
property by the program through use of an "all-inclusive" or "wrap 
around" note provided all of the following conditions are complied with: 

(1) The sponsor under the all-inclusive note shall not receive interest 
on the amount of the underlying encumbrance included in the all-inclu- 
si ve note in excess of that payable to the lender on that underlying encum- 
brance; 

(2) The program shall receive credit on its obligation under the all-in- 
clusive note for payments made directly on the underlying encumbrance, 
and 

(3) A paying agent, ordinarily a bank, escrow company, or savings and 
Joan, shall collect payments (other than any initial payment of prepaid in- 
terest or loan points not to be applied to the underlying encumbrance) on 
the all-inclusive note and make disbursements therefrom to the holder 
of the underlying encumbrance prior to making any disbursement to the 
holder of the all-inclusive note, subject to the requirements of subpara- 
graph (1) above, or, in the alternative, all payments on the all-inclusive 
and underlying note shall be made directly by the program. 



(c) For purposes of this Section, the term "permanent financing" shall 
mean all indebtedness encumbering program properties or incurred by 
the program, the principal amount of which is scheduled to be paid over 
a period of not less than 48 months, and not more than 50 percent of the 
principal amount of which is scheduled to be paid during the first 24 
months. Nothing in this definition shall be construed as prohibiting a bo- 
na-fide prepayment provision in the financing agreement. 
NOTE: Authority cited: Section 25610. Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment of subsection (a) filed 3-12-74; effective thirtieth day thereafter 
(Register 74, No. 11). 

2. Amendment of subsection (a) filed 1-22-75; effective thirtieth day thereafter 
(Register 75, No. 4). 

3. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

4. New subsection (c) filed 5-1 8-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.11 4.1 1 . Completion Bond Requirement. 

(a) The completion of property acquired by the program which is un- 
der construction shall be guaranteed at the price contracted by an ade- 
quate completion bond or other satisfactory arrangements. 

(b) For purposes of this section, satisfactory arrangements include, but 
are not limited to, the following: 

( 1 ) A written guarantee of completion by a person, supported by finan- 
cial statements demonstrating sufficient net worth or adequately collater- 
alized by real or personal properties or other personal guarantees. 

(2) A retention of a reasonable portion of the purchase consideration 
as a potential offset to such purchase consideration in the event the seller 
does not perform in accordance with the purchase and sale agreement. 

(c) Other satisfactory arrangements to guarantee completion may be 
made, provided they are disclosed in the prospectus and the prior written 
approval of the Commissioner of Corporations has been obtained. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
11). 

2. Amendment of subsection (e) filed 1-22-75; effective thirtieth day thereafter 
(Register 75, No. 4). 

3. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

4. Amendment of subsections (a) and (b)(1) filed 5-18-92; operative 6-17-92 
(Register 92, No. 22). 

§ 260.1 40.1 1 4.1 2. Requirement for Real Property 
Appraisal. 

All real property acquisitions must be supported by an appraisal. Any 
appraisal obtained, whether or not required by these Rules, shall be main- 
tained in the sponsor's records for at least 5 years. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 4.1 3. Financing Policies. 

(a) All mortgage financing obtained by the program or retained upon 
acquired properties must provide for one of the following: 

(1 ) Equal periodic payments (except for differences attributable to ad- 
justable rate loans) on a schedule that would be sufficient to fully amor- 
tize the loan over a 20 to 40 year period; 

(2) Payments of interest only for a period not greater than ten (10) 
years with the remaining balance payable in equal periodic payments on 
a schedule that would fully amortize the loan over a 20 to 30 year period; 

(3) Payments of a portion of stated interest currently and deferral of the 
remaining interest for a period not greater than five (5) years, with the re- 
maining principal and interest payable in equal periodic payments on a 
schedule that would fully amordze the loan over a 20 to 35 year period, 
provided that the amount of deferred interest must be included in calcu- 
lating the 25% exception referred to in paragraph (c)(1) of this Section. 



• 
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(b) All financing including all-inclusive and wrap-around loans and 
interest-only loans shall provide that no balloon payment may become 
due sooner than the earlier of: 

(1) Ten years from the date the program acquires the property, or 

(2) Two years beyond the anticipated holding period of the property, 
provided in such case that a balloon payment shall not become due sooner 
than seven years from the date the program acquires the property. The an- 
ticipated holding period for such properties shall be stated in the prospec- 
tus. 

(c) The foregoing shall not apply to the following: 

(1) Financing representing, in the aggregate, 25% or less of the total 
purchase price of program properties or 25% or less of the fair market val- 
ue of properties which have been financed subsequent to acquisition; 

(2) Interim financing, including construction financing, with a full ta- 
ke-out commitment for financing which complies with paragraphs (a) 
and (b) of this Section; or 

(3) If the program establishes a reserve equal to the amount of the bal- 
loon payment and holds the reserve for the purpose of the balloon pay- 
ment. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Coiporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment and new subsections (a)(])-(3) and (c)(l)-(3) filed 5-18-92; op- 
erative 6-17-92 (Register 92, No. 22). 

3. Editorial correction of HISTORY 2 (Register 95, No. 12). 

§ 260.1 40.1 1 4.1 4. Program Indebtedness. 

(a) Following termination of the offering, total indebtedness incurred 
by the program shall at no time exceed the sum of 80% of the aggregate 
purchase price of properties that have not been refinanced, and 80% of 
the aggregate fair market value of all refinanced properties, as deter- 
mined by the lender as of the date of refinancing. 

(b) For purposes of this Section only, "indebtedness" shall include the 
principal of any loan together with any interest that may be deferred pur- 
suant to the terms of the loan agreement which exceeds 5% per annum 
of the principal balance of such indebtedness (excluding contingent par- 
ticipations in income and/or appreciation in the value of the program 
property); and shall exclude any indebtedness incurred by the program 
for necessary working capital. 

NOTE: Authority cited: Section 25610, Corporation Code. Reference: Section 
25140, Corporation Code. 

History 

1. New section filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

2. Editorial correction moving "Non-specified property programs" subheading to 
section 260.140.1 15.1 and amendment of History 1. (Register 92, No. 34). 

NON-SPECIFIED PROPERTY PROGRAMS 

The following special provisions shall apply to non-specified proper- 
ty programs: 

§ 260.1 40.1 1 5.1 . MBoiimum Capitalization. 

A non-specified property program shall provide for minimum gross 
proceeds from the offering of not less than $1,000,000 after payment of 
all organizational and offering expenses before it may commence busi- 
ness. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

3. Editorial correction inserting "Non-specified property programs" subheading 
(Register 92, No. 34). 

§ 260.1 40.1 1 5.2. Experience of Sponsor. 

In addition to the experience requirements stated in Section 
260. 140. 1 11 . 1 , a general partner, or if a general partner is not an individ- 
ual, the operating officer of such general partner, must have had the 



equivalent of at least 5 years experience in the real estate business in an 
executive capacity. 

Such persons must also have two years experience in the management 
and acquisition of the type of properties to be acquired or otherwise must 
demonstrate to the satisfaction of the Commissioner that they have suffi- 
cient knowledge and experience to acquire and manage the type of prop- 
erties proposed to be acquired by the non-specified property program. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 1-27-84: effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 5.3. Investment Restrictions and Objectives. 

(a) Unimproved or non-income producing property shall not be ac- 
quired except upon terms which can be financed by the program proceeds 
or from cash available for distribution from operations. Investments in 
such property shall not exceed 25% of the gross proceeds of the offering. 
Properties which are expected to produce income within a reasonable pe- 
riod of time shall not be considered non-income producing. For purposes 
of this paragraph two years shall be deemed to be presumptively reason- 
able. 

(b) Investments in junior trust deeds, and other similar obligations 
shall be prohibited, except for junior trust deeds which arise from the sale 
of program properties. 

(c) The manner in which acquisitions will be financed, including the 
use of an all-inclusive note or wrap-around mortgage, and the amount 
of leverage to be employed shall be fully set forth in the statement of in- 
vestment objectives. 

(d) The prospectus shall disclose whether the program will enter into 

joint venture arrangements and the projected extent thereof. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment of section heading and subsection (a), repealer of subsection (c), 
and new subsections (c) and (d) filed 5-18-92; operative 6-17-92 (Register 92, 

No. 22). 

§ 260.1 40.1 1 5.4. Expenditure of Met Proceeds. 

While the net proceeds of an offering are awaiting investment in real 
property, the net proceeds may be temporarily invested in short-term 
highly liquid investments where there is appropriate safety of principal, 
such as U.S. Treasury Bonds or Bills. Any proceeds of the offering of 
program interests not invested within the later of two years from the date 
of effectiveness of the qualification or one year after the terminadon of 
the offering, or, if permitted by the Commissioner, six months from the 
last scheduled mandatory deferred payment date (except for necessary 
operating capital) shall be distributed pro rata to the partners as a return 
of capital. 

NoTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 5.5. Special Reports. 

Within 60 days after the end of each quarter during which there have 
been real property acquisitions, a "Special Report" (which may be part 
of the quarterly report) shall be sent to all participants until the proceeds 
of the offering are committed or returned to the investors in accordance 
with Section 260.140.1 15.4 of these rules. The report shall contain the 
following information: 

(a) the locafion and a description of the general character of all materi- 
ally important real properties acquired or presently intended to be ac- 
quired by or leased to the program, during the quarter, 

(b) the present or proposed use of such properties and their suitability 
and adequacy for such use, 
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(c) the terms of any material lease affecting the property, 

(d) the proposed method of financing, including estimated down pay- 
ment, leverage ratio, prepaid interest, balloon payment(s), prepayment 
penalties, due-on-sale or encumbrance clauses and possible adverse ef- 
fects thereof and similar details of the proposed financing plan, 

(e) a statement that title insurance and any require construction, per- 
manent or other financing and performance bonds or other assurances 
with respect to builders have been or will be obtained on all properties 
acquired, and 

(f) a statement of the amount of proceeds in the program which remain 
uncommitted or unexpended, stated as both a dollar amount and percent- 
age of the total amount of the offering proceeds of the program. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment and new subsection (f) filed 5-1 8-92; operative 6-1 7-92 (Register 
92, No. 22). 

§ 260.1 40.1 1 5.6. Multiple Programs. 

The method for allocating the acquisition of properties among two or 
more programs of the same sponsor seeking to acquire similar types of 
properties shall be reasonable. The method shall be described in the pro- 
spectus. 

NOTE: Authority cited: Secfion 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Repealer and new section filed 1 -27-84; effective thirtieth day thereafter (Reg- 
ister 84, No. 4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 5.7. Multiple Programs. 

History 
1 . Repealer filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 4). 

RIGHTS AND OBLIGATIONS OF PARTICIPANTS 

§260.140.116.1. Meetings. 

Meetings of the limited partners to vote upon any matters on which the 
limited partners are authorized to take action under the partnership agree- 
ment may be called at any time by the general partner(s) or one or more 
limited partners holding not less than 10% of the outstanding limited 
partnership interests. Upon request in writing to the general partner(s) by 
any person(s) entitled to call a meeting, the general partner(s) shall cause 
notice to be given to the limited partners that a meeting will be held at a 
time requested by the person(s) calling the meeting, not less than 15 nor 
more than 60 days after receipt of the request. Written notice of the meet- 
ing shall be given either personally or by first class mail not less than 10 
nor more than 60 days before the date of the meeting to the limited part- 
ners. Included with the notice shall be a detailed statement of the action 
proposed, including a verbatim statement of the wording of any resolu- 
tion proposed for adoption by the limited partners and of any proposed 
amendment to the partnership agreement. The partnership will provide 
for proxies or written consents which specify a choice between approval 
and disapproval of each matter to be acted upon at the meeting. A major- 
ity of the limited partnership interests entitled to vote, represented in per- 
son or by proxy, shall constitute a quorum at a meeting of the limited part- 
ners. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

§ 260.140.116.2. Voting Rights of Limited Partners. 

(a) General Requirement. 

(1) Without the necessity for concurrence by the general partner(s), a 
majority of the outstanding limited partnership interests may vote to (A) 



amend the partnership agreement, (B) remove the general partner(s). (C) 
elect a new general partner(s). (D) approve or disapprove the sale of all 
or substantially all of the assets of the partnership other than in the ordi- 
nary course of its business and (E) dissolve the partnership. 

(2) Without concurrence of a majority of the outstanding limited part- 
nership interests, the general partner(s) may not (A) amend the partner- 
ship agreement except for those ainendments which do not adversely af- 
fect the rights of the limited partners, (B) voluntarily withdraw as a 
general partner, (C) appoint a new general partner(s), (D) sell all or sub- 
stantially all of the assets of the program other than in the ordinary course 
of the program's business, (E) cause the merger or other reorganization 
of the program or (F) dissolve the partnership. Notwithstanding clause 
(C) of paragraph (2), an additional general partner may be appointed 
without obtaining the consent of the participants if the addition of such 
person is necessary to preserve the tax status of the program, such person 
has no authority to manage or control the program under the program 
agreement, there is no change in the identity of persons who have author- 
ity to manage or control the program, and the admission of such person 
as an additional general partner does not materially adversely affect the 
participants. Any amendment to the partnership agreement which modi- 
fies the compensation or distributions to which a general partner is en- 
titled or which affects the duties of a general partner may be conditioned 
upon the consent of the general partner. If the law of the state of formation 
provides that the program will dissolve upon termination of a general 
partner(s) unless the remaining general partner(s) continues the exis- 
tence of the program, the program agreement shall obligate the remaining 
general partner(s) to continue the program's existence; and if there will 
be no remaining general partner(s), the termination of the last general 
partner shall not be effective for a period of at least 1 20 days during which 
time a majority of the outstanding program interests shall have the right 
to elect a general partner who shall agree to continue the existence of the 
program. The partnership agreement should provide for a successor gen- 
eral partner where the only general partner of the program is an individu- 
al. 

(b) Foreign Limited Partnerships. In those applications filed by limited 
partnerships organized in states where the investor voting rights are not 
provided as set forth in subsection (a), the limited partnership shall pro- 
vide all such investor voting rights set forth in subsection (a) which can 
be afforded in the jurisdiction where the limited partnership is organized 
and limit the sale of limited partnership interests in Cahfornia to no more 
than 25 percent of the total interests to be sold. 

In the discretion of the Commissioner, the sale of foreign limited part- 
nership interests in excess of the 25 percent limitation may be authorized. 
The Commissioner may impose investor suitability standards higher 
than those set forth in Section 260.140.112.2 in these cases. 

(c) Prospectus Legend. To the extent that a foreign limited partnership 
does not provide all of the investor voting rights as set forth in subsection 
(a), a legend in bold face type shall appear prominently in the prospectus 
containing substantially the following: 

THE PARTNERSHIP UNITS OF DO NOT PROVIDE 

TO LIMITED PARTNERS THE UNCONDITIONAL RIGHT TO 
VOTE UPON MATTERS AFFECTING THE BASIC STRUCTURE 
OF THE PARTNERSHIP, WHICH RIGHTS ARE REQUIRED BY 
THE CALIFORNIA COMMISSIONER OF CORPORATIONS TO BE 
PROVIDED IN THE PARTNERSHIP AGREEMENT OF PARTNER- 
SHIPS FORMED UNDER CALIFORNIA LAW, INCLUDING THE 
FOLLOWING MATTERS: (1) ELECTION OR REMOVAL OF GEN- 
ERAL PARTNERS, (2) TERMINATION OF THE PARTNERSHIP, (3) 
AMENDMENT OF THE PARTNERSHIP AGREEMENT, AND (4) 
SALE OF ALL OR SUBSTANTIALLY ALL OF THE ASSETS OF 
THE PARTNERSHIP. THE ABSENCE OR CONDITIONING OF 
ANY OF THESE RIGHTS MEANS THAT THE LIMITED PART- 
NERS' ABILITY TO PARTICIPATE IN BASIC INVESTOR VOTING 
IS EITHER NONEXISTENT OR SUBSTANTIALLY LIMITED. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 
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History 

1. Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
11). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

3. Amendment of subsection (a) filed 5-1 8-92; operative 6-1 7-92 (Register 92, 

No. 22). 

§ 260.1 40.1 1 6.3. Reports to Limoted Partners. 
The limited partners shall receive the following reports: 

(a) In the case of a program registered under Section 1 2 of the Securi- 
ties Exchange Act of 1934, within 60 days after the end of each quarter 
of the program, a report containing: 

(1) a balance sheet, which may be unaudited; 

(2) a statement of incoine for the quarter then ended, which may be un- 
audited; 

(3) a statement of cash flows for the quarter then ended, which may be 
unaudited; and 

(4) other pertinent information regarding the program and its activities 
during the quarter covered by the report. 

(b) All information necessary for the preparation of the limited part- 
ners' federal income tax return not later than 75 days after the end of the 
fiscal year. 

(c) Within 120 days after the end of each program's fiscal year, an an- 
nual report containing: 

(1) audited financial statements covering such fiscal year accompa- 
nied by an auditor's report which, for purposes of this Section only, may 
contain a qualified opinion or explanatory paragraph, 

(2) a report of the activities of the program during the period covered 
by the report, 

(3) where forecasts have been provided to the holders of limited part- 
nership interests, a table comparing the forecasts previously provided 
with the actual results during the period covered by the report, 

(4) a schedule of all compensation paid and distributions made to the 
sponsor, including a description of the services performed and identify- 
ing the source of each distribution, and 

(5) a schedule of all distributions to participants, identifying the source 
of each and the dollar amount attributable to each source. 

(d) Where assessments have been made during any period covered by 
any report required by paragraphs (a) or (b) hereof, then such report shall 
contain a detailed statement of such assessments and the application of 
the proceeds derived from such assessments. 

(e) Where program interests have been purchased on a mandatory def- 
erred payment basis, on which there remains an unpaid balance during 
any period covered by any report required by paragraphs (a) or (b) hereof; 
then such report shall contain a detailed statement of the status of all man- 
datory deferred payments, actions taken by the program in response to 
any defaults, and a discussion and analysis of the impact on capital re- 
quirements of the program. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment of subsection (b) filed 1^-77; effective thirtieth day thereafter 
(Register 77, No. 2). 

2. Amendment of subsection (b) refiled 1-7-77; effective thirtieth day thereafter 
(Register 77, No. 2). 

3. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

4. Amendment of subsection (a)(3), repealer of subsection (c), and new subsec- 
tions (c)-(e) filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 5.4. Records. 

Every limited partner shall at all times have access to the records of the 
partnership and may inspect and copy any of them. A list of the names 
and addresses of all of the limited partners shall be maintained as part of 
the books and records and shall be mailed to any liinited partner upon re- 
quest. A reasonable charge for copy work may be imposed by the partner- 
ship. 



NotE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendriient filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 6.5. Admission into Partnership. 

(a) Sales by Partnership. Purchasers should be recognized as partici- 
pants not later than 1 5 days after the release of their funds from iinpound, 
if purchasers' funds are impounded. Otherwise, purchasers should be 
recognized as participants not later than the last day of the calendar 
month following the date the partnership accepted the subscription. All 
subscriptions shall be accepted or rejected by the partnership within 30 
days of their receipt; if rejected, all subscription monies should be re- 
turned to the subscriber within 10 business days. 

(b) Assignees and Substituted Partners. The partnership shall recog- 
nize an assignment not later than the first day of the fiscal quarter follow- 
ing the date the notice of assignment and other required documentation 
is received and accepted by the general partner. The partnership shall ad- 
mit substitute limited partners on the first day of each fiscal quarter. If the 
partnership received actual notice of a transfer, it must inform a transfer- 
ee in writing within 45 days of receipt of such notice whether or not the 
transferee will be recognized as possessing all of the rights of a Umited 
partner. 

(c) Participants holding program interests by assignment from entities 
holding limited partnership interests in a program for the purpose of as- 
signing all or a portion of such interests to persons investing in such pro- 
gram (hereinafter the "Assignor") shall be expressly granted the same 
rights as if they were limited partners except as prohibited by applicable 
local law, including but not limited to, the rights enumerated under Sec- 
tions 260.140.116.1 to 260.140.116.8 of these Rules. 

The assignment agreement and prospectus shall provide that the As- 
signor's management shall have fiduciary responsibility for the safe- 
keeping and use of all funds and assets of the assignees, whether or not 
in the Assignor management's possession or control, and that the man- 
agement of the Assignor shall not employ, or permit another to employ 
such funds in any manner except for the exclusive benefit of the assign- 
ees. In addition, the agreement shall not permit the assignees to contract 
away the fiduciary duty owed to the assignees by the Assignor's manage- 
ment under the common law of agency. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

2. Amendment and new subsection (c) filed 5-18-92; operative 6-17-92 (Regis- 
ter 92, No. 22). 

§ 260.1 40.1 1 6.6. Redemption of Limited Partnership 
interests. 

Ordinarily, the partnership and the sponsor may not be obligated to re- 
deem or repurchase any of its limited partnership interests, although the 
partnership and the sponsor may not be precluded from purchasing such 
outstanding limited partnership interests, if such purchase does not im- 
pair the capital or operation of the partnership. Notwithstanding the fore- 
going, a real estate limited partnership may provide for mandatory re- 
dempdon rights under the following circumstances: 

(a) Death or legal incapacity of the owner, or 

(b) A substantial reduction in the owner's net worth or income (de- 
fined to mean an involuntary loss of not less than 50% in income or net 
worth during the year in which redemption occurs) provided that (1) the 
hmited partnership has sufficient cash to make the purchase, (2) the pur- 
chase will not be in violation of applicable legal requirements and (3) not 
more than 15% of the outstanding units are purchased in any year. Where 
the purchase price is not mutually agreed upon, the matter shall be sub- 
mitted to arbitration. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 
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History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Reaister 84, No. 

4). 

2. Amendment fded 3-18-92; operative 6-17-92 (Register 92, No. 22). 



§ 260.1 40.1 1 6.7. Transferability of Limited Partnership 
Interests. 

Restrictions on assignment of program interests or on the substitution 
of a limited partner are generally disfavored and such restrictions will be 
allowed only if they are intended to preserve the tax status of the partner- 
ship or the characterization or treatment of income or loss. Any restric- 
tion must be affirmatively supported by an opinion of counsel or a dem- 
onstration by the program as to the necessity of such restriction based on 
the tax laws, regulations, rulings, notices or other official pronounce- 
ments governing the Internal Revenue Service. The program agreement 
shall require the general partner to eliminate or modify any restriction on 
substitution or assignment at such time as the restriction is no longer nec- 
essary. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Reeister 84, No. 

4). 

2. Repealer and new section filed 5-18-92; operative 6-17-92 (Register 92, No. 

22). 

3. Change without regulatory effect amending section filed 9-25-2002 pursuant 
to section 100, title 1, California Code of Regulations (Register 2002, No. 39). 

§ 260.1 40.1 1 6.8. Assessments and Defaults. 

(a) Assessments will not be allowed for non-specified programs. In 
the case of specified programs, assessments shall be permitted only when 
specific circumstances demonstrate a need. If the anticipated cash flow 
from property (after payment of debt service and all operating expenses) 
is not sufficient to pay taxes and/or special assessments imposed by gov- 
ernmental or quasi-govemment units, the program agreement may in- 
clude a provision for assessments to meet such deficiencies. Assessments 
must be limited to the foregoing obligations, and all amounts derived 
from such assessments must be applied only to satisfaction of said obliga- 
tions, 

(b) In the event of a default in the payment of assessments by a partici- 
pant a program's interest shall not be subject to forfeiture, but may be 
subject to a reasonable penalty for failure to meet the participant's com- 
mitment. Provided that the arrangements are fair, this may take the form 
of reducing the participant' s proportionate interest in the program, subor- 
dinating the interest to that of nondefaulting partners, a forced sale com- 
plying with applicable procedures for notice of sale, the lending of the 
amount necessary to meet such commitment by the other participants or 
a fixing of the value of such interest by independent appraisal or other 
suitable formula with provision for a delayed payment for the interest not 
beyond a reasonable period, but a debt security issued for such interest 
should not have a claim prior to that of the other investors in the event of 
liquidation, 

(c) A participant shall be reinstated to his full status as a limited partner 
upon payment of the delinquent assessment with interest at the maximum 
rate allowed by law within 30 days of the date of default. A default shall 
occur upon failure to pay an assessment within a 30-day period from the 
date of the notice imposing the assessment, 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

2. Repealer and new section filed 5-18-92; operative 6-17-92 (Register 92, No. 

22). 

3. Change without regulatory effect amending subsection (a) filed 9-25-2002 pur- 
suant to section 1 00, title 1 , California Code of Regulations (Register 2002, No. 
39). 



§ 260.1 40.1 1 6.9. Dividend Reinvestment Plans. 

A program may offer participants the opportunity to elect to have cash 
distributions reinvested in program interests to be issued by the program 
or subsequent prograins pursuant to a reinvestment plan if the following 
conditions are met: 

(a) The program interests to be issued by the program and subsequent 
programs in which the participants reinvest are qualified under the Cor- 
porate Securities Law of 1968 or exempted therefrom. 

(b) Counsel for the program submits an opinion that the pooling of the 
funds for reinvestment does not create a security. 

(c) The subsequent program has substantially identical investment ob- 
jectives as the initial program. 

(d) The participants are free to elect or revoke reinvestment within a 
reasonable tiine and such right is fully disclosed in the offering docu- 
iTients. 

(e) Prior to each reinstatement the participants receive a current up- 
dated disclosure document which contains at a minimum the following 
information: 

(1) The minimum investment amount. 

(2) The type or source of proceeds (e.g. cash available for distribution 
from operations or cash from sale and refinancing of properties) which 
may be reinvested. 

(3) The tax consequences of the reinvestment to the participants. 

(f) Participants must be permitted to change or eliminate the designa- 
tion of a securities broker-dealer in connection with the reinvestment 
plan. In the event no broker-dealer is designated, the program will retain 
amounts otherwise payable as commissions and fees for the benefit of all 
partners, 

(g) The broker-dealer or the issuer assumes responsibility for com- 
pliance and performance of due diligence responsibilities under the Cor- 
porate Securities Law of 1968 and has contacted the participants to ascer- 
tain whether the participants continue to meet the applicable suitability 
standards for participation in each reinvestment, 

(h) The program must demonstrate that the price of program interests 
to be issued upon reinvestment pursuant to the plan is fair pursuant to 
Section 260,140,50 of these Rules, 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Repealer filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 4). 

2. New section filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

DISCLOSURE AND MARKETING REQUIREMENTS 

§ 260.1 40.1 1 7.1 . Sales Promotional Efforts. 

(a) Advertising. All advertising shall conform to the standards of Sec- 
tion 260.302, 

(b) Group Meetings, All advertisements of and oral or written invita- 
tions to "seminars" or other group meetings at which program interests 
are to be described, offered or sold shall clearly indicate that the purpose 
of such meeting is to offer such program interests for sale, the minimum 
purchase price thereof, and the name of the sponsor, underwriter, or sell- 
ing agent. No cash, merchandise or other item of more than nominal val- 
ue shall be offered as an inducement to any prospective participant to at- 
tend any such meeting. In connection with the offer or sale of program 
interests, no general offer shall be made of "free" or "bargain price" trips 
to visit property in which the program or proposed program has invested 
or intends to invest. All written or prepared audio-visual presentations 
(including scripts prepared in advance for oral presentations) to be made 
at such meetings must be submitted in advance to the Commissioner not 
less than 3 business days prior to the first use thereof. 

(c) Subsections (a) and (b) shall not apply to meetings consisting only 
of representatives of securities broker-dealers. 

(d) Sketches and photographs of properties acquired by the program 
or proposed to be acquired by the program may be included in the offer- 
ing circular or supplements thereto. The photographs of properties ac- 
quired by previous programs of the same or affiliated issuers should ap- 
pear only when they are representative of the type of property the 
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program seeks to acquire. The following caveat should be prominently 
featured in the presentation of the foregoing information: 

"This property was acquired by a prior affiliated partnership, and is 
representative of the type of properties which (name of program) may ac- 
quire." 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Resister 84. No. 

4). 

§ 260.1 40.1 1 7.2. Offerings Registered wsth the Securities 
aod Exchange Commission. 
With respect to offerings registered with the Securities and Exchange 
Commission under the Securities Act of 1933, as amended, and qualified 
with the Commissioner by coordination, a prospectus which is part of a 
registration statement which has been declared effective by such Coin- 
mission shall be deemed to comply with all requirements as to form of 
these Rules; provided however, that the Commissioner reserves the right 
to exercise discretion to require additional disclosure of substance. 
NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

§ 260.1 40.1 1 7.3. Contents of Prospectus. 

The prospectus shall meet the requirements of Guide 5 of the Securi- 
ties and Exchange Commission. Foreign limited partnerships shall make 
additional disclosures as required by Section 260.140.1 16.2(c), if appH- 
cable. The description of the method for allocating the acquisition of 
properties by two or more programs of the same sponsor shall meet the 
requirements of Section 260.140.115.6. The prospectus shall contain a 
full description of the terms, consequences, and risks to participants and 
the program of any mandatory deferred payments. The Commissioner 
may require additional disclosure if, in the Commissioner's opinion, spe- 
cific facts concerning the offering require it. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment of subsection (k) filed 3-12-74; effective thirtieth day thereafter 
(Register 74, No. 11). 

2. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

3. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 7.4. Forecasts. 

(a) The presentation of predicted future results of operations of real es- 
tate programs shall be permitted but not required for specified property 
programs investing primarily in improved property and shall be prohib- 
ited for non-specified property programs or specified property programs 
investing primarily in unimproved land. The prospectus cover must con- 
tain in boldface type one of the following applicable statements: 

(1) For specified property programs: 

FORECASTS ARE CONTAINED IN THIS PROSPECTUS. ANY 
PREDICTIONS AND REPRESENTATIONS, WRITTEN OR ORAL, 
WHICH DO NOT CONFORM TO THOSE CONTAINED IN THE 
PROSPECTUS SHALL NOT BE PERMITTED. 

(2) For non-specified property and unimproved land programs: 
THE USE OF FORECASTS IN THIS OFFERING IS PROHIBITED. 

ANY REPRESENTATIONS TO THE CONTRARY AND ANY PRE- 
DICTIONS, WRITTEN OR ORAL. AS TO THE AMOUNT OR CER- 
TAINTY OF ANY PRESENT OR FUTURE CASH BENEFIT OR TAX 
CONSEQUENCE WHICH MAY FLOW FROM AN INVESTMENT 
IN THIS PROGRAM IS NOT PERMITTED. 

(b) Forecasts for specified property programs shall be included in the 
prospectus, or sales material of the program only if they comply with the 
following requirements: 



(1 ) Presentation of Forecasts. Forecasts shall be realistic in their pre- 
dictions and shall clearly identify the assumptions made with respect to 
all material features of the presentation. Forecasts shall be examined and 
reported upon by an independent certified public accountant in accor- 
dance with the Guide for Prospective Financial Statements and the State- 
ment on Standards for Accountant's Services on Prospective Financial 
Information as promulgated by the American Institute of Certified Public 
Accountants, and that person or firm should be identified in the prospec- 
tus as being responsible for the examination of the forecasts. The report 
of the independent certified public accountant must be included in the 
prospectus. No forecasts shall be permitted in any sales literature which 
do not appear in the prospectus. If any forecasts are included in the sales 
literature, all forecasts must be presented. 

(2) Material Information. If predicted future results of operations are 
used, they shall be prepared in the form of a forecast meeting the require- 
ments of paragraph (b)(1) and shall include all of the following informa- 
tion: 

(A) Annual predicted revenue by source, including the occupancy rate 
used in predicting rental revenue; 

(B) Annual predicted operating expenses and partnership administra- 
tion expenses; 

(C) Debt service, including annual payments of principal and interest 
and points and financing fees, shown as dollars, not as percentages; 

(D) The required occupancy rate in order to meet debt service and all 
expenses; 

(E) Predicted annual cash flow stadng the assumed occupancy rate; 

(F) Predicted annual depreciation and amortization with full descrip- 
tion of methods to be used; and 

(G) Predicted annual taxable income or loss and a simplified explana- 
tion of the tax treatment of such results; 

(H) Predicted construction costs, including disclosure regarding con- 
tracts; and 

(I) Accounting policies, for example, with respect to points, financing 
costs and depreciation. 

(3) Presentation. Forecasts shall be presented in the following manner: 

(A) Forecasts shall prominently display a statement to the effect that 
they represent a mere prediction of future events based on assumpfions 
which may or may not occur and may not be relied upon to indicate the 
actual results which will be obtained. 

(B) Explanatory notes describing assumptions made and referring to 
risk factors should be integrated with tabular and numerical informafion. 

(C) Any projections that supplement forecasts shall be clearly identi- 
fied as supplemental projections, and it shall be stated that such projec- 
tions are not within the scope of the accountant's examinafion of the fore- 
cast. 

(D) When a sale-leaseback is employed, the statement that the seller 
is assuming the operafing risk and consequently may have charged a 
higher price for the property must be included. 

(4) Additional Disclosures and Limitations. 

The following additional information shall accompany or supplement 
the forecasts: 

(A) Forecasts shall be for a period at least equivalent to the anticipated 
holding period for the property, or 10 years, whichever is shorter, and 
project the consequences of a sale of the property, including depreciafion 
recapture, if applicable. The resale price must be reasonable. 

Normally, the total consideration paid for the properties shall be 
deemed a reasonable resale price except in special circumstances, e.g., 
some leasebacks, or subsidized housing. The sponsor may justify the pro- 
posed resale price by appropriate analysis of the projected financial char- 
acterisfics of the property in the assumed year of sale. Sale consequences 
shall be presented in the following form or such other appropriate form 
as may be approved by the Commissioner: 
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HYPOTHETICAL SALE CONSEQUENCES 

Sale Price, xxxx 

Costs of sale; xxxx 

Net selling price; xxxx 

Taxable gain (loss) on sale with ordinary income and 

capital gain on each sale separately stated, xxxx 

Net sales proceeds; xxxx 

Less sponsor's participation in net sales proceeds; . . . xxxx 

Net sales proceeds distributable to investors; xxxx 

income tax liability; xxxx 

Net after tax proceeds to investors; xxxx 

(B) Adequate disclosure shall be made of the changing economic ef- 
fects upon the limited partners resulting principally from federal income 
tax consequences over the life of the partnership property, e.g., tax losses 
in early years followed by an increasing amount of taxable income in lat- 
er years. 

(C) Forecasts shall disclose all possible undesirable tax consequences 
of an early sale of the program property (such as, depreciation recapture 
or the failure to sell the property at a price which would return sufficient 
cash to meet resulting tax liabilities of the participants). 

(D) In computing the return to investors, no appreciation, so called 
"equity buildup", or any other benefits from unrealized gains or value 
shall be shown or included. 

(E) Forecasts shall not be allowed for unimproved land. Instead, a 
table of deferred payments specifying the various holding costs, i.e., in- 
terest, taxes, and insurance shall be inserted. However, where the pro- 
gram intends to develop and sell the land as its primary business, a de- 
tailed cash flow statement showing the timing of expenditures and 
anticipated revenues shall be required. The consequences of a sale of the 
property shall be shown. The minimum sales price shall be the total con- 
sideration paid for the property, plus the necessary increase to cover all 
holding costs (and thereby achieve a sale of the property at a break-even 
price). The sale consequences shall include an expression of the average 
annual increase in the total consideration paid for the property in order 
to reach the break-even sales price. Information as to the timing of the 
sale as well as the sales price shall be included. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Amendment filed 3-12-74; effective thirtieth day thereafter (Register 74, No. 
11). 

2. Amendment of subsections (b)(3) and (b)(6) filed 1-22-75; effective thirtieth 
day thereafter (Register 75, No. 4). 

3. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4). 

4. Repealer and new section filed 5-18-92; operative 6-17-92 (Register 92, No. 
22). 

§ 260.1 40.1 1 7.5. Opinions of Counsel. 

The application for qualification shall contain a favorable ruling from 
the Internal Revenue Service or an opinion of counsel to the effect that 
the issuer will be taxed as a "partnership" and not as an "association" for 
federal income tax purposes. An opinion of counsel shall be in form and 
substance satisfactory to the Commissioner and shall be unquahfied ex- 
cept to the extent permitted by the Commissioner. However, an opinion 
of counsel may be based one reasonable assumptions, such as: 

(1) facts or proposed operations as set forth in the offering circular or 
prospectus and organizational documents; 

(2) the absence of future changes in applicable laws; 

(3) the securities offered are paid for; 

(4) compliance with certain procedures such as the execution and de- 
livery of certain documents and the filing of a certificate of limited part- 
nership or an amended certificate; and 

(5) the continued maintenance of or compliance with certain financial, 
ownership, or other requirements by the issuer or general partner(s). The 
Commissioner may request from counsel as supplemental information 



such supporting legal memoranda and an analysis as he shall deem appro- 
priate under the circumstances. To the extent the opinion of counsel or 
Internal Revenue Service ruling is based on the maintenance of or com- 
pliance with certain requirements or conditions by the issuer or general 
partner(s), the offering circular or prospectus shall contain representa- 
tions that such requirements or conditions will be met and the partnership 
agreement shall, to the extent practicable, contain provisions requiring 
such compliance. There shall be included also an opinion of counsel to 
the effect that the securities being offered are duly authorized or created 
and validly issued interests in the issuer, and that the liability of the public 
investors will be limited to their respective total agreed upon investment 
in the issuer. The Commissioner may request an opinion of counsel con- 
cerning tax benefits flowing to the partnership when this appears neces- 
sary for the protection of investors. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 

4). 

MISCELLANEOUS PROVISIONS 

§ 260.1 40.1 1 8.1 . Deferred Payments. 

Deferred payments or similar arrangements on account of the pur- 
chase price of program interests shall not be allowed except as set forth 
below: 

(a) Mandatory Deferred Payments may be allowed in the case of speci- 
fied property programs to the extent such payments bear a reasonable and 
demonstrable relationship to the capital needs and objectives of the pro- 
gram as described in the presentation of the business development plan 
in the prospectus, but in any event such arrangements shall be subject to 
the following conditions: 

(1) A minimum of 50% of the purchase price of the program interests 
must be paid by the investor at the time of sale, with the remainder to be 
paid within three years of the earlier of the completion of the offering or 
one year following the effective date of the offering or such shorter peri- 
od as the Commissioner, under the circumstances, deems appropriate. 

(2) Mandatory Deferred Payments shall be evidenced by a promissory 
note of the investor. Such notes shall be with recourse, shall not be nego- 
tiable and shall be assignable only subject to defenses of the maker. Such 
notes shall not contain a provision authorizing a confession of judgment. 
In any event, the notes shall provide for venue in the jurisdiction of the 
investor. 

(3) The program shall not sell or assign the mandatory deferred pay- 
ment notes at a discount. 

(4) Selling commissions for program interests sold on a mandatory 
deferred payment basis are payable pro rata only as cash payments are 
made by the participant. 

(5) In the event of default in the payment of Mandatory deferred pay- 
ments by a participant, the participant's interest may be subject to a rea- 
sonable reduction as set forth in the prospectus and acceptable to the 
Commissioner. Responses to defaults should be designed to protect the 
capital requirements of the program and the best interests of the non-de- 
faulting participants while being fair to the defaulting participant. 

(6) The program may take a security interest in the participant's pro- 
gram interests in the amount of the unpaid portion of the note provided 
that proceedings to enforce the security interest may not be commenced 
earlier than 30 days after default and notice for intent to foreclose on the 
security interest. Security interests on program interests that have been 
fully paid shall be dissolved promptly. 

(7) Unless mandatory deferred payments are guaranteed by the spon- 
sor or by a surety bond or other arrangement satisfactory to the Commis- 
sioner, prior to the time the qualification becomes effective, the sponsor 
shall not be allowed to purchase program interests recovered as a result 
of defaults in mandatory deferred payments unless, after recovery, such 
program interests have first been offered to the non-defaulting partici- 
pants. 
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(8) Any certificates evidencing program interests purchased or a man- 
datory deferred payment basis shall so indicate. 

(9) Upon receipt of any request to assign or transfer program interests 
purchased on a mandatory deferred payment basis and having an unpaid 
balance, the sponsor, before the assignment or transfer, at its own cost, 
shall notify the proposed assignee/transferee of the material terms of the 
mandatory deferred payment obligation, including: the schedule of pay- 
ments, the status o( payments, the status of any encumbrance held by the 
program or the program interests; the terms of default, the consequences 
thereof, and the procedure for curing the default. In lieu of such notifica- 
tion the sponsor may accept a written statement containing such informa- 
tion and signed by the assignee/transferee. 

(10) A default shall include the failure to make a scheduled payment 
on the mandatory deferred payment obligation within 30 days after its 
due date. A participant shall be allowed to cure a default and avoid any 
reduction in the participant's interest in the program if within a minimum 
of 30 days from default and notice thereof the participant makes the de- 
linquent payment with interest at the rate set forth in the prospectus for 
curing defaults. 

(11) Default provisions shall have the integrity of the program's capi- 
tal as a priority. Depending on the circumstances, arrangements which 
may be appropriate include: (A) a reduction in the participant's percent- 
age interest in program revenues based on the ratio of the cost to the pro- 
gram of the unpaid mandatory deferred payment obligation to all capital 
contribution; (B) a reallocation of the defaulting participant's revenues 
and application for such revenues to make up the cost to the program of 
the unpaid mandatory deferred payment obligations; (C) a reallocation 
of the defaulting participant's right to receive revenues from the program 
to those non-defaulting participants who have voluntarily paid the de- 
faulting participant's obligation until such time as such non-defaulting 
participants have recovered from this reallocation 200% of the propor- 
tionate amount of the defaulted payment which they forwarded; (D) a 
forced sale of the program interest complying with applicable procedures 
for notice and sale; (E) a delayed buy-out of the defaulting participant's 
interest; or (F) a foreclosure of the security interest held by the program. 
"Cost to the program" shall be defined in the prospectus and may include 
the reasonable costs to the program of collecting unpaid installments, re- 
selling the interests, and/or additional financing costs caused by the de- 
fault. 

(b) Mandatory Deferred Payments shall not be allowed in the case on 
non-specified property programs except where the sponsor is able to sat- 
isfy the Commissioner that the mandatory deferred payments bear a rea- 
sonable and demonstrable relationship to the capital needs and objectives 
of the program as described in the business development plan in the in- 
vestor disclosure document. A plan that merely states that money will be 
invested as installments are received, or at specified intervals, will not be 
considered a sufficient business development plan. In any event, such ar- 
rangements shall be subject to the following conditions: 

(1) A minimum of 50% of the purchase price of the program interests 
must be paid by the investor at the time of sale, with the remainder to be 
paid within three years of the earlier of the completion of the offering or 
one year following the effective date of the offering or such shorter peri- 
od as the Commissioner, under the circumstances, deems appropriate. 

(2) The program shall otherwise comply with the provisions (2) 
through (1 1) of paragraph (a) hereof. 

(c) Warrants or options (or their equivalents) to purchase program in- 
terests will be allowed only at the discretion of the Commissioner but, in 
any event, must be identified as such and be accompanied by a clear state- 
ment of their nature and effect. Program interests acquired by their exer- 
cise may not differ from the stated terms of program interests otherwise 
acquired. Any penalty for non-exercise will ordinarily be viewed with 
disfavor. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Renumbering and amendment of former Section 260.140.118.1 to Section 
260.114.111.5; and renumbering and amendment of former Section 



260.140.118.2 to Section 260.114.118.1 filed 1-27-84; effective thirtieth day 
thereafter (Register 84, No. 4). 

2. Repealer and new section filed 5-18-92; operative 6-17-92 (Register 92, No. 

22). 

§ 260.1 40.1 1 8.2. Reserves. 

The program agreement shall provide that adequate reserves for nor- 
mal repairs, replacements and contingencies be maintained by retention 
of a reasonable percentage of proceeds from the offering and regular re- 
ceipts. Normally, not less than 3% of the proceeds of the offering will be 
considered adequate as an initial reserve fund. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25 1 40, Corporations Code. 

History 

1. Renumbering and amendment of former section 260.140.118.2 to section 
260.140.118.1; and renumberinc and amendment of former section 

260.140.118.3 to section 260.140.1 f8.2 filed 1-27-84; effective thirtieth day 
thereafter (Register 84, No. 4). 

2. Amendment filed 5-18-92; operadve 6-17-92 (Register 92, No. 22). 

§ 260.1 40.1 1 8.3. Reinvestment of Cash Available for 

Distribution from Operations and Proceeds on 
Disposition of Property. 

(a) Reinvestment of cash available for distribution from operations or 
proceeds from a disposition or refinancing of property is allowed so long 
as sufficient cash will be distributed to investors to pay any resulting state 
or federal income tax. The amount to be distributed may be determined 
upon an assumption that all investors are in a specified tax bracket. 

(b) Reinvestment does not include placements of funds held as re- 
serves or short-term deposits (90 days or less) to fund distributions to in- 
vestors. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Renumbering and amendment of former Section 260.140.118.3 to Section 
260.140.118.2; and renumbering and amendment of former Section 

260.140.118.4 to Section 260.140.118.3 filed 1-27-84; effective thirtieth day 
thereafter (Register 84, No. 4). 

§ 260.1 40.1 1 8.4. Financial Information. 

The following financial information shall be provided with any appli- 
cation: 

(a) Financial Statements of Program. The prospectus shall include au- 
dited financial statements of the program for each of the last three fiscal 
years (or for the life of the program, if less), provided that the only audited 
balance sheet that shall be required shall be as of the end of the most re- 
cent fiscal year of the program. When a program has operated less than 
one fiscal year, audited financial statements are not required unless re- 
quested by the Commissioner. 

(b) Financial Statements of Corporate Sponsor. The prospectus shall 
contain audited financial statements which shaU be required to consist 
only of an audited balance sheet of each corporate sponsor as of the end 
of the sponsor's most recent fiscal year. An audited statement of income 
for the last fiscal year shall also be submitted with the application. The 
inclusion of statements of income in the prospectus shall be at the discre- 
tion of the Commissioner. 

(c) Other Sponsors. A balance sheet for each non-corporate sponsor 
(including individual partners or individual joint venturers of a sponsor) 
as of a date not more than one hundred thirty-five days prior to the date 
of filing the application shall be submitted. Such balance sheet shall be 
prepared in accordance with generally accepted accounting principles 
and reviewed and reported upon by an independent certified public ac- 
countant under the review standards set forth by the American Institute 
of Certified Public Accountants, and shall be signed and sworn to by such 
sponsor. A representation of the amount of such net worth must be in- 
cluded in the prospectus, or in the alternative, a representation that such 
sponsor meets the net worth requirements of Section 260. 140. 111.2 shall 
be so included. 

(d) Affiliates of Sponsors. The submission of financial statements of 
affiliates of a sponsor will be required when material. 
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(e) Interim Financial Information. Where an audited balance sheet re- 
quired by this Section is as of a date more than 90 days prior to the date 
of filing, an unaudited balance sheet as of a date not more than 90 days 
prior to the date of filing shall also be provided. Where the application 
is made in coordination with a Registration Statement submitted to the 
Securities and Exchange Commission pursuant to the Securities Act of 
1933, an interim unaudited balance sheet as of a date not more than one 
hundred thirty-five days prior to the date of filing shall be provided only 
if the audited balance sheet is as of a date more than 1 35 days prior to the 
date of filing. Interim unaudited statements of income, partners' equity, 
and cash flows shall also be provided with the unaudited balance sheet 
in instances where such statements are required by this section as part of 
the audited financial statements. 

(f) Filing of Other Statements. The Commissioner may permit the 
omission of one or more of the financial statements required under this 
Section and the filing (in substitution thereof) of appropriate statements 
verifying financial information having comparable relevance to an in- 
vestor in determining whether to invest in the program. Such substitution 
will only be allowed where the Commissioner finds this would be consis- 
tent with the protection of investors. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Renumbering and amendment of former section 260.140.118.4 to section 
260.140.118.3: and renumbering and amendment of former section 
260.140.1 18.5 to section 260.140.1 18.4 filed 1-27-84; effective thirtieth day 
thereafter (Register 84, No. 4). 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 

3. Change without regulatory effect amending subsection (c) filed 9-25-2002 pur- 
suant to section 1 00, title 1, California Code of Regulations (Register 2002, No. 
39). 



§ 260.1 40.1 1 8.5. Legend Condition. 

All program interests will normally be subject to the restrictions on 
transferability as set forth in Section 260.141.11 of these Rules. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment of subsection (d)(2) filed 3-12-74;effective thirtieth day thereaf- 
ter (Register 74, No. 11). 

2. Renumbering and amendment of former Section 260.140.118.5 to Section 
260.140.118.4; and renumbering and amendment of former Section 
260.140.1 18.7 to Section 260.140.1 18.5 filed 1-27-84; effective thirtieth day 
thereafter (Register 84, No. 4). 

§ 260.1 40.1 1 8.6. Impound. 

The sale of program interests should normally be subject to an im- 
pound. 



NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Repealer of former Section 260.140.1 18.6 and renumbering and amendment of 
former Section 260.140.1 18.8 to Section 260.140.1 18.6 filed 1-27-84; effec- 
tive thirtieth day thereafter (Register 84, No. 4). 

§ 260.1 40.1 1 8.7. Legend Condition. 

History 
1. Renumbering and amendment of Section 260.140.118.7 to Section 

260. 1 40. 1 1 8.5 filed 1-27-84: effective thirtieth day thereafter (Register 84, No. 

4). 

§ 260.1 40.1 1 8.8. Impound Condition. 

History 

1. Renumbering and amendment of Section 260.140.118.8 to Section 

260. 140.1 1 8.6 filed 1-27-84: effective thirtieth day thereafter (Reeister 84, No. 
4). 

PARTNERSHIP AGREEMENT 



§ 260.1 40.1 1 9.1 . Provisions of Partnership Agreement. 

The requirements and/or provisions of appropriate portions of the fol- 
lowing sections shall be included in a partnership agreement: 



260.140.111.4 
260.140.113.4; 
260.140.113.8; 
260.140.114.3; 
260.140.114.7; 



260.140.111.5; 
260.140.113.5; 
260.140.113.9; 
260.140.1 14.4; 
260.140.114.8; 



260.140.111.6; 260.140.113.3; 

260.140.113.6; 260.140.113.7 

260.140.114.1; 260.140.114.2; 

260.140.114.5; 260.140.114.6; 

260.140.114.9; 260.140.114.10; 

260.140.115.3; 260.140.115.4; 

260.140.116.1; 260.140.116.2; 

260.140.116.5; 260.140.116.6; 

260.140.118.3; and 260.140.118.4. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Amendment filed 1-27-84; effective thirtieth day thereafter (Register 84, No. 
4) 

2. Amendment filed 5-18-92; operative 6-17-92 (Register 92, No. 22). 



260.140.1 14.13; 260.140.1 14.14; 

260.140.115.5; 260.140.115.6; 

260.140.116.3; 260.140.116.4; 

260.140.116.8; 260.140.118.1; 



SubarticleH. Oil and Gas Interests 

§ 260.1 40.1 20. Application. 

The rules in this subarticle shall govern the qualification of oil and gas 
programs in the form of limited partnerships (herein sometimes called 
"programs") and will be applied by analogy to oil and gas programs in 
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other forms. While applications not conforming to the standards con- 
tained herein shall be looked upon with disfavor, where good cause is 
shown certain guidelines may be modified or waived by the Commis- 
sioner. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference 25140, 
Corporations Code. 

History 
1 . Repealer of Subarticle 1 1 (Sections 260. 1 40. 1 20-260. 1 40. 1 24), Article 4, and 
new Subarticle 11 (Sections 260.140.120-260.140.131.9), Article 4 filed 
12-6-74; effective thirtieth day thereafter (Register 74, No. 49). 



§ 260.1 40.1 21 . Del inStions. 
The following definitions are applicable to this subarticle. 

(a) "Affiliate" means (1) any person directly or indirectly controlling, 
controlled by or under common control with another person, (2) a person 
owning or controlling 10% or more of the outstanding voting securities 
of such other person, (3) any officer or director of such other person and 
(4) if such other person is an officer or director, any company for which 
such person acts in any such capacity. 

(b) "Area of Interest" means a geologically described region in which 
a program intends to conduct its oil and gas exploration activities. The 
area of interest of a program shall not include less than all of any known 
producing geologic structure, or oil or gas field which is contained in the 
description of such area of interest, except that if good case is shown, the 
Commissioner may allow an area of interest to exclude any lands adja- 
cent thereto which are within an inland body of water or the coastal wa- 
ters of the United States or any state. 

(c) "Assessment" means any additional amounts of capital which a 
participant may be called upon to furnish, voluntarily or mandatorily, be- 
yond his subscription. 

(d) "Capital Contribution" means the total investment, including the 
original investment, assessments and reinvested amounts, in a program 
by a participant or by all participants, as the case may be. 

(e) "Cost," when used with respect to property in Section 
260. 140. 1 27. 1 , means ( 1 ) the sum of the prices paid by the seller for such 
property; (2) title insurance or examination costs, brokers' commissions, 
filing fees, recording costs, transfer taxes, if any, and like charges in con- 
nection with the acquisition of such property; and (3) bonuses, rentals 
and ad valorem taxes paid by the seller with respect to such property to 
the date of its transfer to the buyer, interest on funds used to acquire or 
maintain such property, and such portion of the seller's expenses for geo- 
logical, geophysical, seismic, land engineering, drafting, accounting, le- 
gal and other like services allocated to the property in accordance with 
generally accepted accounting principles, except for expenses in connec- 
tion with the drilling of wells which are not producers of sufficient quan- 
tities of oil or gas to make commercially reasonable their continued oper- 
ations, and provided that such expenses shall have been incurred not 
more than 36 months prior to the purchase by the program. When used 
with respect to services, "cost" means the expense incurred by the seller 
in providing such services, determined in accordance with generally ac- 
cepted accounting principles. As used elsewhere, "cost" means the price 
paid by the seller in an arm's-length transaction. 

(f) "Net Worth" means the excess of total assets over total liabilities 
as determined in accordance with generally accepted accounting princi- 
ples. 

(g) "Oil and Gas Interest" means any oil or gas royalty or lease, or frac- 
tional interest therein, or certificate of interest or participation or invest- 
ment contract relative to such royalties, leases or fractional interests, or 
any other interest or right which permits the exploration of, drilling for, 
or production of oil and gas or other related hydrocarbons or the receipt 
of such production or the proceeds thereof. 

(h) "Overriding Royalty" means an interest severed out of the lessee's 
working interest entitling its owner to a fraction of production free of the 
expense of production. 

(i) "Participant" means the holder of a unit. 



(j) "Partnership Agreement" means the limited partnership agreement 
of a program. 

(k) "Program" means a limited or general partnership, joint venture, 
unincorporated association or similar organization, formed, or to be 
formed, for the primary purpose of exploring for oil, gas and other hydro- 
carbon substances or investing in or holding any interests which permit 
the exploration for or production of oil or gas or the receipt of such pro- 
duction or the proceeds thereof. 

(/) "Prospect" of a program means an area in which such program 
owns or intends to own one or more oil and gas interests, which is geo- 
graphically defined on the basis of geological data by the sponsor of such 
program and which is reasonably anticipated by the sponsor to contain 
at least one reservoir. Such area shall be enlarged or contracted on the ba- 
sis of geological data to define the productive hmits of such reservoir and 
must include all of the territory encompassed by any such reservoir. 

(m) "Prospectus" shall have the meaning given to that term by Section 
2(10) of the Securities Act of 1933, as amended, including a preliminary 
prospectus; provided, however, that such term as used herein shall also 
include an offering circular as described in Rule 256 of the General Rules 
and Regulations under the Securities Act of 1933, as amended, or, in the 
case of an intra-state offering, any document by whatever name known, 
utilized for the purpose of offering and selling units. 

(n) "Reservoir" means a separate structural or stratigraphic trap con- 
taining an accumulation of oil or gas. 

(o) "Sponsor" means any person directly or indirectly instrumental in 
organizing a program or any person who will manage or participate in the 
management of a program, including the general partner(s) and any other 
person who, pursuant to a contract with the program, regularly performs 
or selects the person who performs 25% or more of the exploratory, de- 
velopmental or producing activities of the program, or segment thereof. 
"Sponsor" does not include wholly independent third parties such as at- 
torneys, accountants, and underwriters whose only compensation is for 
professional services rendered in connection with the offering of units. 

(p) "Subscription" means the original committed investment (exclud- 
ing assessments) to a program by a participant upon its formation. 

(q) "Tangible Costs" means those costs which are generally accepted 
as capital expenditures pursuant to the provisions of the Internal Revenue 
Code. 

(r) "Unit" means an interest in a program. 

(s) "Working Interest" means the operating interest under an oil and 
gas interest which carries with it the obligation to bear a proportionate 
share of all costs thereon. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correction adding NOTE fded 1 1-8-82 (Register 82, No. 46). 

SPONSOR'S REQUIREMENTS 

§ 260.1 40.1 22.1 . Experience. 

The general partner or its chief operating officers shall have at least 
three years relevant oil and gas experience demonstrating the knowledge 
and experience to carry out the stated program policies and to manage the 
program operations. Additionally, the general partner or any affiliate 
providing services to the program shall have had not less than four years 
relevant experience in the kind of service being rendered or otherwise 
must demonstrate sufficient knowledge and experience to perform the 
services proposed. If any managerial responsibility for the program is to 
be rendered by persons other than the general partner, then such persons 
must be identified in the prospectus, their experience must be similar to 
that required of a general partner and must be set out in the prospectus, 
and a contract setting forth the basis of their relationship with the pro- 
gram must be filed with and not disapproved by the Commissioner. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial con-ection adding NOTE filed 1 1-8-82 (Register 82, No. 46). 
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§ 260.1 40.1 22.2. Net Worth. 

(a) The financial condition of the general partner must be commensu- 
rate with any financial obligations assumed by it. The general partner 
must specifically have a minimum aggregate net worth at all times at least 
equal to the greater of ( J ) $ 100,000 or (2) the lesser of $1 ,000,000 or 5% 
of the total subscriptions made by participants in all existing programs 
organized by the general partner, including the one being offered. 

(b) In determining the general partner's net worth, the value of proven 
reserves, as determined by an independent petroleum engineer, of oil, gas 
and other minerals owned by a general partner may be used. Notes and 
accounts receivables from all programs, interests in all programs, and all 
contingent liabilifies will be scrutinized carefully to determine the appro- 
priateness of their inclusion in the net worth computation. 

(c) If more than one person acts or serves as general partner of a pro- 
gram, the net worth requirements may be met by aggregating the net 
worth of all such persons. In addition, the net worth of any guarantor of 
the general partner's obligations to or for the program may be included 
in the net worth computation, but only if the guarantor's liability is coex- 
tensive with that of the general partner. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 22.3. Reports to Commissioner. 

The partnership agreement shall require that the sponsor file with the 
Commissioner, concurrently with their transmittal to participants, a copy 
of each report made pursuant to Secfion 260.140.128.3 of these rules. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 11 -8-82 (Register 82, No. 46). 

PARTICIPANT SUITABILITY 

§ 260.1 40.1 23.1 . Suitability Standards. 

In view of the limited transferability, the relative lack of liquidity, the 
high risk of loss or the specific tax orientadon of many oil and gas pro- 
grams, suitability standards which are reasonably related to the risks to 
be undertaken, will be required for the participants, and they must be set 
forth in a writing to be executed by all parficipants. It will be the responsi- 
bility of the sponsor and the persons selling units to see that units are sold 
only to parficipants meeting the applicable suitability standards. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.140.123.2. Presumptive Suitability Standards. 

(a) Unless circumstances warrant and the Commissioner allows anoth- 
er standard, suitability standards for participants shall be presumpfively 
reasonable if all of the following criteria are met: 

(1) the parficipant has a net worth of $200,000 or more (exclusive of 
home, furnishings and automobiles), or 

(2) the parficipant has a net worth of $50,000 or more (exclusive of 
home, furnishings and automobiles) and had during the last tax year, or 
esfi mates that he will have during the current tax year, "taxable income" 
as defined in Secfion 63 of the Internal Revenue Code of 1954, as 
amended, some portion of which was or will be subject to federal income 
tax at a rate of 50% or more, without regard to the investment in the pro- 
gram. 

(b) In the case of programs engaged primarily in investing in income 
producing properfies (production purchase programs) the Commissioner 
may allow lower suitability standards than those described in Subsecfion 
(a). Subject to a satisfactory showing as to the plan of business of the pro- 
gram and the value of properties acquired or proposed to be acquired, the 
following suitability standards will be deemed reasonable if: 



(1) the participant has a net worth of $75,000 or more (exclusive of 
home, furnishings and automobiles), or 

(2) the participant has a net worth of $25,000 or more (exclusive of 
home, furnishings and automobiles) and an annual income of $20,000 or 
more. 

(c) In the case of qualificafion by coordination, the application for such 
qualificafion should be accompanied by an undertaking by the issuer and 
underwriter to limit sales in California to an identified class meefing 
these standards, together with a statement of the method to be employed 
in meeting this reqtjirement. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140. Corporations Code. 

History 

1. Editorial coneclion adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 23.3. Sales to Appropriate Persons. 

(a) In addifion to the objecfive standards of suitability set forth in Sec- 
fion 260.140. 1 23.2, it will be the responsibility of the sponsor and each 
person selling units to make every reasonable effort to see that such secu- 
rities are an appropriate investment for the parficipants. 

(b) Persons selling units shall specifically ascertain by means of a writ- 
ing that the offering is appropriate for each parficipant. In doing so, such 
persons must determine that each participant or his representafi ve has the 
capacity to understand the fundamental aspects of the program. 

(c) Persons selling units shall also, ascertain by means of a writing that 
the parficipants understand (when applicable): 

( 1) the risks involved in the offering, including the speculafive nature 
of the investment; 

(2) the financial hazards involved in the offering, including the risk of 
losing their enfire investment; 

(3) the lack of liquidity of units; 

(4) the restricfions on transferability of units; 

(5) the background and qualifications of the sponsor and/or the man- 
ager or persons responsible for the offering; and 

(6) the tax consequences of the investment. 

(d) All of the requirements of this section may be satisfied by the use 
of the same writing filed with and not disapproved as to form by the Com- 
missioner and properly executed by each participant. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 23.4. Maintenance of Suitability Records. 

The sponsor shall maintain for a period of at least four years a record 
of the information obtained to indicate that a participant meets the suit- 
ability standards established in connection with the offer and sale of the 
program units. In addition, he must obtain a representation from each par- 
ticipant that he has purchased units for his own account or, in lieu of such 
representation, information indicating that the participants for whose ac- 
count the purchase was made met such suitability standards. Such infor- 
mafion may be obtained from the participant through inclusion of such 
statement in the wrifing described in Secfion 260.140.123.3 of these 
rules. If units are sold by a broker-dealer, the sponsor shall obtain a com- 
mitment from the broker-dealer to the effect that such broker-dealer will 
obtain and maintain in its files the record of informafion which otherwise 
would have been required of the sponsor. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.140.123.5. Minimum Investment. 

(a) The participant is required to make a minimum subscription to the 
program of at least $5,000, except that in the case of an offering being 
made pursuant to Regulation B under the Securifies Act of 1933, the 
minimum subscription for pre-completion costs may be $1,500, and ex- 
cept in the case of an offering consisting of a series of limited partnerships 
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to be formed during a consecutive 12-month period, the minimum sub- 
scription may be $5,000 for the entire series. 

(b) Subsequent transfers of such units shall be limited to no less than 
a minimum unit equivalent to an initial minimum subscription except for 
transfers which do not require the Commissioner's consent pursuant to 
Section 260.141.11 of these rules. 

Note: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 23.6. Installment Payments. 

(a) Provisions for deferred payments on account of the purchase price 
of program units may be allowed when warranted by the investment ob- 
jectives of the program, but in any event such arrangements shall be sub- 
ject to the following conditions: 

(1) Installment payments, subsequent to the initial payment required 
by the terms of the offering, shall be made in not more than 3 payments 
and the full amount of the purchase price shall be paid not later than 9 
months after the date on which such programs commence operations. 

(2) Selling commissions payable on the units shall be paid only as and 
when the allocable part of the purchase price is paid by the participant. 

(3) Such installments shall be contractually binding obligations of the 
buyer whether or not a promissory note is taken. 

(4) If a promissory note is taken, the program shall not sell or assign 
it at a discount. 

(b) In the event of a default in the payment of any installment due on 
an installment sale, the participant's percentage interest in the program 
should not be subject to forfeiture, but may be subject to a reasonable 
penalty for failure of the participant to meet his commitment. Provisions 
which conform to the following will be considered reasonable: 

(1) A proportionate reduction of the participant's percentage interest 
in the program based on the ratio of his unpaid capital contribution as to 
the total capital contribution of all participants in the program; or, 

(2) A subordination of the defaulting participant's right to receive rev- 
enues from the program until those non-defaulting participants who have 
paid the defaulting participant's assessment have received an amount of 
revenues from all revenues of the program equal to 300% of the propor- 
tionate amount of the defaulted capital contribution which they paid. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.140.124. Selling Commissions, Selling Expenses and 
Offering Costs. 

(a) Selling expenses of programs are subject to Section 260.140.20 of 
these rules and should not exceed 15% of the initial subscriptions. Man- 
agement fees or payments for so-called management services are consid- 
ered as additional promotional compensation and ordinarily will not be 
permitted. 

(b) Commissions payable on the sale of program units shall be paid in 
cash based solely on the amount of initial subscriptions. Payment of com- 
missions in the form of overriding royalties, net profit interests or other 
interests in production ordinarily will not be approved, except that no ob- 
jection will be raised to the payment of commissions in the form of work- 
ing interests in property of the program, provided the amount does not 
exceed that purchasable by applying the aggregate cash commission al- 
lowable to the unit offering price. 

(c) All items of compensation to underwriters or dealers, including but 
not limited to, selling commissions, expenses, rights of first refusal, con- 
sulting fees, finders' fees and all other items of compensation of any kind 
or description paid by the program, directly or indirectly, shall be taken 
into consideration in computing the amount of allowable selling commis- 
sions. 

(d) As an alternative to the provisions of Subsection (a) above, a spon- 
sor may elect to receive twelve and one-half percent (12 1/2%) of the ini- 
tial subscriptions to a program (excluding assessments) provided (i) that 



all selling expenses are paid by the sponsor, and (ii) that the receipt by 
the sponsor of said twelve and one-half percent (12 1/2%) and the pay- 
ment of all selling expenses by the sponsor shall be fully set forth in the 
prospectus. Selling expenses as used in this Subsection means the total 
underwriting and brokerage discounts and commissions (including fees 
of the underwriters' attorneys) paid in connection with the offering and 
all other expenses actually incurred in connection with the offer and sale 
of the units, including expenses for printing, engraving, maihng, salaries 
of employees while engaged in sales activity, charges of transfer agents, 
registrars, taistees, escrow holders, depositaries, and engineers and other 
experts, expenses of qualification of the sale of the securities under Fed- 
eral and State laws, including taxes and fees, accountants' and attorneys' 
fees. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial conection adding NOTE filed 11-8-82 (Register 82, No. 46). 

§ 260.140.125. Sponsor's Compensation. 

The total amount of compensation of all kinds to the sponsor should 
be reasonable in the light of the nature of the exploration and develop- 
ment proposed, the nature of the services to be provided by the sponsor 
and the identity of the participants. A landowner's royalty or an overrid- 
ing royalty or other interests paid to persons unconnected with the pro- 
gram as consideration for the acquisition of properties for the program 
shall not be deemed to be sponsor's compensation. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
] . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 25.1 . Compensation Arrangements. 

Any form of compensation arrangement that conforms to the follow- 
ing standards shall be considered presumptively reasonable for a sponsor 
who actively participates in obtaining a significant portion of a pro- 
gram's prospects and who assumes management responsibility for drill- 
ing, completing, equipping and operating a significant portion of the pro- 
gram's wells. 

(a) Cost and Revenue Sharing. The sponsor may elect a compensation 
arrangement where he shares in revenue on a basis related to certain costs 
paid by him. 

(1) Where the sponsor agrees to pay all tangible costs of the program 
but in any case at least 10% of the total program's capital contribution, 
even if the tangible costs otherwise payable are less than such 10%, his 
share of revenue will be determined by the following formula: 

(A) If the agreement is to pay all tangible costs, but in any case a sum 
of not less than 10% of the capital contributions of the program, the spon- 
sor is entitled to receive 35% of program revenues; 

(B) If the agreement is to pay all tangible costs, but in any case a sum 
of not less than 15% of the capital contributions of the program, the spon- 
sor is entitled to receive 40% of program revenues; and 

(C) The sponsor's revenue sharing may be increased in additional in- 
crements of 5%, for each additional 5% increase in the percentage of cap- 
ital contribution agreed to be paid by him, up to a maximum of 50% of 
revenues, subject to the sponsor's agreement to pay in any case all tangi- 
ble costs. 

(2) As an alternative to Subdivision (1), the sponsor may elect to re- 
ceive 15% of revenues and an additional percentage of revenues deter- 
mined by computing the sponsor's tangible costs as compared to total 
costs associated with obtaining production, on a prospect basis, until 
such time as the sponsor shall have received from such additional per- 
centage of revenues an amount equal to his tangible costs; after which, 
revenues shall be distributed as follows: 15% of revenues to the sponsor 
and 85% of revenues to the participants until the participants shall have 
received on a program basis a return of their capital contributions and 
then, 15% plus the additional percentage of revenues shall be paid to the 
sponsor and the remainder to the participants. 
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(3) The agreement to pay tangible costs should include tangible costs 
for development during the life of the program. If the sponsor should en- 
ter into farm-out or other arrangements through which he is relieved of 
his obligation to pay for tangible costs, then the sponsor's share of reve- 
nue authorized by Subdivision (1 ) or (2) of this Section shall be propor- 
tionately reduced, the amount to be determined on an individual basis. 
Any such variation from the basic format described in either of said Sub- 
divisions shall be fully disclosed in the application for qualification and 
must be approved in advance of the effectiveness of the qualification. 

(4) In order to elect either of the sharing arrangements authorized by 
Subdivisions (1) or (2) hereof, the following conditions must be met: 

(A) the sponsor has a net worth of $300,000 or 10% of the total contri- 
butions to the program by the participants, whichever is greater, and 

(B) the sponsor is under a contractual obligation to pay his share of ex- 
penses as such expenses are paid by the program and to complete his 
minimum financial commitment to the program, by the end of the second 
fiscal year succeeding the fiscal year in which the program commenced 
operations. 

(5) For the purposes of this Subsection (a) if a well is not abandoned 
within 90 days of completion, then it shall be deemed to be a commercial 
well insofar as the program is concerned and the sponsor may not recap- 
ture its tangible costs from the program, which otherwise would be 
treated as intangible costs upon abandonment. 

(b) Other Compensation Arrangements. 

In lieu of the compensation arrangements authorized by Subsection (a) 
hereof, the sponsor may take one of the following: 

(1) A promotional interest in the form of a subordinated percentage of 
the working interest which does not exceed 33 1/3% of the working inter- 
est. A subordinated interest shall provide for the return from production 
to the investors of 100% of their capital contribution, determined on a 
prospect or total program basis, before the holder of any subordinated 
working interest may receive a share of revenues, and should provide 
that, when such promotional interest is entitled to receive distribution, it 
will bear costs in the same ratio as it participates in revenues; or, 

(2) An overriding royalty of not more than 1/32 of the program's share 
of production, convertible to not more than a 20% working interest after 
the return from production to the investors of 1 00% of their capital contri- 
bution on a prospect or total program basis. 

(c) If substantiated by the sponsor, any interest or combination of inter- 
ests substantially equivalent to the compensation arrangements set forth 
in Subsections (a) and (b) above may be approved. 

(d) The sharing arrangements set forth in this Section 260.140.125 
shall not be considered presumptively reasonable (1) for a sponsor who 
does not actively participate in obtaining a significant portion of the pro- 
gram's prospects and who does not assume management responsibility 
for drilling, completing, equipping and operadng a significant portion of 
a program's wells, unless such sponsor shall satisfactorily demonstrate 
that his compensation together with the costs of procuring such services 
for the program from third parties does not exceed the permissible com- 
pensation to the sponsor set forth in this Section, (2) where any overriding 
royalty is taken in a program in which lease acquisition costs are anfici- 
pated to exceed 25% of capital contributions to a program, (3) in the case 
of sharing arrangements where the sponsor does not pay his share or cate- 
gory of the costs on a current basis or where properties or revenues of the 
participants are pledged to obtain loans for the sponsor, (4) in the case of 
sharing arrangements in which the sponsor pays all development costs 
and exploratory wells are drilled on prospects which cannot reasonably 
be expected to require developmental drilling if the exploratory drilling 
is successful, or (5) in the case of sharing arrangements where the sponsor 
cannot demonstrate a financial ability to pay for his share of costs. 

(e) Compensation for Regulation B Sponsors. 

As an alternative to the sharing arrangements authorized by this Sec- 
fion 260.140.125.1, the sponsor of a Regulation B offering may elect to 
retain a working interest in the well or tract involved equal to a percentage 
of the aggregate drilling and completion costs of such well or tract paid 
by him, plus an additional percentage of 15%. To the extent that the spon- 



sor intends to render drilling and related services under a "turn key" con- 
tract, the amount of profits in excess of 10% of the cost of providing such 
services will be considered in determining the reasonableness of the 
sponsor's aggregate promotional compensation. 

Each sponsor of a Regulation B offering shall file with the Commis- 
sioner one copy of each of Forms 3-G and 1-G within 30 days after filing 
with the Securities and Exchange Commission. 

(f) Compensation for Production Purchase Programs. 

Compensation to sponsors of production purchase programs shall be 
Hmited as follows: 

(1 ) Where a major portion of the sponsor's management and operaUng 
responsibilities are performed by third parties, the cost of which is paid 
by the program, the sponsor may take a 3% working interest convertible 
to not more than a 5% working interest after the return from production 
to the investors of 100% of their capital contribution, computed on a total 
program basis. 

(2) Where the sponsor maintains the operating capabilities and techni- 
cal staff so as to be in a position to, and in fact does provide the program 
with a major part of the management and operating responsibilities of the 
program, the sponsor may take a 10% working interest convertible to not 
more than a 15% working interest after the return from production to the 
investors of 100% of their capital contribution, computed on a total pro- 
gram basis. 

The sponsor's interest in a program or in properties owned by a pro- 
gram shall bear a pro rata share of all costs, expenses and obligations of 
the program including but not limited to costs of operafions, general and 
administrative expenses, debt service and any other items of expense 
chargeable to the operations of the program. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial conection adding NOTE filed 11 -8-82 (Register 82, No. 46). 

§ 260.1 40.1 26. Program Expenses. 

(a) All actual and necessary expenses incurred by the program directly 
may be paid by the sponsor out of capital contributions and out of pro- 
gram revenues. 

(b) A sponsor may be reimbursed out of capital contribufions and pro- 
gram revenues for all actual and necessary direct expenses paid or in- 
curred by it in connection with its operation of a program, and for an allo- 
cable portion of its general and administrafive expenses, computed on a 
cost basis determined by an independent public accountant or cerufied 
public accountant in accordance with generally accepted accounting 
principles. Administrafive and similar services must be fully supportable 
as to the necessity thereof and the reasonableness of the amounts pro- 
posed to be charged. The prospectus or offering circular shall disclose in 
tabular form an estimate of all such expenses to be charged to the pro- 
gram showing separately direct expenses, general and administrative ex- 
penses (including a separate breakdown for salaries to officers, directors 
and other principals of the sponsor and any affiliate of the sponsor). 

(c) Except as may be permitted by Secfion 260.140.127.1 of these 
rules, the sponsor may not be reimbursed for any expenses incurred prior 
to commencement of operations of the program or any indirect, general 
or administrafive expenses relafing to the sale of program units. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

TRANSACTIONS WITH AFFILIATES AND 
CONFLICTS OF INTEREST 



§ 260.1 40.1 27.1 . Sales and Purchases. 

(a) Neither the sponsor nor any affiliated person shall sell or lease any 
property to or purchase or lease any property from the program, directly 
or indirectly, except pursuant to transactions that are fair and reasonable 
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to the participants of the program and then subject to the following condi- 
tions: 

( 1 ) In the case of a sale or lease to a program: 

(A) The prospectus discloses the fact that the sponsor will sell or lease 
property to the program and whether or not the property will be sold from 
the sponsor's existing inventory. 

(B) The property is sold or leased to the program at the cost of the spon- 
sor, unless the seller has reasonable grounds to believe that cost is materi- 
ally more than the fair market value of such property, in which case such 
sale should be made for a price not in excess of its fair market value. 

(C) If the sponsor sells or leases any oil, gas or other mineral interests 
or property to the program, he must, at the same time, sell to the program 
an equal interest in all his other property in the same prospect. If the spon- 
sor or any affiliate subsequently proposes to acquire an interest in a pros- 
pect in which the program possesses an interest or in a prospect aban- 
doned by the program within one year preceding such proposed 
acquisition, the sponsor shall offer such interest to the program; and, if 
cash or financing is not available to the program to enable it to consum- 
mate a purchase of an equivalent interest in such property, neither the 
sponsor nor any of its affiliates shall acquire such interest or property. 
The term "abandon" for the purpose of this subsection and of subsection 
(b) of Section 260.140.127.2 of these rules, shall mean the termination, 
either voluntarily or by operation of the lease or otherwise, of all of the 
program's interest in the prospect. The provisions of this subdivision 
shall not apply after the lapse of 5 years from the date of formation of the 
program. 

(D) A sale or lease of less than all of the ownership of the sponsor in 
any interest or property is prohibited unless the interest retained by the 
sponsor is a proportionate working interest, the respective obligations of 
the sponsor and the program are substantially the same after the sale of 
the interest by the sponsor and his interest in revenues does not exceed 
the amount proportionate to his retained working interest. The sponsor 
may not retain any overrides or other burdens and may not enter into any 
farm-out arrangements with respect to his retained interest, except to 
nonaffiliated third parties. 

(2) In the case of a purchase or lease of nonproducing property from 
a program, the purchase is made at a price which is the higher of the fair 
market value or the cost of such property. 

(3) In the case of producing property, the sponsor shall not be given 
an exclusive right to purchase such property. A sale of producing proper- 
ty or interest therein, except for the sale of production, must consist of a 
sale of all of the program's interest in the property and must be made at 
a price determined by an appraisal prepared by an independent petroleum 
engineer. A sale of production must be on terms comparable to and com- 
petitive with prices obtainable on the open market. 

(b) The oil program shall not purchase properties from nor sell proper- 
ties to any program in which its sponsor or any affiliated person has an 
interest. This Subsection shall not apply to transactions among oil pro- 
grams for whom the same person acts as sponsor by which property is 
transferred from one to another in exchange for the transferee's obliga- 
uon to conduct drilling activities on such property or to joint ventures 
among such programs, provided that the respecfive obligations and reve- 
nue sharing of all parties to the transactions are substanfially the same and 
provided further that the compensation arrangement or any other interest 
or right of the sponsor and any affiliated person of such sponsor is the 
same in each program, or, if different, the aggregate compensation of the 
sponsor does not exceed the lower of the compensation he would have 
received in any one of the programs. 

(c) Any other provision of these rules notwithstanding, a sponsor may 
purchase property in its own name and hold title in trust for the benefit 
of the program, where necessary to facilitate the acquisition of such prop- 
erty or the business purposes of the programs. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25 1 40, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 



§ 260.1 40.1 27.2. Restricted and Prohibited Transactions. 

(a) Neither the sponsor nor any affiliate shall enter into any farm-out 
or other agreement with the oil program where in consideration for ser- 
vices to be rendered, an interest in production is payable to such sponsor 
or affiliate. 

(b) During the existence of a program and before it has ceased opera- 
tions neither the sponsor nor any affiliate (excluding another program 
where the interest of the sponsor is identical to or less than his interest in 
the first program) shall acquire, retain, or drill for its own account any oil 
and gas interest on any prospect upon which such program possesses an 
interest, except for sales or lease transactions which comply with Subdi- 
vision (D) of Section 260. 1 40. 1 27. 1 (a)( 1 ) of these rules. In the event the 
program abandons its interest in the prospect, this restriction shall contin- 
ue until one year following the abandonment. If the geological limits of 
a prospect are enlarged to encompass any interest held by such sponsor 
or affiliate, such interest shall be sold to such program in accordance with 
the provisions of Subdivision (C) of Secfion 260.140. 127. 1(a)(1) of these 
ailes and any net income previously received by the sponsor or affiliate 
shall be paid over to such program. If within this period, the sponsor ac- 
quires addidonal acreage or interest in a prospect of the program, he must 
sell such to the program and is prohibited from retaining any such inter- 
est, except as may be permitted by Section 260.140.127.1(a) of these 
rules. 

(c) The sponsor shall not take any action with respect to the assets or 
property of the program which does not benefit exclusively the program, 
including among other things: 

(1) the utilization of funds of the program as compensating balances 
for his own benefit, and 

(2) future commitments of production. 

(d) All benefits from marketing arrangements or other relationships 
affecting property of the sponsor and the program shall be fairly and 
equitably apporfioned according to the respecfive interests of each. 

(e) Any agreements or arrangements which bind the program must be 
fully disclosed in the prospectus. 

(f) Anything to the contrary notwithstanding, a sponsor may never 
profit by drilling in contra venfion of his fiduciary obligafion to the partic- 
ipants. 

(g) Neither the sponsor nor any affiliate shall render to the program any 
oil field, equipage or drilling services nor sell or lease to the program any 
equipment or related supplies unless: 

(1 ) such person is engaged, independently of the program and as an or- 
dinary and ongoing business, in the business of rendering such services 
or selling or leasing such equipment and supplies predominantly to other 
persons in the oil and gas industry in addifion to programs in which he 
has an interest, and 

(2) the compensafion, price or rental therefore is competitive with the 
compensafion, price or rental of other persons engaged in the business of 
rendering comparable services or selling or leasing comparable equip- 
ment and supplies which could reasonably be made available to the pro- 
gram, provided that, if such person is not engaged in a business within 
the meaning of Subdivision (1), then such compensafion, price or rental 
shall be the cost of such services, equipment or supplies to such person 
or the compefifive rate whichever is less. 

(h) With the excepfion of compensafion authorized by Secfion 
260.140.125.1 of these rules, all services for which the sponsor and any 
affiliated person is to receive compensafion shall be embodied in a writ- 
ten contract which: 

(1) Precisely describes the services to be rendered and all compensa- 
fion to be paid. 

(2) Provides, in substance, that any material change in the terms of 
such contract must be approved by the vote of the holders of a majority 
of the units of the program. 

(i) No loans may be made by the program to the sponsor, 
(j) On loans made available to the program by the sponsor, the sponsor 
may not receive interest in excess of the amounts which would be charged 



Page 321 



(4-1-90) 



§ 260.140.127.3 



BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



the program (without reference to the sponsor's financial abihties or 
guaranties) by unrelated banks on comparable loans for the same purpose 
and the sponsor shall not receive points or other financing charges or fees 
regardless of the amount. 

NOTE: Authority cited: Section 23610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Editorial coiTCction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 27.3. Exchange of Units. 

The program may not acquire property in exchange for units. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1 . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 27.4. Commingling of Funds. 

The funds of a program shall not be commingled with the funds of any 
other person. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

H [STORY 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§260.140.127.5. Liability. 

Sponsors shall not attempt to pass on to limited partners the general 
liability imposed on them by law except that the partnership agreement 
may provide that a general partner (a) may be held harmless and be in- 
demnified by the partnership for any liability or loss suffered by the gen- 
eral partner solely by virtue of his acting as general partner for the part- 
nership in connection with its activities and (b) shall not be liable to the 
partnership for any loss suffered by it in connection with its activities, 
provided that if such loss or liability arises out of any action or inaction 
of the general partner, the general partner must have determined, in good 
faith, that such course of conduct was in the best interests of the partner- 
ship, and such course of conduct must not have constituted gross negh- 
gence or gross misconduct by the general partner; and, provided further, 
that such indemnification or agreement to hold harmless shall only be re- 
coverable out of the assets of the partnership and not from the limited 
partners. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

PARTICIPANTS' RIGHTS AND OBLIGATIONS 

§ 260.1 40.1 28.1 . Meetings. 

Meetings of the participants may be called by the general partner(s) or 
by participants holding more than 10% of the then outstanding units for 
any matters for which the participants may vote as set forth in the limited 
partnership agreement or charter document. Such call for a meeting shall 
be deemed to have been made upon receipt by the general partner of a 
written request from holders of the requisite percentage of units stating 
the purpose(s) of the meeting. The general partner shall deposit in the 
United States mails within fifteen days after receipt of said request, writ- 
ten notice to all participants of the meeting and the purpose of such meet- 
ing, which shall be held on a date not less than thirty nor more than sixty 
days after the date of mailing of said notice, at a reasonable time and 
place. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.140.128.2. Voting Rights of Limited Partners. 

(a) To the extent the law of the state of organization is not inconsistent, 
the limited partnership agreement must provide that holders of a majority 
of the then outstanding units may, without the necessity for concurrence 
by the general partner, vote to (1) amend the limited partnership agree- 



ment or charter document, (2) dissolve the program, (3) remove the gen- 
eral partner and elect a new general partner, (4) approve or disapprove 
the sale of all or substantially all of the assets of the program, and (5) can- 
cel any contract for services with the sponsor or any affiliate without pen- 
alty upon thirty days notice. The agreement should provide a detailed 
provision for the substitution of a new general partner and a provision for 
the purchase of the removed general partner's interest, excluding any in- 
terest he may have as an investor, including the following: 

1. A method of valuation of the removed general partner's interest 
which is fair. Normally, valuation at the time of such removal by means 
of an appraisal, arbitration or agreement will be deemed fair. 

2. A method of payment for such interest which is fair and which pro- 
tects the solvency and liquidity of the partnership. If immediate payment 
would impose a hardship upon the partnership, the provision should call 
for payment plus reasonable interest to be postponed to the time payment 
of his subordinated interest would have been made. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporation Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 



§ 260.140.128.3. Annual and Periodic Reports. 

(a) The partnership agreement or charter document shall provide for 
the transmittal to each participant of an annual report within 90 days after 
the close of the fiscal year, and of a semiannual report within 60 days after 
the end of the first six months of its fiscal year, containing, except as 
otherwise indicated, at least the following information: 

(1) Financial statements, including a balance sheet and statements of 
income, partners' equity and changes in financial position prepared in ac- 
cordance with generally accepted accounting principles and accompa- 
nied by an auditor's report containing an opinion of an independent certi- 
fied public accountant or independent public accountant, except that 
semiannual reports need not be audited. 

(2) A description of each geological prospect in which the program 
owns an interest, including the cost, location, number of acres under lease 
and the interest owned therein by the program. 

(3) A list of the wells drilled by such program (indicating whether each 
of such wells has or has not been completed), the costs incurred in or allo- 
cable to drilling each well and the additional estimated costs to complete 
each well. 

(4) A summary itemization, by type and/or classification of the total 
fees and compensation paid by the program, or indirectly on behalf of the 
program, to the sponsor and affihates of the sponsor. If compensation is 
paid on a subordinated interest subject to Subsection (b)(1) of Section 
260.140.125.1 of these rules, a reconciliation of all such payments to the 
conditions precedent and limitations thereto. The report should provide 
comparative data from which competitive prices may be determined, 
pursuant to Subsection (g)(2) of Section 260.140.127.2 of these rules. 

(5) With respect to a program which compensates the sponsor in the 
manner permitted by Subsections (a)(1), (a)(2) and (e) of Section 
260.140.125.1, 

(A) a schedule reflecting the total program costs, and where applica- 
ble, the costs pertaining to each prospect, the costs paid by the sponsor 
and the costs paid by the participants, 

(B) the total program revenues, the revenues received or credited to the 
sponsor and the revenues received or credited to the participants and 

(C) a reconciliation of such expenses and revenues to the limitations 
prescribed by said Sections. 

(6) Annually, beginning with the fiscal year succeeding the fiscal year 
in which the program commenced operations, a computation of the total 
oil and gas proven reserves of the program and dollar value thereof at 
then existing prices and of each participant's interest in such reserve val- 
ue. The reserve computations shall be based upon engineering reports 
prepared by qualified independent petroleum engineers. In addition, 
there shall be included an estimate of the time required for the extraction 
of such reserves with a statement that because of the time period required 
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to extract such reserves the present value of revenues to be obtained in 
the future is less than if immediately receivable. In addition to the annual 
computation and estimate required by this Section, as soon as possible, 
and in no event more than 90 days after the occurrence of an event leading 
to a reduction of such reserves of the program of more than 10%, a com- 
putation and estimate conforming to the above requirements shall be sent 
to each participant. 

(b) By March 1 5 of each year, the general partner must furnish a report 
to each participant containing such information as is pertinent for tax pur- 
poses. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.140.128.4. Access to Program Records. 

(a) The general partner shall maintain a list of the names and addresses 
of all participants at the principal office of the partnership. Such list shall 
be made available for the review of any participant or his representative 
at reasonable times, and upon request either in person or by mail the gen- 
eral partner shall furnish a copy of such list to any participant or his repre- 
sentative for the cost of reproduction and mailing. 

(b) The participants and/or their accredited representatives shall be 
permitted access to all records of the program, after adequate notice, at 
any reasonable time. The sponsor shall maintain and preserve during the 
term of the program and for four (4) years thereafter all accounts, books, 
and other relevant program documents. Notwithstanding the foregoing, 
the sponsor may keep logs, well reports and other drilling data confiden- 
tial for a reasonable period of time. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25 1 40, Corporations Code. 

History 
1. Editorial conection adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 28.5. AdmSssBon of Participants. 

(a) Admission of participants to the program shall be subject to the fol- 
lowing: 

(1) Admission of Original Participants. Upon the original sale of part- 
nership units by the program, the purchasers should be admitted as lim- 
ited partners not later than 15 days after the release from impound of the 
purchasers' funds to the program, and thereafter purchasers should be ad- 
mitted into the program not later than the last day of the calendar month 
following the date their subscriptions were accepted by the program. 
Subscriptions shall be accepted or rejected by the program within 30 days 
of their receipt; if rejected, all subscription monies shall be returned to 
the subscriber forthwith. 

(2) Admission of Substituted Limited Partners and Recognition of As- 
signees. The program shall amend the certificate of limited partnership 
at least once each calendar quarter to effect the substitution of substituted 
limited partners, although the sponsor may elect to do so more frequently. 
In the case of assignments, where the assignee does not become a substi- 
tuted limited partner, the program shall recognize the assignment not lat- 
er than the last day of the calendar month following receipt of notice of 
assignment and required documentation. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 28.6. Redemption and Repurchase of Units. 

(a) Ordinarily, the program may not be mandatorily obligated to re- 
deem or repurchase any of the units of the program, although the program 
need not be precluded from purchasing such outstanding units if the pur- 
chase does not impair the capital or the operations of the program. Not- 
withstanding the foregoing, the program may obligate itself to redeem 
units under terms which comply with Section 260.140.116.6 of these 
rules. 



(b) Provisions in the partnership agreement or other documents which 
require the unit owner to sell his unit or give the program or any other per- 
son the right to repurchase such unit, irrespective of the desire of the own- 
er to sell, will not be approved. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial conection adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.140.128.7. Transferability of Program Units. 

Restrictions on assignment of units will not be allowed. Restrictions 
on the substitution of a hmited partner are generally disfavored and will 
be allowed only to the extent necessary to preserve the tax status of the 
partnership and any restriction must be supported by opinion of counsel 
as to its legal necessity. 

NOTC: Authority cited; Section 2.5610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.140.128.8. Accessibility and Defaults. 

(a) In appropriate cases there may be a provision for assessment; pro- 
vided, however, that the maximum amount which may be assessed for a 
voluntary assessment shall not exceed 100% of the initial subscription 
and for a mandatory assessment shall not exceed 25% of the initial sub- 
scription, and provided further, that in no case shall the total of all asses- 
sments exceed 100% of the initial subscription. All such assessments 
shall be solely for the purpose of drilling or completing a development 
well or wells or for acquiring additional interests or leases in a prospect 
which has proven production. In such cases, the aggregate offering price 
of the units as set forth in the application for qualification shall include 
and show separately the basic unit offering price and the maximum 
amount of the assessment. 

(b) In the event of a default in all or a portion of the payment of asses- 
sments, the participant's percentage interest in the program represented 
by his unit should not be subject to forfeiture, but may be subject to a rea- 
sonable penalty for the failure of the participant to meet his commitment. 
Provisions which conform to the following will be considered reason- 
able: 

(1) For voluntary assessments, 

(A) A proportionate reduction of the participant's percentage interest 
in revenues derived from future development based on the ratio of his un- 
paid assessment to all capital contributions and assessments used for 
such future development, or 

(B) A subordination of the defaulting participant' s right to receive rev- 
enues from future development until those nondefaulting participants 
who have paid the defaulting participant's assessment have received an 
amount of revenues from revenues of the program from future develop- 
ment equal to 300% of the proportionate amount of the defaulted asses- 
sment which they paid. 

(2) For mandatory assessments, 

(A) A proportionate reduction of the participant's percentage interest 
in program revenues based on the ratio of his unpaid assessment to all 
capital contributions and assessments, or 

(B) A subordination of the defaulting participant's right to receive rev- 
enues from the program until those nondefaulting participants who have 
paid the defaulting participant's assessment have received an amount of 
revenues from all revenues of the program equal to 300% of the propor- 
tionate amount of the defaulted assessment which they paid. 

(C) In order to make any assessment, the sponsor shall include with the 
call for such assessment a statement of the purpose and intended use of 
the proceeds from such assessment, a statement of the penalty to be im- 
posed for failure of the participant to meet the assessment, and to the ex- 
tent practicable, a summary of pertinent geological data on the relevant 
properties to which the assessments relate. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 
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History 

1 . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

2. Change without regulatory effect amending subsection (a) filed 9-25-2002 pur- 
suant to section 1 00, title 1 , California Code of Regulations (Register 2002, No. 
39). 

§ 260.1 40.1 28.9. Program Policies. 

The partnership agreement or charter document should include a recit- 
al in reasonable detail of the policies and objectives to be followed by the 
program. This will include a statement of the extent to which the program 
intends to engage in acquiring producing properties, acquiring or drilling 
on unproven or unexplored properties or acquiring or drilling on proven 
or semiproven properties. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Secfion 
25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 11-8-82 (Register 82, No. 46). 
SALES MATERIALS AND MARKETING RESTRICTIONS 

§ 260.1 40.1 29.1 . Sales Literature. 

Sales literature, including without limitation, books, pamphlets, mov- 
ies, slides, article reprints, and television and radio commercials, sales 
presentations (including prepared presentations to prospective partici- 
pants at group meetings) and all other advertising used in the offer or sale 
of units shall conform in all applicable respects to filing, disclosure and 
adequacy requirements currently imposed on the sale of corporate securi- 
ties under these rules. When periodic or other reports furnished to partici- 
pants in prior programs are furnished to prospective participants in a pro- 
gram not yet sold, such reports will be treated as sales literature subject 
to the above requirements. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25 1 40, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 29.2. Group Meetings. 

All advertisements of and oral or written invitations to "seminars" or 
other group meetings at which units are to be described, offered or sold 
shall cleariy indicate that the purpose of such meeting is to offer such 
units for sale, the minimum purchase price thereof, the suitability stan- 
dards to be employed, and the name of the person selling the units. No 
cash, merchandise or other item of value shall be offered as an induce- 
ment to any prospective participants to attend any such meeting. All writ- 
ten or prepared audio-visual presentations (including scripts prepared in 
advance for oral presentations) to be made at such meetings must be sub- 
mitted to the Department within the prescribed review period. The provi- 
sions of this Section shall not apply to meetings consisting only of repre- 
sentatives of securities' broker-dealers. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correcfion adding NOTE filed 1 1-8-82 (Register 82, No. 46). 
DISCLOSURE AND MARKETING REQUIREMENTS 

§ 260.1 40.1 30.1 . Offerings Registered with the Securities 
and Exchange Commission ("SEC"). 

With respect to offerings registered with the Securities and Exchange 
Commission under the Securities Act of 1933, as amended and qualified 
with the Commissioner by coordination, a prospectus which is part of a 
registration statement which has been declared effective by said Com- 
mission shall be deemed to comply with all requirements as to form of 
this Rule; provided, however, that the Commissioner reserves the right 
to require additional disclosure of substance in his discretion. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correcfion adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 30.2. Contents of Prospectus. 

(a) The following information shall be included in the prospectus of 
each program: 



( 1 ) Information on Cover Page. There should be set forth briefly on the 
cover page of the prospectus a summary which should include the fol- 
lowing: 

The title and general nature of the units being offered; the maximum 
aggregate amount of the offering; the minimum amount of net proceeds; 
the minimum subscription price; the period of the offering; the maximum 
amount of any sales or underwriting commissions to be paid (or if non, 
or if such commissions are paid by the sponsor), the nature of any sharing 
arrangement and fees; the estimated amount of organization and offering 
expenses, the estimated atnount to be paid during the first twelve (12) 
months following commencement of operations for administrative and 
similar services. 

(2) Definitions. Technical terms used in the prospectus should be de- 
fined either in a glossary or as they appear in the prospectus. 

(3) Risk Factors. Participants should be advised in a carefully orga- 
nized series of short, concise paragraphs, under subcaptions where ap- 
propriate, of the risks to be considered before making an investment in 
the program. These paragraphs should include a cross-reference to fur- 
ther information in the prospectus. In particular, in those cases where the 
sponsor has elected the compensation arrangement described in Section 
260. 140.125.1(a) (Cost and Revenue Sharing), there should be set forth 
the fact that there is a conflict where the sponsor must decide whether to 
complete a well which is anticipated to have a marginal return since the 
tangible costs he would incur would not appear to warrant his investment, 
although completion of the well would be in the best interests of the par- 
ticipants. 

(4) Business Experience. Tlie business experience of the sponsor(s), 
including general partner(s), principal officers of a corporate general 
partner (chairman of the board, president, vice president, treasurer, secre- 
tary or any person having similar authority or performing hke functions) 
and others responsible for the program, shall be prominently disclosed 
in the prospectus, such disclosure indicating their business experience 
for the past ten years. The lack of experience or limited experience of the 
sponsor, or other person supplying services to the program, shall be 
prominently disclosed in the prospectus. 

(5) Compensation. All indirect and direct compensation which may be 
paid by the program to the sponsor or any affiliate of every type and from 
every source shall be summarized in the forepart of the prospectus. 

(6) Use of Proceeds. State the purposes for which the net proceeds to 
the program are intended to be used and the approximate amount in- 
tended to be used for each such purpose. Also state the minimum aggre- 
gate amount necessary to initiate the program and the disposition of the 
funds raised if they are not sufficient for that purpose. 

(7) Assessments. If provisions for assessments are provided, the meth- 
od of assessment and the penalty for default shall be prominently set 
forth. 

(8) Investment Objectives and Policies. Describe the investment ob- 
jectives and policies of the program. 

(9) Description of Oil and Gas Interests. State the location and describe 
the general character of all materially important oil and gas interests now 
held or presently intended to be acquired by the program. 

(10) Performance. 

(A) The previous program experience of the sponsor and other rele- 
vant parties shall be disclosed in the prospectus for all programs during 
the past ten years which: 

(i) Involved a public offering registered under State or Federal securi- 
ties laws, 

(ii) Involved a private or limited offering, the results of which are ma- 
terial to an informed investment decision by the participant. 

(B) Information on previous programs shall include, but not be limited 
to, the following: 

(i) Name of the program, including the type of legal entity and state of 
incorporation or organization. 

(ii) The effective date of the offering, the date it commenced opera- 
tions and the date of dissolution or termination or, if it is continuing. 
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(iii) The total amount of units, the gross amount of capital raised by the 
program, the number of participants, and the amount of investment of the 
sponsor, if applicable. 

(iv) The drilling results of the program, including the nurhber of gross 
and net wells drilled, both oil and gas, both exploratory and developmen- 
tal, and both successful and unsuccessful. 

(v) Total dollar amounts of federal tax deductible items passed on to 
participants. 

(vi) Cash distribution to participants. 

(vii) Compensation and fees to the sponsor, segregated as to type. 

(viii) Disclosure of any development wells drilled which did not or 
have not returned the investment therein within four years. 

(ix) Such additional or different disclosures of the success or failure 
of the programs as may be permitted or required by the Commissioner. 

(C) All of the foregoing information shall be set forth on a cumulative 
basis for each program. 

(D) The following caveat should be prominently featured in the pre- 
sentation of the foregoing information: "It should not be assumed that 
participants in the offering covered by this prospectus will experience re- 
turns, if any, comparable to those experienced by investors in prior pro- 
grams." 

(E) Information required to be set forth in Subsection (A) above shall 
be supported in the application for qualification by an affidavit of the 
sponsor that the performance summary is a fair representation of the in- 
formation contained in the audited financial statement or the Federal in- 
come tax returns of the program or in other reports or data of the program 
or sponsor. 

(11) Operating Data. Include appropriate data with respect to each 
property which is separately described in answer to paragraph (9) above. 

(12) The Program. 

(a) Date of formation. 

(b) Place of formation. 

(c) Sponsor. 

(d) Address and telephone number of the program and the sponsor. 

(e) Duration. 

(f) Information called for in items (a) through (e) hereof shall be given 
for any other programs in which the program invests. 

(13) Summary of Terms of the Program. 

(a) Powers of the sponsor. 

(b) Rights and liabilities of the participants. 

(c) Allocation of costs and revenues. 

(d) Termination and dissolution. 

(e) Meetings and reports. 

(f) Amendment of partnership agreement. 

(g) Provision for additional assessments, 
(h) Other pertinent matters. 

(14) Federal Tax Consequences. 

(a) A summary of an opinion of tax counsel acceptable to the Commis- 
sioner and/or a ruling from the IRS covering major state and federal tax 
questions relative to the program, which may be based on reasonable as- 
sumptions such as those described in Section 260.140.130.4 of these 
rules. To the extent the opinion of counsel or IRS ruling is based on the 
maintenance of or compliance with certain requirements or conditions by 
the sponsor(s), the prospectus shall to the extent practicable, contain re- 
presentations that such requirements or conditions have been met and 
that the sponsors shall use their best efforts to continue to meet such re- 
quirements or conditions. 

(b) Tax treatment of the program. 

(c) Tax treatment of the participants. 

(d) Allocation of intangible drilling deductions, depreciation, deple- 
tion allowances, etc. 

(e) Method of allocation of losses or profits and cash distributions 
upon transfer of a unit or the rights to income or revenues. 

(0 Any other pertinent information applicable to the tax shelter aspects 
of the investment. 



(g) Possibility of requirement for filing tax returns with states in which 
prospects are located. 

(15) Units. 

(a) Amount. 

(b) Minimum purchase. 

(c) Assessability. 

(d) Transferability. 

(e) Voting rights. 

(16) Plan of Distribution. 

(a) Discounts and commissions. 

(b) Estimated fees and expenses paid or reimbursed by the program. 

(c) Indemnification and hold harmless provisions. 

(d) Terms of payment. 

(e) Identity of underwriter, managing dealer and/or principal selling 
agent. 

(f) Type of underwriting best efforts or firm commitment. 

(g) Minimum and maximum sales, 
(h) Escrow provisions. 

(i) Material relationship of underwriter to the program, if any. 

(17) Pending Legal Proceedings. Briefly describe any legal proceed- 
ings to which the program or the sponsor is a party which is material to 
the program and any material legal proceedings between sponsor and 
participants in any prior program of the sponsor. Also, describe any mate- 
rial legal proceedings to which any of the program's or sponsor's proper- 
ty is subject. 

(18) Transactions with Affiliates. Describe fully any transactions and 
the dollar amount thereof which may be entered into between the pro- 
gram and the sponsor or any affiliate. Include a full description of the ma- 
terial terms of any agreement and the dollar amount thereof between the 
program and the sponsor or any affiliate. Where the sponsor sponsors 
other programs, describe the equitable principles which will apply in re- 
solving any conflict between the programs. In the case where the pro- 
gram has been in existence, include all transactions and contracts of the 
program with the sponsor or any affiliate during the period of such exis- 
tence. 

(1 9) Interest of Affiliates in Program Property. If within the past five 
years the sponsor or any affiliate has been in the chain of title or had a 
beneficial interest in any property to be acquired by the program this fact 
must be disclosed. 

(20) Interest of Counsel and Experts in the Sponsor or Program. Where 
counsel for the selling representatives or the sponsor are named in the 
prospectus as having passed upon the legality of the units being regis- 
tered or upon other legal matters in connecfion with the registration or 
offering of such units, there should be disclosed in the prospectus the na- 
ture and amount of any direct or indirect material interests of any such 
counsel, other than legal fees to be received by such counsel, in the spon- 
sor or any affiliate. Any such interest received or to be received in con- 
nection with the registration or offering of the units being registered, in- 
cluding the ownership or receipt by counsel, or by members of the firm 
participating in the matter, of securities of the sponsor, any affiliate of the 
program for services shall be disclosed. Employment by the sponsor, oth- 
er than retainer is legal counsel, should be disclosed in the prospectus. 

(21) Investment Company Act of 1940. Where beneficial interests of 
a program are to be sold, treatment under the Investment Company Act 
of 1940 must be disclosed. 

(22) Financial Statements. As provided elsewhere in these rules. 

(23) Additional Information. Any additional information which is ma- 
terial should be included. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 
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§ 260.140.130.3. Financial Information Required on 
Application. 

The sponsor or the program shall provide as an exhibit to the applica- 
tion or where indicated below shall provide as part of the prospectus, the 
following financial information and financial statements: 

(a) Cash Flow Statement of Program. As part of the prospectus, if the 
program has been formed and owns assets, a cash flow statement, which 
may be unaudited, for the program for each of the last three fiscal years 
of the program (or for life of the program, if less) and unaudited state- 
ments for any interim period between the end of the latest fiscal year and 
the date of the balance sheet furnished, and for the corresponding interim 
period of the preceding years. 

(h) Balance Sheet of Program. As part of the prospectus, a balance 
sheet of the program as of the end of its most recent fiscal year prepared 
in accordance with generally accepted accounting principles and accom- 
panied by an auditor's report containing an unqualified opinion of an in- 
dependent certified public accountant or independent public accountant, 
and an unaudited balance sheet as of a date not more than ninety days 
prior to the date of tiling. 

(c) Statements of Income, Partners' Equity, and Changes in Financial 
Position of Program. As part of the prospectus, if the program has been 
formed and owns assets, statements of income, statements of partners' 
equity, and statements of changes in financial position for the program 
for each of the last three fiscal years of the program (or for the life of the 
program, if less), all of which statements shall be prepared in accordance 
with generally accepted accounting principles and accompanied by an 
auditor' s report containing an unqualified opinion of an independent cer- 
tified public accountant or independent public accountant, and unaudited 
statements for any interim period ending not more than ninety days prior 
to the date of filing an application. 

(d) Balance Sheet of General Partner. 

( 1 ) Corporate General Partner. A balance sheet of any corporate gener- 
al partners as of the end of their most recent fiscal year, prepared in accor- 
dance with generally accepted accounting principles and accompanied 
by an auditor's report containing an unqualified opinion of an indepen- 
dent certified public accountant or independent public accountant, and 
an unaudited balance sheet as of a date not more than ninety days prior 
to the date of filing. Such statements shall be included in the prospectus. 

(2) Other General Partners. A balance sheet for each noncorporate 
general partner (including individual partners or individual joint ventur- 
ers of a sponsor) as of a time not more than ninety days prior to the date 
of filing an application; such balance sheet, which may be unaudited 
should conform to generally accepted accounting principles and shall be 
signed and sworn to by such general partners. A representation of the 
amount of such net worth must be included in the prospectus. 

(e) Statements of Income for Corporate General Partners. A statement 
of income for the last fiscal year of any corporate general partner (or for 
the life of the corporate general partner, if less) prepared in accordance 
with generally accepted accounting principles and accompanied by an 
auditor's report containing an unqualified opinion of an independent cer- 
tified public accountant or independent public accountant, and an unau- 
dited statement for any interim period ending not more than ninety days 
prior to the date of filing an application. The inclusion of such statements 
in the prospectus shall be at the discretion of the Commissioner. 

(f) Filing of Other Statements. Upon request by an applicant, the Com- 
missioner may, where consistent with the protection of investors, permit 
the omission of one or more of the statements required under this Section 
and the filing, in substitudon thereof, of appropriate statements verifying 
financial information having comparable relevance to an investor in de- 
termining whether he should invest in the program. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 11 -8-82 (Register 82, No. 46). 



§ 260.1 40.1 30.4. Opinions of Counsel. 

The application for qualification shall contain a favorable ruling from 
the IRS or an opinion of counsel to the effect that the program will be 
taxed as a "partnership" and not as an "association taxable as a corpora- 
tion" for Federal and State income tax purposes. An opinion of counsel 
shall be in form satisfactory to the Commissioner and shall be unqualified 
except to the extent permitted by the Commissioner. However, an opin- 
ion of counsel may be based on reasonable assumptions, such as: 

(a) facts or proposed operations as set forth in the prospectus and orga- 
nization documents; 

(b) the absence of future changes in applicable laws; 

(c) compliance with certain procedures such as the execution and de- 
livery of certain documents and the filing of a certificate of limited part- 
nership or an amended certificate; and 

(d) the continued maintenance of or compliance with certain financial, 
ownership or other requirements by the sponsor or general partner. The 
Commissioner may request from counsel as supplemental information 
such supporting legal memoranda and an analysis as he shall deem ap- 
propriate under the circumstances. To the extent the opinion of counsel 
or IRS ruling is based on the maintenance of or compliance with certain 
requirements or conditions by the sponsor or general partner, the pro- 
spectus shall contain representations that such requirements or condi- 
dons will be met and the partnership agreement shall, to the extent practi- 
cable, contain provisions requiring such comphance. There shall be 
included also an opinion of counsel to the effect that the units being of- 
fered will be duly authorized or created and validly issued interests in the 
program, and that the liability of the participants will be limited to their 
respecdve capital contributions, except as set forth in the prospectus. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 
MISCELLANEOUS PROVISIONS 

§ 260.1 40.1 31 .1 . Reinvestment of the Participants' 
Revenues. 

(a) No offering will be approved by the Commissioner that includes 
a provision which requires that the participant reinvest his share of distri- 
butable cash distributions. 

(b) Subject to compliance with applicable securides laws, a program 
may make available to its participants a voluntary plan for systemadc re- 
investments in such program or in any other program. No sales commis- 
sions may be charged the pardcipants, however, for effecting such rein- 
vestment. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.140.131.2. Minimum Program Capital. 

No offering shall be approved by the Commissioner if the minimum 
subscripdons necessary to activate the program are less than $500,000. 
Addidonally, in those instances where it appears unlikely that the stated 
objecdves of the program can be achieved with the minimum subscrip- 
tions, the Commissioner may require a greater amount or a reduction of 
the stated objectives of the program. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 31 .3. Impound Condition. 

(a) An impound condidon as described in Section 260.141.20 et seq 
of these rules may be imposed as a condidon to the qualificadon of the 
program units. 

(b) In those instances where a formal impound is not required, a provi- 
sion must be included in the prospectus to the effect that all funds (includ- 
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ing sales commissions and monies destined for reimbursement of offer- 
ing costs) must be deposited in a trust account in a bank for the benefit 
of the participants of the program, subject to release only when the mini- 
mum program subscriptions have been deposited. The prospectus must 
also provide that such funds without deduction are to be promptly re- 
turned to the participants in the event that the minimum program sub- 
scriptions have not been obtained within the time specified in the pro- 
spectus, but in no event more than 6 months after commencement of the 
offering. A copy of the instructions to the bank utilized must be filed with 
the Commissioner prior to the effectiveness of the qualification. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 

25140, Corporations Code. 

History 
I . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1! 31 .4. Legend Condition. 

A legend restricting transferability, in the form set forth in Section 
260. 141.1 1 of these rules, will normally be required as a condition to the 
qualification for sale of units and must be fully described and set forth in 
the prospectus and the documents evidencing the units. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 

25141, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 11-8-82 (Register 82, No. 46). 

§ 260.1 40.1 31 .5. Offers of Exchanges. 

(a) No sponsor or any affiliates shall make or cause to be made any of- 
fer to a participant to exchange his units for a security of any company, 
unless: 

(1 ) such offer is made after the expiration of two years after such pro- 
gram commenced operations; 

(2) such offer is made to all participants; 

(3) such offer, if made by a third party to the sponsor or principal un- 
derwriter, or any affihate of such sponsor or principal underwriter, is on 
a basis not more advantageous to such sponsor, principal underwriter or 
affiliate than to participants. 

(4) the value of the security or other considerauon offered is at least 
equivalent to the value of the units; 

(5) the value of any reserves used in computing the exchange ratio is 
supported by an appraisal prepared by an independent petroleum engi- 
neer within 120 days of the date such exchange is to be made; the value 
of any undeveloped acreage used in computing the exchange ratio is at 
cost unless fair market value, as evidenced by supporfing data, is higher; 
and the value of other assets used in computing the exchange ratio is 
based upon audited financial statements prepared in accordance with 
generally accepted accounting principles consistently applied; and 

(6) the offer is made pursuant to a qualification first obtained and, un- 
less exempt, by means of a Registration Statement meeUng the require- 
ments of the Securities Act of 1933, as amended. 

For purposes of this Section, an "offer of exchange" includes any secu- 
rity of an oil program which is convertible into a security issued by the 
sponsor or another issuer. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 11-8-82 (Register 82, No. 46). 

§ 260.1 40.1 31 .6. Other Securities. 

The sale of units in a program together with shares, options to purchase 
shares or other securities issued by the sponsor or another issuer ordinari- 
ly will not be permitted, unless such other securities viewed separately 
satisfy the requirements otherwise apphcable to an open qualification. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1 . Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 



§ 260.1 40.1 31 .7. Bnvestments on Other Programs. 

Investments in units of another limited partnership, in general partner- 
ships or joint ventures shall be prohibited unless 

(a) there is no duplicafion of selling commissions, selling expenses, of- 
fering costs, and sponsor's compensation or other fees and costs and 

(b) in the case of investments in other limited partnerships, such other 
limited partnerships shall provide for their limited partners all of the 
rights and obligations required by these rules to be provided by the origi- 
nal program. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25 1 40, Corporations Code. 

History 

1. Editorial coirection adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.1 40.1 31 .8. Limited Offerings. 

The Commissioner may approve any offering on a basis other than that 
permitted in these rules, if the class of investors is sufficiently limited. 
The Commissioner will take into consideration in reviewing such re- 
stricted or limited offerings, among other things, the identity of the inves- 
tors, the suitability standards to be employed, the relationship of the in- 
vestors, the knowledgeability of the investors, the legal, business, 
technical and accounfing advice available to and ufilized by the investors 
and any other factors deemed relevant. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 11-8-82 (Register 82, No. 46). 

§ 260.1 40.1 31 ,9. Provisions of Partnership Agreement. 

The requirements and/or provisions of appropriate portions of the fol- 
lowing sections shall be included in the partnership agreement or other 
charter document: 260.140.122.3; 260.140.123.6; 260.140.125.1 



260.140.126; 
260.140.127.4; 
260.140.128.3; 
260.140.128.7; 



260.140.127.1; 
260.140.127.5; 
260.140.128.4; 
260.140.128.8; 



260.140.127.2 
260.140.128.1 
260.140.128.5 
260.140.128.9 



260140.127.3 
260.140.128.2 
260.140.128.6 
260.140.131.1 



260.140.131.5 and 260.140.131.7. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25140, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 



Subarticle 12. Nonissuer Qualifications 



§ 260.1 40.1 35. General Standard. 

Except as otherwise provided in this subarticle, a security will not be 
qualified for nonissuer transactions pursuant to Section 25130 of the 
Code unless it appears (i) that full, complete and accurate information is 
provided upon all matters required to be stated in the application, (ii) that 
all information contained therein whether required or not, is accurate and 
not misleading, and (iii) that there is no factor indicating that the market 
in the security will be subject to manipulation or other artificial in- 
fluences. The failure of an issuer to make available to the public on a 
timely basis adequate and accurate information regarding developments 
materially affecfing its affairs or securifies normally will be deemed a 
factor indicating that the market in the security will be subject to artificial 
influence. 

Note: Authority cited: Sections 25241 and 25610, Corporations Code. Refer- 
ence: Div. 1, Title 4, Sections 25140-25142, 25241 and 25534, Corporations 
Code. 

History 

1. New Subarticle 12 (Sees. 260.140.130 through 260.140.134) filed 5-10-73; ef- 
fective thirtieth day thereafter (Register 73, No. 19). 

2. Renumbering of Sections 260.140.130-260.140.134 to 260.140.135- 
260.140.139 filed 12-6-74; effective thirtieth day thereafter (Register 74, No. 
49). 
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§ 260.1 40.1 36. Application of Standards for Issuer 
Transactions. 

Ordinarily, appiicaLions to qualify securities for nonissuer transac- 
tions are subject to tiie standards for review of applications for the qualifi- 
cation of issuer transactions only in the following instances: 

(a) An application is filed in connection with a proposed offering of 
the securities pursuant to a registration under the Securities Act of 1933 
( 1 5 use 77a et seq.) or pursuant to an exemption under Regulation A un- 
der that Act. ( 1 7 CFR 230.25 1 et seq.). 

(b) The issuer within 24 months immediately preceding the date of fil- 
ing the application had a public offering which was not qualified in this 
state or which was qualified in this state as a limited offering. 

(c) A significant market for the securities proposed to be qualified does 
not presently exist in California. A significant market in the securities 
will be deemed to exist if the securities are held by not less than J 00 per- 
sons in California and are subject to regular quotations of prices by at 
least one market maker. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Sections 
25131 and 25140, Corporations Code. 

History 

1 . Editorial coirection adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 
32). 

§ 260.140.137. Shell Companies. 

An application to qualify securities for nonissuer transactions should 
show that the issuer's assets are productively employed in the operation 
of an on-going business. Ordinarily an issuer showing annual gross re- 
ceipts from operations of not less than $500,000 will be deemed to meet 
this requirement. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25131 and 25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1). 

2. Amendment filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 
32). 

§ 260.1 40.1 38. Non-Qualif iable Securities. 

Ordinarily, securities which are subject to any of the limitations de- 
scribed below will not be qualified for nonissuer transactions: 

(a) Common shares which are nonvoting or whose voting rights are 
disproportionate to other classes of common shares in relation to market 
price or equity interest. 

(b) Securities which are not freely transferable. Securities which are 
subject to an escrow or legend condition or to a right of first refusal, and 
stock purchased for investment (letter stock) are considered to be not 
freely transferable within the meaning of this provision. If only some but 
not all securities of the class sought to be qualified are subject to such lim- 
itations, the application will not be denied solely on this ground if ade- 
quate assurances are established against a distribution of the securities 
subject to the limitations. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25131 and 25140, Corporations Code. 

History 

1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 8-7-85; effective thirtieth day thereafter (Register 85, No. 

32). 

§ 260.140.139. Failure to Furnish Information. 

Failure to supply information with the application which is sought to 
be excused under the provisions of subdivision (d) of Section 25131 of 
the Code shall be supported by an affidavit. The affidavit shall be ex- 
ecuted by the applicant and by each person on whose behalf the distribu- 
tion is to be made and shall include, as to each deficiency: 

(a) A statement that the information is unknown to such person (and, 
if a corporation or partnership, to all officers, directors and partners there- 
of); 



(b) A statement of all efforts made to obtain such information and the 
reasons ascribed to their failure; and 

(c) A statement in reasonable detail as to the reasons why further ef- 
forts to obtain such information should be deemed to involve unreason- 
able effort or expense. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25131 and 25140, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83. No. 1 1). 



Article 5. Conditions of Qualification 



Subarticle 1. 



Conditions on Promotional 
Shares 



§ 260.1 41 . Waiver of Assets and Dividends. 

Until such conditions are removed by order of the Commissioner, nor- 
mally all promotional shares should be subject to the conditions that the 
holders thereof waive all rights: 

(a) To receive cash or property dividends; and 

(b) To participate in any distribution of assets, in the event of liquida- 
tion. 

§ 260.1 41 .1 . Restriction on Transfer. 

It is unlawful to consummate a sale or transfer of any promotional 
shares, or any interest therein, without the prior written consent of the 
Commissioner, except pursuant to the order or process of any court pro- 
vided that such transfer is on condition that any certificate evidencing 
such shares issued to the transferee shall contain the legend required by 
this Section. The certificates representing all shares subject to promo- 
tional waivers, whether upon original issuance or upon any transfer 
thereof shall, until this condition is removed by order of the Commis- 
sioner, bear on their face a legend, prominently stamped or printed there- 
on and in capital letters of not less than 10-point size, reading as follows: 

"THE SHARES REPRESENTED BY THIS CERTIFICATE ARE 
SUBJECT TO CERTAIN RESTRICTIONS, INCLUDING WAIVERS 
OF DIVIDENDS AND ASSETS; AND IT IS UNLAWFUL TO CON- 
SUMMATE A SALE OR TRANSFER OF THEM, OR ANY INTER- 
EST THEREIN, OR RECEIVE ANY CONSIDERATION THEREFOR, 
WITHOUT THE PRIOR WRITTEN CONSENT OF THE COMMIS- 
SIONER OF CORPORATIONS OF THE STATE OF CALIFORNIA." 

§ 260.141.2. Removal of Conditions on Promotional 
Shares. 

Upon application, the Commissioner may issue an order eliminating 
the conditions imposed on promotional shares when the issuer has dem- 
onstrated a satisfactory earnings record, if no other circumstances exist 
which would require the continuation of one or more of such conditions. 
The removal of such conditions is solely within the discretion of the 
Commissioner and no right is conferred by the imposition of such condi- 
tions upon the holders of shares other than promotional shares to their 
continuation. An earnings record will usually be considered satisfactory 
if the average annual earnings during a three-year period is equal to a rea- 
sonable return for the particular type of business on an amount deter- 
mined by multiplying the total number of outstanding shares of the issuer 
by the average price at which the nonpromotional shares were originally 
issued and sold. 

NotE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporafions Code. 

History 

1. Amendment of form filed 5-14-69; effecfive thirtieth day thereafter (Register 

69, No. 20). 

2. Amendment filed 1-4-77; effective thirtieth day thereafter (Register 77, No. 2). 

3. Amendment refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 

2). 
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§ 260.1 41 .3. Use of Escrow Rather Than Legend. 

In cases where the Commissioner determines that there is an unusual 
danger that promotional shares might be distributed to the pubUc despite 
the requirement of a legend on the certificates, he may require that the 
certificates representing promotional shares be deposited in escrow. No 
person shall be qualified to act as escrow holder until the Commissioner 
has issued a written order approving such person as an escrow holder. 

Subarticie 2= Conditions Restricting 

'^ isfer of Other Securities 



• 



§ 260.1 41 .1 0. Bases for imposBtson of Legend Condition. 

In cases where securities are issued pursuant to a limited offering qual- 
ification and (a) a variation from the standards normally imposed in an 
open qualification is approved by the Commissioner based upon the 
characteristics of the particular purchasers or their close relationship with 
the issuer and the Commissioner determines that there is a substantial 
danger that subsequent transfers of such securities might be unfair, unjust 
or inequitable to the subsequent purchasers thereof despite the provisions 
of the Code requiring the qualification of nonissuer transactions, or (b) 
the applicant requests that a restriction on transfer be imposed, a condi- 
tion may be imposed on the qualification restricting the transfer of the se- 
curities to be offered and sold and requiring a legend on the certificates 
therefor in accordance with Section 260.141 .1 1 of these rules. 

§ 260.1 41 .1 1 . Restriction on Transfer. 

(a) The issuer of any security upon which a restriction on transfer has 
been imposed pursuant to Section 260.141.10 or 260.534 shall cause a 
copy of this section to be delivered to each issuee or transferee of such 
security at the time the certificate evidencing the security is dehvered to 
the issuee or transferee. 

(b) It is unlawful for the holder of any such security to consummate a 
sale or transfer of such security, or any interest therein, without the prior 
written consent of the Commissioner (until this condition is removed 
pursuant to Section 260.141.12 of these rules), except: 

(1) to the issuer; 

(2) pursuant to the order or process of any court; 

(3) to any person described in Subdivision (i) of Section 25102 of the 
Code or Section 260.105.14 of these rules; 

(4) to the transferor's ancestors, descendants or spouse, or any custo- 
dian or trustee for the account of the transferor or the transferor's ances- 
tors, descendants, or spouse; or to a transferee by a trustee or custodian 
for the account of the transferee or the transferee's ancestors, descen- 
dants or spouse; 

(5) to holders of securities of the same class of the same issuer; 

(6) by way of gift or donation inter vivos or on death; 

(7) by or through a broker-dealer licensed under the Code (either act- 
ing as such or as a finder) to a resident of a foreign state, territory or coun- 
try who is neither domiciled in this state to the knowledge of the broker- 
dealer, nor actually present in this state if the sale of such securities is not 
in violation of any securities law of the foreign state, territory or country 
concerned; 

(8) to a broker-dealer licensed under the Code in a principal transac- 
tion, or as an underwriter or member of an underwriting syndicate or sell- 
ing group; 

(9) if the interest sold or transferred is a pledge or other lien given by 
the purchaser to the seller upon a sale of the security for which the Com- 
missioner' s written consent is obtained or under this rule not required; 

(10) by way of a sale qualified under Sections 25111, 25112, 25113, 
or 25121 of the Code, of the securities to be transferred, provided that no 
order under Section 25 140 or subdivision (a) of Section 25 143 is in effect 
with respect to such qualification; 

(1 1) by a corporation to a wholly owned subsidiary of such corpora- 
tion, or by a wholly owned subsidiary of a corporation to such corpora- 
tion; 



(12) by way of an exchange qualified under Section 25 11 1, 251 12 or 
25 1 1 3 of the Code, provided that no order under Section 25 1 40 or subdi- 
vision (a) of Section 25143 is in effect with respect to such qualification; 

(13) between residents of foreign states, territories or countries who 
are neither domiciled nor actually present in this stale; 

(14) to the State Controller pursuant to the Unclaimed Property Law 
or to the administrator of the unclaimed property law of another stale; or 

(15) by the Slate Controller pursuant to the Unclaimed Property Law 
or by the administrator of the unclaimed property law of another state if, 
in either such case, such person (i) discloses to potential purchasers at the 
sale that transfer of the securities is restricted under this rule, (ii) delivers 
to each purchaser a copy of this rule, and (iii) advises the Commissioner 
of the name of each purchaser; 

(16) by a trustee to a successor trustee when such transfer does not in- 
volve a change in the beneficial ownership of the securities; 

(1 7) by way of an offer and sale of outstanding securities in an issuer 
transaction that is subject to the qualification requirement of Section 
25110 of the Code but exempt from that qualification requirement by 
subdivision (f) of Section 25102; provided that any such transfer is on the 
condition that any certificate evidencing the security issued to such trans- 
feree shall contain the legend required by this section. 

(c) The certificates representing all such securities subject to such a re- 
striction on transfer, whether upon initial issuance or upon any transfer 
thereof, shall bear on their face a legend, prominently stamped or printed 
thereon in capital letters of not less than 10-point size, reading as follows: 

"IT IS UNLAWFUL TO CONSUMMATE A SALE OR TRANSFER 
OF THIS SECURITY, OR ANY INTEREST THEREIN, OR TO RE- 
CEIVE ANY CONSIDERATION THEREFOR, WITHOUT THE 
PRIOR WRITTEN CONSENT OF THE COMMISSIONER OF COR- 
PORATIONS OF THE STATE OF CALIFORNIA, EXCEPT AS PER- 
MITTED IN THE COMMISSIONER'S RULES." 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 

History 

1 . Amendment filed 1-4-77; effective thirtieth day thereafter (Register 77, No. 2). 
For prior history, see Register 74, No. 9. 

2. Amendment refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 
2). 

3. Amendment filed 6-12-80; effective thirtieth day thereafter (Register 80, No. 
24). 

4. Amendment of subsection (b)(16) and new subsection (b)(17) filed 12-22-87; 
operative 1-21-88 (Register 88, No.2). 

5. Amendment of subsection (a) filed 5-20-97; operative 5-20-97 pursuant to 
Government Code section 1 1343.4(d) (Register 97, No. 21). 

§ 260.1 41 .1 2. Removal of Restriction on Transfer. 

Upon application (Form 260.141.50), the Commissioner will issue an 
order eliminating the restriction on transfer provided for in any condition 
imposed pursuant to Section 260. 141 . 10, or eliminating the restriction on 
transfer imposed upon securities by an order issued pursuant to Section 
25534 of the Code, if the Commissioner finds: 

(a) That circumstances no longer require the imposition of the condi- 
tion, and 

(b) That subsequent transfers of the securities are not likely to be un- 
fair, unjust or inequitable to any purchaser thereof. 

Note-. Authority cited: Section 25610, Coiporations Code. Reference: Section 
25141, Corporations Code. 

History 

1 . Amendment filed 1 -4-77; effective thirtieth day thereafter (Register 77, No. 2). 

2. Amendment refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 
2). 

3. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 

4. Amendment of first paragraph filed 5-20-97; operative 5-20-97 pursuant to 
Government Code section 1 1343.4(d) (Register 97, No. 21). 

§ 260.1 41 .1 3. Release of Outstanding Escrows. 

(a) All previous permits issued by the Commissioner under the Cali- 
fornia Corporate Securities Law as it existed prior to January 2, 1969, re- 
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quiring tiie escrow of securities (other than promotional shares subject to 
waivers of assets or dividends and other than shares issued by corpora- 
tions hcensed under the Escrow Law, Sections 1 7000 and following, Cal- 
ifornia Financial Code) shall be deemed amended to delete the escrow 
condition and to substitute therefor a legend condition restricting the 
transfer of such securities pursuant to Section 260. 14 1 .1 1 of these rules 
and subject to the qualifications and exceptions contained in that section 
of these rules, as to any or all such securities (other than promotional 
shares subject to waiver of assets or dividends and other than shares is- 
sued by corporations licensed under the Escrow Law, Sections 1 7000 and 
following. California Financial Code), upon the escrow holder holding 
the certificates representing the same stamping or printing prominently 
on their face a legend in the form prescribed by Section 260.14L1 1 of 
these rules. The escrow holder may take this action at his own election 
and must take said action upon the written request of any or all of the re- 
cord owners of such securities. The escrow holder is hereby authorized 
to release certificates so legended to the record owners thereof, and is re- 
quired to release certificates to any record owner upon whose written re- 
quest they have been legended, or who makes a written request to the es- 
crow holder for delivery of certificates which have been legended at the 
election of the escrow holder. Upon such release of certificates to the re- 
cord owner, the escrow holder shall also deliver to the record owner a 
copy of Section 260.14L1 1 of these rules. 

Any such escrow holder releasing securities from escrow pursuant to 
this section must within one month thereafter notify the Commissioner 
of such action. 

(b) The notice referred to in Subsection (a) shall be in the following 
form, on which shall be printed a copy of Subsection (a): 

TO THE COMMISSIONER OF CORPORATIONS OF 
THE STATE OF CALIFORNIA 

Notice of Release of Securities from Escrow 

Pursuant to Section 260.141.13 of the rules of the Commissioner of 
Corporations, you are hereby notified that the securities formerly held by 
the undersigned in escrow pursuant to a permit issued, to 



., 19 (File No. 



_), have been re- 



dated 

leased from escrow and delivered to the following persons who are the 
record owners thereof: 



All such certificates delivered to such record owners contained the leg- 
end required by Section 260. 141. 1 1 of the Commissioner's rules. A copy 
of Section 260.141.1 1 ofthe Commissioner's rules has been delivered to 
each record owner of the securities. 

The undersigned has duly caused this notice to be executed on its be- 
half by the person signing the same, who was duly authorized to do so. 



By 



(Title) 
I certify (or declare) under penalty of perjury under the laws of the 
State of California that I have read this notice and know the contents 
thereof, and that the statements therein are true and correct. 

Executed at _, on , 19 , 



(Signature) 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
2514], Corporations Code. 

History 

1. Amendment filed 1^1-77; effective thirtieth day thereafter (Register 77, No. 2). 
For prior history, see Register 75, No. 14. 

2. Amendment refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 

2). 

3. Amendment filed 6-12-80; effective thirtieth day thereafter (Register 80, No. 

24). 



4. Amendment tiled 2-11-85: effeclive thirtieth day thereafter (Register 85, No. 

7). 

§ 260.1 41 .1 4. Amendment to Escrow Conditions. 

All previous permits issued by the Commissioner under the California 
Corporate Securities Law as it existed prior to January 2, 1 969 requiring 
the escrow of securities (whether or not promotional) are hereby 
amended to permit the transfer of such securities pursuant to the order or 
process of any court without the consent ofthe Commissioner, provided 
a notice that such transfer has been effected and stating the name ofthe 
transferee accompanied by a copy ofthe order or process is mailed to the 
Commissioner within five days after such transfer is consummated, to- 
gether with a copy of the appropriate receipt of the escrow holder. 

§ 260.1 41 .15. Substitution of Commissioner as Escrow 
Holder. 

An escrow holder may request that the Commissioner be substituted 
as escrow holder and, upon a showing of good cause such as the suspen- 
sion ofthe corporate existence ofthe issuer for nonpayment of franchise 
fees, such substitution will be ordered without payment of the fees pre- 
scribed by Section 25608(k) ofthe Code. Upon issuance of an order sub- 
stituting the Commissioner as escrow holder, the former escrow holder 
shall deliver all escrowed certificates to the Commissioner in accordance 
with his written instructions and shall furnish together therewith in dupli- 
cate a list of all certificates held in escrow setting forth the name of the 
issuer and showing the serial number or other identification of each cer- 
tificate, the name ofthe security holder as it appears thereon, the number 
of shares or the fact amount and the class of securities evidenced thereby. 
One copy of such list will be returned to the former escrow holder as his 
receipt. 
NOTE: Authority cited: Section 25610, Corporations Code. 

History 

1 . New section filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 



Subarticle 3. Impound Condition 

§ 260.1 41 .20. Imposition of Impound Condition. 

In a case where the offering of securities is not firmly underwritten, the 
Commissioner considers that the following conditions normally require 
the imposition of an impound condition: 

(a) That a specific minimum amount of funds is necessary to finance 
the proposed undertaking as described in the appUcation; and 

(b) That it is inadvisable for the issuer to expend any of the proceeds 
from the sale of securities prior to receipt of such minimum amount. 

§ 260.1 41 .21 . Operation of Impound Condition. 

When an impound condition is imposed in connection with the sale of 
securities, the issuer may not issue any certificates or other evidences of 
securities, except subscription agreements, unless and until the impound 
condition has been satisfied and the impounds have been released to the 
issuer pursuant to an order of the Commissioner, as provided in Section 
260.141 .24 of these rules. All checks shall be made payable to the deposi- 
tary or to a licensed broker-dealer acting as the selling agent. 

One hundred percent of any amounts received from the sale of securi- 
ties, including any amounts to be allowed as selling expenses, shall with- 
in 48 hours ofthe receipt be placed with the depositary until the Commis- 
sioner takes further action pursuant to Section 260. 141.24 of these rules. 

History 

1. Editorial correction (Register 72, No. 36). 

§ 260.141.22. Subscription Agreements and Purchase 
Receipts. 

(a) When an impound condition is imposed, the issuer shall deliver to 
each subscriber a subscription agreement in a form approved by the 
Commissioner. The subscription agreement shall set forth, at least, 

(1) the complete names and addresses ofthe issuer and the subscrib- 
er; 
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(2) the complete name of the agent of the issuer or broker receiving 
the payment; 

(3) the number of securities purchased and the total purchase price; 

(4) the amount of the payment received; 

(5) the complete name and address of the depositary with whom the 
payment will be placed; and 

(6) the date of the payment. In addition, the subscription agreement 
should contain the following statement: "This subscription is made pur- 
suant to, and is subject to, the terms and conditions of the qualification 
approved by the Commissioner of Corporations of the State of California 
for (name of issuer) under date of (date of qualification)." Subscription 
agreements shall be consecutively numbered and prepared in quadrupli- 
cate and the original given to the subscriber, the first copy to the deposita- 
ry together with the payment received, the second copy to the issuer, and 
the third copy shall be retained by the broker, if any, unless the Commis- 
sioner approves another form of subscription agreement. For example, 
the Commissioner may require that the subscription agreements be 
press-numbered. 

(b) If securities are to be paid for in installments, each subscriber shall 
be given a receipt, in a form satisfactory to the Commissioner, for each 
installment payment made subsequent to the first payment. Such receipt 
shall set forth, at least, 

(1) the date of the payment; 

(2) the amount of such payment; and 

(3) a reference to the number of the subscription agreement to which 
payment relates. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 

History 

1. Amendment filed 6-12-80; effective thirtieth day thereafter (Register 80. No. 
24). 



§260.1141.23. Depositary. 

(a) Funds subject to an impound condition shall be placed in a separate 
escrow account with an approved depositary, which normally shall be a 
national bank located in California or a California bank. The Commis- 
sioner may permit the use of any national bank or foreign state-chartered 
bank subject to regulatory supervision similar to that of California banks 
by an issuer located in another state if less than 50% of the securities are 
offered in California. 

(b) An application for the Commissioner's approval of a depositary 
shall contain the following information: 

(1 ) The name, including identification of the branch office, if any, and 
the address of the depositary; 

(2) A written consent of the depositary to act in such capacity; 

(3) A copy of the agreement between the issuer and the depositary con- 
taining all the terms and conditions pursuant to which the depositary will 
act. The agreement shall 

(A) provide that the disbursement of the impounded funds by the de- 
positary will be at the direction of the Commissioner only; 

(B) provide that, unless and until the Commissioner orders the re- 
lease of the impounded funds to the issuer, such funds are not the assets 
of the issuer; 

(C) list the records to be maintained by the depositary; 

(D) provide that the depositary cannot resign as the escrow holder 
without the consent of the Commissioner; 

(E) provide that the records of the type specified in Section 25145 
of the Code, which are made and kept by the depositary, are available for 
inspection by the Commissioner and that the depositary will furnish to 
the Commissioner, upon demand, at such place designated in such de- 
mand, true, correct, complete and current copies of any or all of such re- 
cords; and 

(F) authorize the Commissioner to inspect the account without ob- 
taining any further permission from the issuer. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 



History 

1. Amendment filed 6-12-80; effective thirtieth day thereafter (Register 80, No. 
24). 

§ 260.1 41 .24. Release of Impounds. 

(a) The Commissioner will authorize the depositary to release the im- 
pounds to the issuer when the full amount of impounds specified in the 
impound condition has been deposited with the depositary, and any other 
conditions to such release have been satisfied, unless there have been 
changes in the plan of operation or in other circumstances that would ren- 
der that amount of impounds inadequate to finance the proposed plan of 
operations, or circumstances have changed so that the Coinmissioner 
could no longer find that the sale of the securities is fair, just and equita- 
ble. 

(b) An application for an order of the Commissioner authorizing the 
release of impounds to the issuer shall be signed and verified in accor- 
dance with Sections 260. 1 10.2 and 250. 1 4 of these rules and shall contain 
the following: 

(1) A statement of the issuer that all required proceeds from the sale 
of securities have been placed with the depositary in accordance with the 
terms and conditions of the impound condition and that there have been 
no changes in the plan of operation or in other circumstances that would 
render the amount of the impounds inadequate to finance the proposed 
plan of operation. 

(2) A statement of the depositary signed by an appropriate officer set- 
ting forth the aggregate amount of impounds placed with the depositary. 

(3) A statement of the issuer that the required proceeds are represented 
by unconditional subscription agreements which are not loans and are not 
subject to rescission or rejection by the issuer or the subscriber. 

(4) Such other information as the Commissioner may require in a par- 
ticular case. For example, if the issuer has engaged in the conduct of busi- 
ness, the Commissioner may require a statement prepared in accordance 
with Section 260.61 3 of these rules together with a statement of all signif- 
icant liabilities, including contingent liabilities, which the issuer has in- 
curred since the date of the financial statements; if the issuer has not been 
engaged in the conduct of business, the Commissioner may require a 
statement to that effect and setting forth all the liabilities, including con- 
tingent liabilities, which the issuer has incurred prior to the filing of the 
application for release of impounded funds. 

(c) The issuer should allow sufficient time for the Commissioner to 
conduct an examinafion of the impounds. 

(d) In unusual cases a partial release or modification of impounds may 
be approved based upon the individual circumstances with the consent 
of the subscribers. An application for a partial release or modification of 
the impound should be filed as an amendment in accordance with Section 
260. 1 1 0.4 of these rules and should indicate the manner by which the ap- 
proval of the subscribers will be solicited. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 

History 

1. Amendment filed 6-12-80; effective thirtieth day thereafter (Register 80, No. 

24). 

§ 260.1 41 .25. Failure to Comply with Impound Condition. 

(a) If the specified amount of impounds has not been obtained as of the 
date specified in the impound condition, or upon the earlier issuance of 
a stop order or order suspending or revoking the permit, the Commission- 
er will issue an order directing the depositary to return to each subscriber 
the amount of impounds which corresponds to each such subscriber's 
payments. 

(b) In unusual cases an extension of time may be granted upon applica- 
tion. Such an application should be filed as an amendment in accordance 
with Section 260. 1 1 0.4 of these rules and should include a statement from 
the issuer setting forth the reasons why the amount specified in the im- 
pound condition has not been obtained and the reasons leading the issuer 
to believe that the specified ainount can be obtained if the impound is ex- 
tended. In the event of any extension, the Commissioner shall direct the 
issuer to give each subscriber notice of the extension and by separate or- 
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der shall authorize the depositary to release to any subscriber, who within 
thirty (30) days from the date the notice is distributed makes a demand 
therefor to the Commissioner, the amount of impounds which corre- 
sponds to such subscriber's purchase payments. A copy of such notice 
should accompany the application. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 

History 

1. Amendment filed 6-12-80: effective thirtieth day thereafter (Register 80, No. 

24). 

§ 260.1 41 .26. Removal of Impound Condition. 

The Commissioner will issue an order removing the impound condi- 
tion if an order is issued by the Commissioner authorizing the depositary 
to release the full amount of the funds iinpounded and the issuer is quali- 
fied to offer and sell additional securities. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 

History 

1 . New section filed 1-4-77; effective thirtieth day thereafter (Register 77, No. 2). 

2. Section refiied 1-7-77; effective thirtieth day thereafter (Register 77, No. 2). 

3. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 

§ 260.1 41 .27. Requests for Variance. 

It is impossible to foresee or provide for all of the variant circum- 
stances which may exist in a particular case, and these standards are not 
intended to preclude the application of more liberal or more stringent 
standards if the circumstances so justify. Whenever an applicant believes 
that the facts and circumstances presented in its application justify a vari- 
ance from any of the rules of this subarticle which would otherwise be 
applicable, it may submit a verified request for variance therefrom setting 
forth all of the reasons which it believes justify its request. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 

History 
1. New section filed 6-12-80; effective thirtieth day thereafter (Register 80, No. 

24). 



Subarticle 3.5. 



Employment of Agents by 
Issuer 



§ 260.1 41 .30. Employment of Agents. 

(a) An issuer shall not employ agents in connection with a distribution 
of securities subject to qualification under Section 25110 or 25120 of the 
Code unless it complies with the provisions of this subarticle. 

(b) No person may act as an agent for an issuer unless such person is 
(1 ) a licensed broker-dealer or (2) an individual who is an officer or em- 
ployee of the issuer, and such individual has been named as an agent pur- 
suant to Item 1 1 of Section 260. 1 1 1 (b), Item 10 of Section 260. 1 1 2, Item 
9 of Section 260. 1 2 1 . 1 (a) or Item 1 2 of Section 260. 1 2 1 . 1 (b). An amend- 
ment to the qualification must be filed in connection with the employ- 
ment of a person as an agent who is not named in the application for quali- 
fication as stated above; however, no amendment is required upon the 
termination of employment of an agent. 

(c) Each such agent shall perform his duties for the issuer under the di- 
rect supervision of designated officer or other official of the applicant. 
Each agent shall be trained in the procedures required in connection with 
their activities (including the requirements for the delivery of the pro- 
spectus, offering circular, proxy statement or other disclosure document; 
the requirements as to suitability of purchasers, if any, and the taking of 
information in connection with siich requirements; and the procedures 
required in connection with subscriptions and, if applicable, the impound 
of the proceeds of the offering). 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 



History 

1. New Article 3.5 (Sections 260.141.30 and 260.141.31) filed 11-29-79 as an 
emergency; desisinaled effective 1-1-80. Certificate of Compliance included 
(Register 79, NoT 48). 

§ 260.1 41 .31 . Surety Bond. 

An issuer which employs agents in connection with a distribution of 
securities subject to qualification under Section 251 10 or 25 120 of the 
Code shall file with the Commissioner a surety bond complying with 
Section 260.216.15. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 



Subarticle 4. 



Removal or Modification of 
Conditions 



§ 260.1 41 .50. Application for Removal or Modification of 
Conditions. 

An application for removal or modification of conditions on securities 
or on the qualification of securities imposed pursuant to Section 25141 
or 25534 of the Code shall be made on the following form: 

File No. 

Insert file number of Issuer, if any 

Fee: $ 

See Corp. Code Sec. 25608(i) and (j) 
Date of Application 



DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

APPLICATION FOR REMOVAL OF CONDITIONS 
Imposed Pursuant to the Corporate Securities Law of 1968 



1. Name of Issuer: 



2. Address of Principal Office of Issuer: 



3. Name and Address of Person to Whom Correspondence Regarding This Appli- 
cation Should be Addressed: 



4. Identify each condition the removal of which is requested by this application. 

a. If imposed upon a qualification pursuant to Corp. Code Sec. 25141, specify 
the date of the this qualification. 

b. If imposed pursuant to an order issued under Corp. Code Sec. 25534, specify 
the date of such order. 

5. State the justification for the requested removal of the condition. 

6. If this is an application to remove conditions imposed upon promotional shares 
pursuant to Sections 260.141 and 260.141.1 of Title 10, California Code of 
Regulations, state the following information: 

a. The names of the present holders of the shares subject to the promotional con- 

ditions and the number of shares held by each such person subject thereto. 

b. State in tabular held form the voting securities of the issuer owned of record 
or beneficially by each person who owns of record or is known by the appli- 
cant to own beneficially more than 10% of any class of such securities. Such 
statement should held reflect the respective amounts and percentages owned 
either of record or beneficially by such person and such held statement 
should also include information as to the amounts held by, and the terms of, 
any voting trust or similar agreement with respect to more than 10% of any 
class of voting securiues of the issuer. 

c. State in tabular form the number of securities of each class of the issuer's se- 

curities which are outstanding. 

7. If this is an application for the removal of a restriction on transfer imposed by 
the Commissioner or for the removal of promotional conditions, state in tabular 
form the title and amount of securities called for by any options, warrants or 
rights, including the purchase price of the securities so called for and the expira- 
tion dates of such options, together with the market value of the securities so 
called for as of the latest pracficable date. Such statement should include the 
foregoing information for all options held by each officer or director of the issu- 
er. 



• 
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8. Ifthis is an application for the removal of an impound condition, furnish the in- 
formation indicated by Section 260.141.24, Title 10, California Code of Regu- 
lations. 

9. There are attached hereto as exhibits the following which are incorporated by 
reference: 

a. Financial statements of the issuer as required by Section 260.613, Title 10, 
California Code of Regulations. 

b. Copies (which may be in a restated or composite form) of the issuer's current 
charterdocuments (as defined in Section 260.001, Title 10, California Code 
of Regulations). 

10. The applicant has duly caused this application to be signed on its behalf by the 

undersigned, thereunto duly authorized. 



Applicant 



By. 



(Title) 
I certify (or declai'e) under penalty of perjury under the laws of the State of Cali- 
fornia that 1 have read this application and the exhibits thereto and know the con- 
tents thereof, and that the statements therein are true and correct. 
Executed at on . 



(Place) 



(Date) 



(Signature) 



Instruction: 

The application may be made and signed either by the issuer or by the holders 
of the shares upon which the conditions are imposed. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25141, Corporations Code. 

History 

1. New Subarticle 4 (Section 260.141.50) filed 1-4-77; effective thirtieth day 
thereafter (Register 77, No. 2). 

2. Sections refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 2). 

3. Amendment filed 2-1 1-85; effective thirtieth day thereafter (Register 85, No. 

7). 

4. Amendment of section and form filed 5-20-97; operative 5-20-97 pursuant to 
Government Code section 1 1343.4(d) (Register 97, No. 21). 



Ither Provisions Concerning 
rie Commissioner's Authority 



§ 260.142. HearSrsg in Conmection with Exchange of 
Secudtoes. 
A heating will be ordered by the Commissioner in connection with any 
transaction described in Section 25142 of the Code upon the request of 
the applicant. The provisions of Sections 250.17-250.25 of these rules 
shall be applicable to such hearings. 

§ 260.146. Requirement of Semo-Annua! Report. 

Any issuer selling securities pursuant to an open qualification, so long 
as it is not exempt from this requirement by Section 25146 of the Code 
and is not filing reports pursuant to Section 13(15 USC 78m) or Section 
15(d) (15 USC 780(d)) of the Securities Exchange Act of 1934 (15 USC 
78a et seq.), shall file semi-annual reports with the Commissioner within 
120 days after the end of its fiscal year and within 90 days after the end 
of the first six months of its fiscal year. Such reports shall be filed until 
the expiration of 18 months after the qualification was effective or until 
the securities which were the subject of the application have been quali- 
fied for trading in this State under Section 25 1 3 1 of the Code, whichever 
first occurs. Such report shall be made on the following form: 
DEPARTMENT OF CORPORATIONS FILE NO. 
(Insert file number of qualificafion 
to which report relates.) 

Date of Report: 



DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

SEMI-ANNUAL REPORT PURSUANT TO SECTION 25146 
OF THE CORPORATE SECURITIES LAW OF 1968 



1. Name of Issuer 



2. Address of principal executive office of issuer 
Number and Street City State 



Zip Code 



3. Name and address of person to whom correspondence regarding this report 
should be addressed 



4. There are attached hereto as exhibits the following which are hereby incorpo- 
rated by reference: 

Financial Statements. (There should be attached to a report filed as of the end 
of a fiscal year a balance sheet as of that date and a profit and loss statement for 
the year then ended, covered by an auditor's report containing an unqualified 
opinion of an independent certified public accountant or an independent public 
accountant. There should be attached to a report filed as of the end of the first 
six months of a fiscal year a balance sheet as of that date and a profit and loss 
statement for the six-months' period then ended; such statements need not be 
audited but shall be prepared in accordance with generally accepted accounting 
principles.) 

5. The issuer has duly caused this report to be signed on its behalf by the under- 
signed, thereunto duly authorized. 



By_ 



(Issuer) 



(Title) 
I certify (or declare) under penalty of perjury under the laws of the State of Califor- 
nia that I have read this report and the exhibits thereto and know the contents there- 
of, and that the statements therein are true and correct. 
Executed at , on , 20 . 



(Place) 



(Date) 



(Signature) 
Instructions: The report should be signed by an officer or general partner of the is- 
suer; however, it may be signed by another person holding a power of attorney for 
such purposes from the issuer and, if signed on behal f of the issuer pursuant to such 
power of attorney, should include as an additional exhibit a copy of said power of 
attorney or a copy of the corporate resolution authorizing the person to sign on be- 
half of the corporation. 

NOTE: Authority cited: Sections 25146 and 25610, Corporations Code. Refer- 
ence: Section 25146, Corporations Code. 

History 

1. Amendment of form filed 5-14-69; effective thirtieth day thereafter (Register 
69, No. 20). 

2. Amendment filed 6-12-80; effective thirtieth day thereafter (Register 80, No. 

24). 

3. Amendment filed 2-1 1-85; effective thirtieth day thereafter (Register 85, No. 

4. Amendment filed 1-10-89; operative 2-9-89 (Register 89, No. 2). 

5. Change without regulatory effect amending certification filed 9-25-2002 pur- 
suant to section 100, title 1, California Code of Regulations (Register 2002, No. 
39). 

§260.150. Technical Reports. 

(a) The Commissioner may require the submission of a technical re- 
port whenever he determines that such a report is necessary in resolving 
a matter pending before him. The cost of a technical report shall be borne 
by the person requested by the Commissioner to submit it. The Commis- 
sioner may require or permit a technical report to be prepared by an em- 
ployee of the State of California. 
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(b) The engineer, appraiser or other skilled person preparing a techni- pense of preparing the report will exceed the estimate, an additional de- 
cal report shall submit with such report a statement as to his qualifications posit may be required before the report is filed. When the deposit exceeds 
and experience and a statement of any material relationship or other fac- the actual expense incurred in preparing the report, the excess will be re- 
tor which tends to impair his independence from the subject matter to turned to the applicant. 

which or the person to whom the technical report relates. NotE: Authority cited: Section 25610, Corporations Code. Reference: Section 

25150, Corporations Code. 

§ 260.1 50.1 . Technical Reports Prepared by State History 

c.^„i^..„« 1 • Amendment filed 12-4-84; effective thirtieth day thereafter (Reszister 84, No. 

Employee. 4^^ 

When a technical report is to be prepared by an employee of the State 

of California, the Commissioner shall estimate the expense of making § 260.1 51 . Request for Consent to Transfer Securities 

such report and notify the applicant thereof. Before any preparation of the Subject to Legend or Escrow Condition. 

technical report is commenced, the applicant shall deposit with the Com- The consent to transfer required by Section 25 1 33 of the Code may be 

missioner the estimated expense of such report. If it appears that the ex- requested pursuant to Section 25151 of the Code on the following form: 



Page 334 Register 2002, No. 39; 9-27-2002 



Commissioner of Corporations 



(a) Transferor statement form: 



• 



(Department of Corporations Use Only) 
Fee Paid $ 



Receipt No. 



Dale of Application: 



Department of Coiporations 
File no. 



(Insert file no. of previous filings 

before the Dept. if any) 

FEE: $ 



(To be completed by applicant. 
The required fee is $20 per 
transferor (Sec. 25608(m), 
Corp. Code).) 



DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

APPLICATION FOR CONSENT TO TRANSFER SECURITIES PURSUANT TO 
SECTION 25151 OF THE CORPORATE SECURITIES LAW OF 1968 

This represents (check appropriate box): 

D The initial tiling. D An amendment to application dated 



THE SECURITIES PROPOSED TO BE TRANSFERRED ARE SUBJECT TO (CHECK 

APPROPRIATE BOX) 

D LEGEND CONDITION. Q ESCROW CONDITION. 

1 . (a) Name of Issuer: 

(b) Former Name, If Any: 



Description of securities proposed to be transferred: (State title of each class of secu- 
rities (e.g., Class A Common Stock). If rights, warrants and options are listed, also 
specify the securities to be transferred upon exercise thereof. If securities are to be 
pledged, so state.) 



3. Name and address of each tranferor (if space is insufficient, incorporate and attach addi- 
tional sheets): 

Aggregate number or amount 
of securities proposed to be 

Name Address transferred by each transferor: 



Total: 



4. Name and address of each proposed transferee (if space is insufficient, incorporate and 
attach additional sheets): 

Aggregate number or amount 
of securities proposed to be 
Name Address transferred to each transferor: 



Total: 



5. Address of principal executive office of Issuer: 



(Number and Street) 



(City) 



(State) 



(Zip Code) 
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Name and address of person to whom coiTespondence regarding this application 
should be directed: 



7. There are attached hereto as exhibits statements by each of the proposed transferees 
in the form required by Section 260. 151 of Tide 10 of the California Code of Regula- 
tions. (Note: Upon request, such statements will be treated as confidential by the 
Commissioner, subject to the provisions of Section 250. 10, Title 10, California Code 
of Regulations.) 

8. (Check appropriate box) 

D (a) There are no restrictions upon the transfer of the securities proposed to be 
transferred other than the legend or escrow condition imposed by the 
Commissioner of Corporations. 

D (b) There are no restrictions upon the transfer of the securities proposed to be 
transferred other than the legend or escrow condition imposed by the 
Commissioner of Corporations which are described in an exhibit attached 
hereto and incorporated herein by reference. Such restrictions have been 
complied with as to make the transfer to the proposed transferees valid and 
are known to the proposed transferees. 

9. No portion of the consideration to be given by the transferees of the securities will 
be for the direct or indirect benefit of the Issuer identified in Item 1 . (If the Issuer is 
to benefit from proposed transfer, see Section 2501 1 of the Corporate Securities Law 
of 1968 and Section 260.01 1 of Title 10, of the California Code of Regulations. Qual- 
ification of the transaction may be required. 

10. Execution Instructions: 

If a transferor is other than an individual, the name of the entity should be typed or 
printed above the signature line exactly as shown in Item 3. The signature should 
show the name and title of the person authorized to sign for such transferor. 

lAVe certify (or declare) under penalty of perjury under the laws of the State of Cali- 
fornia and lAVe have read this application and know the contents thereof, and that 
the statements therein are true and correct. 

Executed at ' , , 20 . 



(Place) (Date) 

(If the transferor is other than an individual, give the name of the entity and the name 
and title of the person executing the application on behalf of such entity.) 



(Signature of Transferor) (Signature of Transferor) 



(Signature of Transferor) (Signature of Transferor) 



(Signature of Transferor) (Signature of Transferor) 
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(b) Statemeni to be executed by each transferee: 



TO THE COMMISSIONER OF CORPORATIONS OF 
THE STATE OF CALIFORNIA: 

STATEMENT OF TRANSFEREE TO ACCOMPANY 

APPLICATION FOR CONSENT TO TRANSFER SECURITIES 

SUBJECT TO LEGEND OR ESCROW CONDITION 

(If securities are to be received in pledge, so state.) 

The undersigned intends to purchase* shares or units 

(number) 

of 

(Description of security, e.g., $10 common. Class A common) 

issued by 

(Name of Issuer) 
from and makes the following statements: 

1. I have received from the issuer and/or the transferor a recent financial statement of 
the issuer and such additional information with respect to the issuer as I have deemed 
necessary to make an independent evaluation of the business prospects of the issuer 
and the fairness of the investment: (If answered in the negative, explain fully.) . . 

D Yes n No 

2. I am a director and/or an officer of issuer [j Yes □ No 

3. (a) I will actively participate in the operation of issuer's business and devote my full 
time or a substantial portion of my time thereto, with an opportunity to be fully aware 

of all of issuer's affairs □ Yes □ No 

(b) I will be compensated for such services Q Yes □ No 

4. Are the securities being purchased promotional shares subject to waivers of assets 
and dividend? (See Sections 260.141 and 260.141.1 of the rules.) . .\j Yes □ No 

5. If the issuer is not a partnership and all parts of questions 2 and 3 above are answered 
in the negative, attach a separate signed statement elaborating on the items shown be- 
low: 

(a) The length of time officers and directors of issuer have been known, and the na- 
ture of prior business dealings with any officer or director of issuer or with the 
issuer. 

(b) Any prior investment experience in a business of similar size and nature. 

(c) Whether the amount of the proposed investment in issuer is in excess of 10% 
of either the net worth or the annual income of the transferee. 

(d) Whether the transferee has received advice from any attorney, accountant or 
other professional adviser independent of the issuer. 

(e) How transferee became aware of proposed investment. 

6. If the issuer is a partnership, complete the following: 

(a) My annual income is in excess of $ . 

(b) My net worth (exclusive of my home, its furnishings and my automobiles) is in 
excess of $ 



• 
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7. (a) I am acquiring the securities as record and beneficial owner. .D Yes D No 

(b) I am acquiring the securities as beneficial owner and not as record owner. . . . 

D Yes D No 
The record owner is . 

(c) I am acquiring the securities as record owner and have no beneficial interest 

therein □ Yes □ No 

The beneficial owner is 

^Include rights, warrants, and options and the securities to be transferred upon exercise 
thereof. 

If the transferee is other than an individual, the name of the entity should be typed or 
printed beside the signature line exactly as shown in Item 4 of the Transferor's Application 
(Form 260.151). The signature should show the name and title of the person authorized 
to sign for the transferee. 

I certify (or declare) under penalty of perjury under the laws of the State of California 
that I have read this Statement of Transferee and know the contents thereof, and that the 
statements therein are true and correct. 

Executed at , , 20 . . 

(Place) (Date) 



(Name of Entity) (Signature of Transferee) 



(Title) 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 4. Editorial correction of form (Register 80, No. 30). 

25151. Corporations Code. 5. Amendment filed 2-2-83; effective thirtieth day thereafter (Register 83, No. 6). 

History 6. Amendment filed 10-26-84; effective thirtieth day thereafter (Register 84, No. 

1 . Amendment filed 1-4-77; effective thirtieth day thereafter (Register 77, No. 2). 43). 

For prior history, see Register 75, No. 4. 7. Change without regulatory effect amending application form fee and numbers 

^ , , ^, , , _, ^^ ^^ . ,. . , ■ , r /T^ ■ -,-, K, 7 and 9 of transferor statement form filed 11-20-91 pursuant to section 100, title 

2. Amendment refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. ^ California Code of Regulations (Register 92, No. 9). 

8. Change without regulatory effect amending subsection (a) certification and sub- 

3. Amendment filed 6-12-80; effecfive thirtieth day thereafter (Register 80, No. section (b) certification filed 9-25-2002 pursuant to secfion 100, title l,Califor- 
24). nia Code of Regulations (Register 2002, No. 39). 



Page 33 8 Register 2002, No. 39; 9 - 27 - 2002 



Commissioner of Corporations 



§ 260.2W0 



jnerai Provisions Relating to 
Quaiifacation 



§260.162. Amendments. 

An amendment to an application filed before or after the effective date 
of the quahfication of the sale of securities shall be made on the form used 
for the original qualification with the appropriate heading checked on the 
facing page prescribed by Section 260.1 11 of these rules. The facing 
page shall be completely filled in; and only such other items of the appli- 
cable form as are being amended shall be included. The amendment 
should include a recalculation of the fee payable resulting from the 
change in authority reflected in the amended application plus $50 for an 
application filed after the effective date of the original qualification. 
NOTE: Authority cited: Sec. 25610, Corporations Code. 

History 
1. Amendment filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 

29). 

§ 260.165. Consent to Service of Process. 

The consent to service of process required by Section 25165 of the 
Code shall be either: (1) pursuant to the Uniform Consent to Service of 
Process (Form U-2) or (2) in the following form: 

TO THE COMMISSIONER OF CORPORATIONS OF 
THE STATE OF CALIFORNIA 

CONSENT TO SERVICE OF PROCESS 
KNOW ALL MEN BY THESE PRESENTS: 

That the undersigned, 

[ (a 

corporation, partnership or limited liability company organized under 
the laws of the State of ), 



OR 



OR 



(an individual), 



(other entity),] 



[Insert name of corporation, partnership, 
limited liability company or other entity] 



By 



Title 



OR 



[Insert name of individual] 



State of California 
County of 



On 



before me. 



(Name of Notary) 
(personally 



personally appeared 

(Here, insert Name and Title of the Officer) 

known to me OR proved to me on the basis of satisfactory evidence) to 
be the person(s) whose name(s) is/are subscribed to the within instrument 
and acknowledged to me that he/she/they executed the same in his/her/ 
their authorized capacity(ies), and that by his/her/their signature(s) on 
the instrument the person(s), or the entity upon behalf of which the per- 
son(s) acted, executed the instrument. 

WITNESS my hand and official seal. 

Signature (Seal) 



Any certificate of acknowledgement taken in another state shall be 
sufficient in the State of California if it is taken in accordance with the 
laws of the place where the acknowledgement is made. 

NOTE: Authority cited: Sections 25165 and 25610, Corporations Code. Refer- 
ence: Section 25165, Corporations Code and Section 1 189, Civil Code. 

History 

1 . Amendment filed 1 0-26-84; effective thirtieth day thereafter (Register 84, No. 
43). 

2. Amendment of first paragraph filed 2-27-92; operative 3-30-92 (Register 92, 
No. 12). 

3. Change without regulatory effect amending secfion and NOTE filed 12-7-95 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 95, No. 
49). 

4. Change without regulatory effect amending form filed 2-9-2005 pursuant to 
section 100, title I, California Code of Regulations (Register 2005, No. 6). 



hereby irrevocably appoints the Commissioner of Corporations of the 
State of California, or the Commissioner's successor in office, to be the 
undersigned's attorney to receive service of any lawful process in any 
noncriminal suit, action or proceeding against the undersigned, or the un- 
dersigned's successor, executor, or administrator which arises under the 
Corporate Securities Law of 1968 or any rule or order thereunder after 
this consent has been filed, with the same force and validity as if served 
personally on the undersigned. 

For the purpose of compliance with the Corporate Securities Law of 
1968 of the State of California, notice of the service and a copy of the pro- 
cess should be sent by registered or certified mail to the undersigned at 
the following address: 



(Name and Address) 



Dated: 



Article 8. Licensing of Broker-Dealers and 
Agents 

§ 260.200. Designation of Institutional investors and 

Governmental Agencies and Instrumentalities 
by Class. 

There are hereby designated pursuant to Section 25200 and Section 
25202 of the Code those insUtutional investors and governmental agen- 
cies and instrumentalities specified in Sections 260.102.10 and 
260.105.14 of these rules, including corporations having a net worth on 
a consolidated basis, according to their most recent audited financial 
statement, of not less than $14,000,000. 

NOTE: Authority cited: Sections 25200, 25202 and 25610, Corporations Code. 
Reference: Sections 25200 and 25202, Corporations Code. 

History 

1 . Amendment filed 4-30-70 as an emergency; designated effective 5-1-70 (Reg- 
ister 70, No. 18). 

2. Certificate of Compliance filed 6-10-70 (Register 70, No. 24). 

3. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 
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§ 260.204. Brokers Effecting Transactions in Certain 
Securities Exempt Under Federal Law. 

NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Section 25204, Corporations Code. 

History 

1. New section filed 12-24-69 as an emergency; designated effective 1-2-70. 
Certificateof Compliance included (Register 69, No. 52). 

2. Amendment filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 

3. Editorial conection filed 11-9-82 (Register 82, No. 46). 

4. Repealer filed 1-31-91; operative 3-2-91 (Register 91, No. 8). 

§ 260.204.1. Real Estate Brokers Effecting Transactions in 
Securities. 

An exemption from the provisions of Section 25210 of the Code is 
hereby granted, as being necessary and appropriate in the public interest 
and for the protection of investors, to any person who is a real estate bro- 
ker as defined in Section 10131 of the Business and Professions Code, 
duly licensed to engage in the business of a real estate broker in this state, 
and whose business as a broker-dealer, in addition to any transactions 
within Section 25206 of the Code, is limited to any or all of the following: 

(a) Transactions involving all of the outstanding securities of an exist- 
ing business if the transactions have been negotiated as transactions for 
the purchase or sale of real estate or substantially all of the assets of the 
existing business, or both, but excluding those transactions involving a 
merger, consolidation, or other reorganization; or 

(b) Transactions in the shares or memberships of mutual water com- 
panies in connection with a sale of an interest in real property; or 

(c) Transactions in investment contracts sold or offered for sale with, 
or as part of, residential condoininium units or time share uses or estates, 
if the sale of such investment contracts has been qualified pursuant to 
Chapter 2, (commencing with Section 25110), Part 2, Division 1, Title 
4 of the Code; or 

(d) Transactions in a series of notes secured by interests in the same 
real property, or in undivided interests in a note secured by real property, 
pursuant to a qualification under Section 251 10, Section 25120 or Sec- 
tion 25 1 30 of the Code or pursuant to the exemption contained in Section 
25102(e), Section 25102(i) or Section 25102.5, other than an offering 
which is made pursuant to a registration under the Securities Act of 1933 
or a Regulation A exemption under that act (17 CFR 230.231 et seq.). 
NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Section 25204, Corporations Code. 

HtSTORY 

1. Repealer of subsection (d) and renumbering of subsection (e) to (d) filed 
11-14-78; effective thirtieth day thereafter (Register 78, No. 45). For former 
history, see Registers 72, No. 42; 72, No. 30; 72, No. 27; 72, No. 15; 70, No. 29. 

2. Amendment filed 8-27-81 as an emergency; effective upon filing (Register 81 , 

No. 37). 

3. Order of Repeal of 8-27-81 emergency order filed 9-4-81 by OAL pursuant 
to Government Code Section 1 1349.6 (Register 81, No. 37). 

4. Amendment filed 6-24-82; effective thirtieth day thereafter (Register 82, No. 
26). 

5. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

6. Amendment filed 1-31-91; operative 3-2-91 (Register 91, No. 8). 

7. Amendment of first paragraph and subsections (c) and (d) filed 8-6-98; opera- 
tive 9-5-98 (Register 98, No. 32). 

§ 260.204.2. Exemption for Certain Investment Advisers. 

An exemption from the provisions of Section 25230 is hereby granted, 
as being necessary and appropriate in the public interest and for the pro- 
tection of investors, to any person who does not hold itself out generally 
to the public as an investment adviser, and who advises only banks, trust 
companies, savings and loan associations, real estate investment trusts as 
defined in Sections 23000 and 23002 of the Code, or the organizations 
specified in Section 25203 of the Code, or any combination of the forego- 
ing. 

NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Section 25204, Corporations Code. 



History 

1. Amendment filed 9-2-77; effective thirtieth day thereafter (Register 77, No. 
36). For prior history, see Register 71, No. 29. 

2. Editorial correction filed 1 1-9-82 (Register 82, No. 46). 

§ 260.204.3. Exemption for Certain Real Estate Salesmen. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25204, Corporations Code. 

History 

1 . New section filed 4-6-72 as an emergency; effective upon filine (Register 72, 
No. 15). 

2. Certificate of Compliance filed 7-20-72 (Register 72, No. 30). 

3. Amendment filed 1 l-14-78:effective thirtieth day thereafter (Register 78, No. 
45). 

4. Repealer filed 1 1-29-79 as an emergency; designated effective 1-1-80. Certifi- 
cate of Compliance included (Register 79, No. 48). 

§ 260.204.4. Commodity Contract Sales. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25204, Corporations Code. 

History 

1 . New section filed I C^l-73 as an emergency; effective upon filing (Register 73, 
No. 40). 

2. Certificate of Compliance filed 12-28-73 (Register 73, No. 52). 

3. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

3. Amendment filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 
4). 

4. Repealer filed 1 1-29-79 as an emergency ; designated effective 1-1-80. Certifi- 
cate of Compliance included (Register 79, No. 48). 

§ 260.204.5. Merger and Acquisition Specialists. 

An exemption from the provisions of Section 25210 of the Code is 
hereby granted, as being necessary and appropriate in the public interest 
and for the protection of investors, to any person who effects transactions 
in securities in this state only in connection with mergers, consolidations 
or purchases of corporate assets, and who does not receive, transmit, or 
hold for customers any funds or securities in connection with such trans- 
actions. 

NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Section 25204, Corporations Code. 

HtSTORY 

1. New section filed 3-1-74; effective thirtieth day thereafter (Register 74, No. 9). 

2. Editorial conection of NOTE filed 4-6-83 (Register 83, No. 15). 

§ 260.204.6. Licensed Lenders. 

An exemption from the provisions of Section 25210 of the Code is 
hereby granted, as being necessary and appropriate in the public interest 
and for the protection of investors, to: 

(a) Any person licensed as a finance lender under the California Fi- 
nance Lenders Law (Division 9, commencing with Section 22000 of the 
Financial Code) when acting under the authority of that license, or li- 
censed as an industrial loan company doing business under the Industrial 
Loan Law (Division 7, commencing with Section 1 8000 of the Financial 
Code), when engaged in transactions in a series of notes secured by inter- 
ests in the same real property, or in undivided interests in a note secured 
by real property, pursuant to a qualification under Section 251 10, Section 
25120 or Section 25130 of the Code, or pursuant to the exemption con- 
tai ned in Section 25 1 02(e) or Section 25 1 02(i) of the Code, other than an 
offering which is made pursuant to a registration under the Securities Act 
of 1933 or a Regulation A exemption under that act (17 CFR 230.231 et. 
seq.). 

(b) A person licensed as a business and industrial development corpo- 
ration ("BIDCO") under the Business and Industrial Development Cor- 
porations Law (Division 15, commencing with Section 31000 of the Fi- 
nancial Code) when engaged in the sale of notes, and guarantees thereof 
by the United States Small Business Administration or other federal gov- 
ernmental agency, arising from loans to businesses in this state, made by 
a licensed BIDCO pursuant to the requirements of the Business and In- 
dustrial Development Corporation Law and regulations promulgated 
thereunder. 

NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Section 25204, Corporations Code. 
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HrSTORY 4. Amendment filed 1-10-85; effective thirtieth day thereafter (Register 85, No. 

1 . New section filed 8-27-81 as an emergency; effective upon filing (Register 81 , -)■ 

No. 37). 5. Amendment filed 1-31-91 ; operative 3-2-91 (Register 91, No. 8). 

2. Order of Repeal of 8-27-81 emergency order filed 9-4-81 by OAL pursuant g Amendment filed 8-6-98; operative 9-5-98 (Register 98, No. 32). 
to Government Code Section 1 1349.6 (Register 81, No. 37). 

3. New section filed 6-24-82; effective thirtieth day thereafter (Register 82, No. 
26). 



• 
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§ 260.204.7. State Teachers' Retirement System. 

Exempt from the provisions of Sections 25210 and 25230 of the Code 
are any individuals who pursuant to Section 22205.2 of the Education 
Code contract to perform investment management or advisory services 
only for the State Teachers' Retirement System; provided, that the secu- 
rities transactions are effected by or through a broker-dealer who is li- 
censed under Section 2521 of the Code or exempt from licensure under 
Section 25200 of the Code. 

NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Section 25204, Corporations Code. 

HrSTORY 
1. New section filed 11-20-87; operative 12-20-87 (Register 87, No. 48). 

§ 260.204.8. Limited Exemptioo for Commodity Trading 



Commodity trading advisers registered under the federal Commodity 
Exchange Act, as amended, are exempt from the provisions of Section 
25230 of the Code when advising or exercising trading discretion, or both 
advising and trading, with respect to foreign currency options listed and 
traded exclusively on the Philadelphia Stock Exchange. 
NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Sections 25204 and 25230, Corporations Code. 

History 
1. New section filed 8-3-95; operative 9-2-95 (Register 95, No. 31). 

§ 260.204.9. Exemption for Certain Investment Advisers 
with Fewer than 15 Clients. 

(a) An exemption from the provisions of Section 25230 of the Code 
is hereby granted, as being necessary and appropriate in the public inter- 
est and for the protection of investors, to any person who ( 1 ) does not hold 
itself out generally to the public as an investment adviser, (2) has fewer 
than 15 clients, (3) is exempt from registration under the federal Invest- 
ment Advisers Act of 1940, as amended, by virtue of Section 203(b)(3) 
of that act, and (4) either (i) has assets under management, as defined in 
subsection (b)(2), of not less than $25,000,000 or (ii) provides invest- 
ment advice to only venture capital companies, as defined in subsection 
(b)(3). 

(b) For purposes of this rule, the following definitions shall apply: 

(1) Client shall have the same meaning as defined by the Securities and 
Exchange Commission under the rule adopted pursuant to Section 222(d) 
of the federal Investment Advisers Act of 1940, as amended. 

(2) "Assets under management" means the securities with respect to 
which an investment adviser and its affiliated persons provide continu- 
ous and regular supervisory or management services; provided, that in 
the case of securities managed for an entity which is excluded from the 
definition of investment company by the exclusion provided in Section 
3(c)(1) or Section 3(c)(7) of the federal Investment Company Act of 
1940, as amended, assets under management shall also include any 
amount payable to such entity pursuant to a firm agreement or similar 
binding commitment pursuant to which a person has agreed to acquire an 
interest in, or make capital contributions to, the entity upon demand of 
such entity. 

(3) An entity is a "venture capital company" if, on at least one occasion 
during the annual period commencing with the date of its initial capital- 
ization, and on at least one occasion during each annual period thereafter, 
at least fifty percent (50%) of its assets (other than short-term invest- 
ments pending long-term commitment of distribution to investors), val- 
ued at cost, are venture capital investments, defined in subsection (b)(4) 
or derivative investments described in subsection (b)(5). 

(4) A "venture capital investment" is an acquisition of securities in an 
operating company as to which the investment adviser, the entity advised 
by the investment adviser, or an affiliated person of either has or obtains 
management rights as defined in subsection (b)(6). 

(5) An acquisition of securifies is a "derivative investment" if it is ac- 
quired by a venture capital company in the ordinary course of its business 
in exchange for an existing venture capital investment either (i) upon the 
exercise or conversion of the existing venture capital investment or (ii) 



in connection with a public offering of securities or the merger or reorga- 
nization of the operating company to which the existing venture capital 
investment relates. 

(6) "Management rights" means the right, obtained contractually or 
through ownership of securities, either through one person alone or in 
conjunction with one or more persons acting together or through an affili- 
ated person, to substantially participate in, to substantially infiuence the 
conduct of, or to provide (or to offer to provide) significant guidance and 
counsel concerning, the management, operations or business objectives 
of the operating company in which the venture capital investment is 
made. 

(7) An "operating company" means an entity that is primarily en- 
gaged, directly or through a majority owned subsidiary or subsidiaries, 
in the production or sale (including any research or development) of a 
product or service other than the management or investment of capital, 
but shall not include an individual or sole proprietorship. 

(8) "Affiliated person" means a person that controls, is controlled by, 
or is under common control with the other specified persons. Control 
means possessing directly or indirectly, the power to direct or cause the 
direction of management and policies. 

NOTE: Authority cited: Section 25204 and 25610, Corporations Code. Reference: 
Section 25230, Corporations Code. 

History 

1 . New section filed 7-3-97 as an emergency; operative 7-3-97 (Register 97, No. 
27). A Certificate of Compliance must be transmitted to OAL by 10-31-97 or 
emergency language will be repealed by operation of law on the following day. 

2. New section, including new preface and amendment of section and Note, re- 
filed 10-1 7-97 as an emergency; operative 10-31-97 (Register 97, No. 42). Ex- 
pires by its own terms 1-1-98. 

3. Expired by its own terms on 1-1-98. 

4. New section filed 3-27-2002; operative 3-27-2002 pursuant to Government 
Code section 11 343.4 (Register 2002, No. 13). 

§ 260.204.10. Certain Canadian Broker-Dealers; Agents. 

(a) A broker-dealer that is resident in Canada and has no office or other 
physical presence in this state is not subject to the certification require- 
ments of Section 25210 and may effect transactions in Canadian securi- 
ties in this state; provided, the broker-dealer is effecting transactions in 
securities with or for, or inducing or attempting to induce the purchase 
or sale of any security by: (1) a Canadian resident who is temporarily resi- 
dent in or visiting this state, with whom the Canadian broker-dealer had 
a bona fide broker-dealer-client relationship before the Canadian resi- 
dent entered the United States; or (2) a "Canadian Redrement Account", 
as defined by 17 CFR 230.237(a)(2) or 17 CFR 7d-2(a)(2), respectively, 
of which the holder or contributor thereto is a permanent or temporary 
resident or visitor in this state. 

(b) An agent who will be representing a Canadian broker-dealer ef- 
fecting transactions in securifies under this rule may, subject to the provi- 
sions of this rule, effect transactions in securifies in this state as permitted 
for the broker-dealer in subsection (a). 

(c) A Canadian broker-dealer may effect transacfions in securities un- 
der this aile only if: (1) registered as a broker or dealer in good standing 
in the jurisdicfion from which it is effecting transacfions into this state; 
and (2) a member of a self-regulatory organizafion or stock exchange in 
Canada. 

(d) An agent represenfing a Canadian broker-dealer effecting transac- 
tions in securities in this state is required to be registered in good standing 
in the jurisdicfion from which he or she is effecting transactions into this 
state. 

(e) A Canadian broker-dealer effecting transactions in securifies un- 
derthis rule shall: (1) maintain its provincial or territorial registrafion and 
its membership in a self-regulatory organization or stock exchange in 
good standing; (2) provide the Commissioner upon request with its books 
and records relafing to its business in the state as a broker-dealer in re- 
liance upon this exempfion; and (3) in connecfion with its reliance upon 
this exempfion, disclose to its clients in the state that the broker-dealer 
and its agents are not subject to the certificafion requirements under the 
Code. 
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(0 An agent of a Canadian broker-dealer effecting transactions in se- 
curities under this section shall maintain his or her provincial or territorial 
registration in good standing. 

(g) A Canadian broker-dealer or agent may only effect transactions in 
securities in this state: (1) as permitted in subsection (a) or (b); (2) with 
or through (i) the issuers of the securities involved in the transactions, (ii) 
other broker-dealers, and (iii) banks, savings institutions, tmsts compa- 
nies, insurance companies, investment companies as defined in the In- 
vestment Company Act of 1 940. pension or profit-sharing trusts, or other 
financial institutions or institutional buyers, whether acting for them- 
selves or as tmstees; and (3) as otherwise permitted by the Code. 

(h) A Canadian broker-dealer and an agent of a Canadian broker- 
dealer shall not be entitled to rely on the exemption under this rule if that 
person: (1 ) has been convicted within ten years preceding the transaction 
for which the exemption is to be relied upon of (i) a felony or misdemean- 
or of which fraud is an essential element or (ii) a felony or misdemeanor 
involving the purchase or sale of securities orarisingout of conduct inci- 
dent to doing business as a broker-dealer or agent; or (2) is subject to an 
order, judgment, or decree issued by a self-regulatory organization, ad- 
ministrative body or court of competent jurisdiction (i) finding a viola- 
tion of an investment-related law or rule of which fraud is an essential 
element and (ii) enjoining, restraining, suspending, revoking, censuring, 
or barring the broker-dealer or agent, as the case may be, from engaging 
in or continuing any conduct or practice in connection with the sale or 
purchase of securities. 

(i) For purposes of this section, "Canadian securities" means any secu- 
rity issued by an issuer organized under the laws of Canada or its prov- 
inces or territories. 

(j) For purposes of this section, registration with the Bureau des ser- 
vices financiers in Quebec shall be deemed to be membership in a self- 
regulatory organization or stock exchange in Canada. 
NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Sections 25204 and 25210, Corporations Code. 

History 
1. New section filed 5-24-2001; operative 6-23-2001 (Register 2001, No. 21). 

§ 260.204.1 1 . Pacific Exchange, Inc. 

An exemption from the provisions of Section 25210 of the Code is 
hereby granted, as being necessary and appropriate in the public interest, 
to any persons who are members of the Pacific Exchange, Inc. that do not 
carry public customer accounts but conduct proprietary or firm trading 
activity or act as agents for other broker-dealers through the facilities of 
the Pacific Exchange, Inc. with other broker-dealer members of the Pa- 
cific Exchange, Inc. 

NOTE: Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Sections 25204 and 25610, Corporations Code. 

History 
1. New section filed 5-24-2001; operafive 6-23-2001 (Register 2001, No. 21). 

§ 260.204.12. Capital Access Company. 

An investment adviser to a capital access company licensed under the 
Capital Access Company Law (Corporations Code Section 28000 et 
seq.) is exempt from the certification requirement of Section 25230 of the 
Code as not being necessary or appropriate in the public interest or for 
the protection of investors when (i) making recommendations with re- 
spect to the investment of funds of the capital access company as pro- 
vided for in subdivision (e) of Section 28152 of the Code for that compa- 
ny and (ii) pursuant to an approved contract as required by Section 28212 
of the Code. 

NOTE; Authority cited: Sections 25204 and 25610, Corporations Code. Refer- 
ence: Sections 25204 and 25230, Corporations Code. 

History 

I . New section filed 4-2-2001 ; operative 5-2-2001 (Register 2001, No. 14). 

§ 260.210. Agent Procedures for Broker-Dealers. 

The procedures set forth in this section are applicable to broker-deal- 
ers licensed pursuant to subdivisions (a) and (b) of Section 2521 1 of the 
Code. 



(a) Upon employment of an individual as an agent, a broker-dealer 
shall (1) obtain a properly executed application for registration, on the 
Uniform Application for Securities Industry Registration and Transfer 
Form (Revised 1 1/97) ("Form U-4"), (2) obtain for its records, evidence 
that such agent meets the qualification requirements of Section 260.217 
of these rules, and (3) ascertain (by investigation) the character, business 
reputation and experience of any individual, prior to executing any trans- 
action on behalf of the broker-dealer. Evidence of compliance with Sec- 
tion 260.217 and investigation of the agent, shall be maintained as a part 
of the records of the broker-dealer as required by Sections 260.241 and 
260.241.1 of these rules. 

(b) A broker-dealer who registers its agents with NASD, Inc. 
("NASD"), shall: 

(1) Upon the employment of an individual as an agent, file the Form 
U-4, through the Central Registration Depository (the "CRD") of NASD 
in accordance with its procedures, and pay, for transmission to the Com- 
missioner, the fees prescribed by Section 260.608.2(a) of these rules. The 
filing of Form U-4 with the CRD does not consfitute an automatic "ap- 
proval" through the CRD. Broker-dealers should not consider an agent 
"registrauon" through the CRD approved until approved by the Commis- 
sioner and the approval has been received through the CRD. If requested 
by the Commissioner, additional information, documentation or details 
pertaining to the Form U-4 or properly executed fingerprint information 
of the agent must be filed directly with the Commissioner within 15 days 
from the date of the request. In accordance with Secfion 250. 16, the Form 
U-4 may be abandoned if the Commissioner does not receive the re- 
quested informadon within the fime prescribed. The Commissioner shall 
"reject" through the CRD an abandoned Form U-4. 

(2) An agent registered through the CRD may comply with the require- 
ments of this subsection through participation in the "Relicensing" pro- 
gram (the Relicensing program was formerly known as "Temporary 
Agent Transfer" or "TAT") adopted by the North American Securities 
Administrators Association ("NASAA"), provided that the agent is eligi- 
ble and qualifies for registration through the Relicensing program and the 
broker-dealer has complied will all of the requirements of the Relicens- 
ing program with respect to the agent in a timely manner. Agent CRD 
registration through the Relicensing program shall not waive any rights 
of the Commissioner to proceed in any disciplinary proceeding or sanc- 
tion provided for under the Code. 

(3) File an amendment to the Form U^ through the CRD within 30 
days when there are any changes to the information contained in the orig- 
inal Form U^. If the Form U-4 is being amended due to a disciplinary 
occurrence, a copy of the amendment shall be filed with the Commission- 
er upon request. 

(4) Within 30 days after the termination of an individual as an agent, 
file the Uniform Terminafion Notice for Securities Industry Registration 
Form (Revised 1 1/97) ("Form U-5") through the CRD. The Form U-5 
shall clearly state the reason(s) for termination. However, if an agent has 
been terminated for cause, the Form U-5 shall, upon request, be filed di- 
rectly with the Commissioner. 

A broker-dealer shall be responsible for the acts, practices, and con- 
duct of an agent in connection with the purchase or sale of securities until 
such time as they have been properly terminated and the Form U-5 has 
been filed with the CRD of NASD. 

(c) A broker-dealer who is not subject to the provisions of subsecfion 
(b) shall: 

(1) Upon the employment of an individual as an agent, file the Form 
U-4 with the Commissioner. The filing of Form U^, with the Commis- 
sioner, does not constitute an automatic approval. Broker-dealers should 
not consider an agent registration approved unfil such approval has been 
received from this Department. If requested by the Commissioner, addi- 
donal documentation or details pertaining to the Form U-4 must be filed 
directly with the Commissioner within 15 days from the date of the re- 
quest. In accordance with Section 250.16, the Form U-4 may be aban- 
doned if the Commissioner does not receive the requested information 
within the fime prescribed. 
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(2) File an amendment to the Form U-4 with the Commissioner within 
30 days, when there are any changes to the information (including infor- 
mation relating to a disciplinary action) contained in the original Form 
U-4. 

(3) Within 30 days after the termination of employment of an individu- 
al as an agent, file the Form U-5 with the Commissioner. The Form U-5 
shall clearly state the reason(s) for termination. A broker-dealer shall be 
responsible for the acts, practices, and conduct of an agent in connection 
with the purchase or sale of securities until such time as they have been 
properly terminated and the Form U-5 has been filed with the Commis- 
sioner. 

(4) If the fingerprints of an individual employed as an agent are not on 
file with the Commissioner, such broker-dealer shall file with the Form 
U-4 required under subsection (c)(1), fingerprint information pursuant 
to California Penal Code Section J 1077. 1 for such individual. Informa- 
tion about whether an individual's fingerprints are on file with the Com- 
missioner may be obtained from any office of the Commissioner. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25210. 252 13, 252 13.3 and 252 17, Corporations Code; and Section 11077.1, Pe- 
nal Code. 

History 

1. New seciion filed 11-29-79 as an emergency; designated effective 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

2. Amendment filed 3-16-84; designated effective 3-26-84 pursuant to Govern- 
ment Code section 1 1346.2(d) (Register 84, No. 11). 

3. Amendment filed 4-23-90; operative 5-23-90 (Register 90, No. 20). 

4. Amendment of section and Note filed 6-1-98; operative 6-1-98 pursuant to 
Government Code section 11343.4(d) (Register 98, No. 23). 

5. Amendment of subsection (b)(1), new subsection (b)(2), subsection renumber- 
ing, and amendment of newly designated subsection (b)(4) filed 1-23-2001; 
operative 1-23-2001 pursuant to Government Code section 11343.4(c) (Regis- 
ter 2001, No. 4). 

6. Change without regulatory effect amending subsections (b)-(b)(l), (b)(4), 
(c)(1 ) and (c)(4) and amending Note filed 1 1 -23-2005 pursuant to section 100, 
title 1 , California Code of Regulations (Register 2005, No. 47). 

§ 260.21 1 . Application for Broker-Dealer Certificate. 

(a) For any broker-dealer that participates in the Central Registration 
Depository ("CRD"), the application for a certificate as a broker-dealer 
shall be filed as follows: 

(1) INITIAL APPLICATION; The application for a certificate as a 
broker-dealer pursuant to subsection (a) of Section 25211 of the Code 
and an amendment to such application pursuant to Section 260.241.4 
shall be filed upon Form BD (Uniform Application for Broker-Dealer 
Registration, 17 C.F.R. § 249.501) in accordance with the form instruc- 
tions and by filing the form with CRD for transmission to the Commis- 
sioner. 

(A) An applicant that files an application through CRD shall complete 
a Customer Authorization of Disclosure of Financial Records (Form QR 
500.261 (1/00), hereby incorporated by reference) and maintain the form 
in the applicant's books and records as provided in Section 25241 of the 
Code. The applicant shall provide the form to the Commissioner upon re- 
quest. 

(B) Upon reviewing the application, the Commissioner may require 
the applicant to submit the following information: 

1 . A balance sheet as of a date within 45 days prior to the filing of the 
application, which need not be audited. If the balance sheet is not audited, 
the applicant shall file, in addition, an audited balance sheet as of the end 
of applicant's last fiscal year. 

2. A calculation of the net capital and the ratio of net capital to aggre- 
gate indebtedness of the applicant, in accordance with Section 
260.216.12 of these rules, as of the same date as the balance sheets sub- 
mitted under paragraph (B)l. above. 

3. Copies of all currently effective subordination agreements. If any 
are substantially similar, attach one copy of the inost standard form(s) 
and a schedule(s) showing the name and address of each lender and the 
dollar value of the subordinated items on each agreement. 

(C) The Commissioner may request additional information, documen- 
tation or detail pertaining to Form BD (Uniform Application for Broker- 



Dealer Registration, 17 C.F.R. § 249.501) to be filed directly with the 
Commissioner. 

(2) FILING FEE: The fee for filing an initial application is $300 as pre- 
scribed in Section 25608(o)of theCode. The applicant shall reinitthefee 
directly with CRD in accordance with its procedures for transmission to 
the Commissioner. Fees are not refundable except pursuant to Section 
250.15 of these rules. 

(3) COMPLETION OF FILING: For the purposes of Sections 250.51, 
an application for a certificate as a broker-dealer is not deemed filed until 
the required fee and all required submissions are received by the Coin- 
missioner. The filing of Form BD (Uniform Application for Broker- 
Dealer Registration, 1 7 C.F.R. § 249.501) with CRD does not constitute 
automatic approval. The broker-dealer shall not consider the application 
approved until approved by the Commissioner and the approval is re- 
ceived through CRD. 

(b) For any broker-dealer that does NOT participate in the CRD, the 
application for a cerUficate as a broker-dealer shall be filed as follows: 

(1) INITIAL APPLICATION: The application for a certificate as a 
broker-dealer pursuant to subsection (a) of Section 2521 1 of the Code 
and an amendment to such applicafion pursuant to Section 260.241.4(a) 
of these rules shall be filed upon Form BD (Uniform Application for Bro- 
ker-Dealer Registration, 17 C.F.R. § 249.501) in accordance with the 
form instructions and by filing the form directly with the Commissioner 
at the Department of Corporations, 1515 K Street, Suite 200, Sacramen- 
to, CA 95814-4052. In addition to Form BD, the applicafion shall in- 
clude the addifional documentafion prescribed in subsecfions (b)(1)(A) 
through (b)(1)(D) of this rule. 

(A) Financial Statements: 

1. Attach a balance sheet as of a date within 45 days prior to the filing 
of the applicafion, which need not be audited. If the balance sheet is not 
audited, the applicant shall file, in addition, an audited balance sheet as 
of the end of applicant's last fiscal year. 

2. Attach a calculation of the net capital and the ratio of net capital to 
aggregate indebtedness of the applicant, in accordance with Section 
260.216.12 of these rules, as of the same date as the balance sheets sub- 
mitted under paragraph (A)l. above. 

3. Attach copies of all currently effective subordinadon agreements. 
If any are substantially similar, attach one copy of the most standard 
form(s) and a schedule(s) showing the name and address of each lender, 
and the dollar value of the subordinated items on each agreement. 

4. Furnish the date applicant's fiscal year ends. 

5. Furnish applicant's minimum net capital requirement. 

A broker-dealer registered pursuant to Section 15 of the Securifies Ex- 
change Act of 1934 may file a copy of its most recent annual report of 
financial condition and its most recent quarterly financial report required 
under 17 CFR 240.17a-5 in lieu of paragraphs (A)l. and (A)2. above. 

(B) Organizational Information and Other Exhibits. 

1. If applicant is a corporation, attach copies of articles, by-laws, 
amendments and certificafion. 

2. If applicant is a partnership, attach partnership agreement and 
amendments. 

3. If applicant is a limited liability company, attach copies of its articles 
of organization and amendments. 

4. If applicant will conduct business under a ficfitious name, attach a 
certified copy of the Ficfitious Business Name Statement required by 
Business and Professions Code Secfion 17910. 

5. Attach a completed Customer Authorization of Disclosure of Finan- 
cial Records (Form QR 500.261 (1/00), hereby incorporated by refer- 
ence). 

(C) Exhibits Required by Applicants Not Registered Under The Secu- 
rities Exchange Act of 1934 (15 U.S.C. 78a et seq.) or Applicants Whose 
Agent Records are not on File with CRD. 

1. Attach a statement demonstrafing compliance with the examination 
requirements of Section 260.217 of these rules. 

2. Attach fingerprint information pursuant to California Penal Code 
Section 1 1077.1 for each person listed on Schedule A, B or C of Form 



Page 341 



Register 2005, No. 47; 11-25-2005 



§ 260.211.1 



BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



BD (Uniform Application for Broker-Dealer Registration, 17 C.F.R. 
§ 249.501). 

(D) The Commissioner may request additional information, documen- 
tation or detail pertaining to Form BD (Uniform Application for Broker- 
Dealer Registration, 1 7 C.F.R. § 249.501 ) to be filed with the Commis- 
sioner. 

(2) FILING FEE: The fee for filing an initial application is $300 as pre- 
scribed in Section 25608(o) of the Code. Checks shall be made payable 
to the DEPARTMENT OF CORPORATIONS. Fees are not refundable 
except pursuant to Section 250.15 of these mles. 

(3) COMPLETION OF FILING: For the purposes of Sections 250.5 1 
of these rules, an application for a certificate as a broker-dealer is not 
considered filed until the required fee and all required submissions are 
received by the Commissioner. 

(c) AMENDMENTS TO FORM BD: Any amendments to Form BD 
(Uniform Application for Broker-Dealer Registration, 17 C.F.R. 
§ 249.501) shall be filed pursuant to Section 260.241.4 of these rules. 

(d) ANNUAL ASSESSMENT: The annual assessment shall consist of 
the fee prescribed in Section 25608(o) of the Code. The minimum assess- 
ment of $75 shall be filed through CRD in accordance with its procedures 
by the 31st of December for transmission to the Commissioner. This fee 
shall keep the certificate in effect for an additional period. Broker-deal- 
ers not filing through CRD shall pay the minimum assessment of $75 di- 
rectly to the Commissioner by the 31st of December. 

(e) SUCCESSIONS: In the event that a broker-dealer succeeds to and 
continues the business of a broker-dealer holding a current certificate, 
both the predecessor broker-dealer and the successor broker-dealer shall 
follow Rule 15bl-3 under the Securities Exchange Act of 1934 (17 
C.F.R. § 240.15bl-3) for the filing of Form BD (Uniform Application 
for Broker-Dealer Registration, 17 C.F.R. § 249.501), an amendment 
to Form BD, or Form BDW (Uniform for Broker-Dealer Withdrawal, 17 
C.F.R. § 249.501 a), as applicable. Form BD shall be filed in the manner 
set forth in subsection (a) or (b) of this section, as applicable. An amend- 
ment to Form BD shall be filed in the manner set forth in subsection (c) 
of this section. Form BDW shall be filed in the manner set forth in Section 
260.242 of these rules. 

Note: Social Security Account Numbers: In accordance with Section 7 of the Pri- 
vacy Act of 1974 (PL. 93-579), the following information is provided in connec- 
tion with the disclosure of a social security account number in the Schedules to 
Form BD (Uniform Application for Broker-Dealer Registration, 17 C.F.R. 
§249.501). 

Disclosure of a social security account number shall be considered a 
voluntary disclosure, except as provided below. A social security ac- 
count number is solicited pursuant to one or more of the following autho- 
rities: 

Section 2521 1, Corporations Code. 

Section 260.211, Title 10, California Code of Regulations. 

Section 17520, Family Code. 

Uses to be made of social security account numbers solicited by Form 



BD and the Schedules thereto are: 

A. For all persons disclosing a social security account number, the 
number may be used, in addition to other information provided, to con- 
duct a background investigation of the individual by the Department of 
Justice's Identification and Information Branch or by other federal, state 
or local law enforcement agencies. The social security number may also 
be used to respond to requests for this number made by child support 
agencies. 

B. The completed form, except any disclosed social security account 
numbers, shall become a public record and available to members of the 
puWic pursuant to the provisions of the Public Records Act (Government 
Code Sections 6250 et seq.). 

Note. Authority cited; Sections 25211 and 25610, Corporations Code. Refer- 
ence: Section 1798.1 7, Civil Code: Sections 25210, 252 1 1 , 2.5216. 2521 7, 25241 . 
25608, 256 1 2.5 and 2561 3, Corporations Code; Section 1 7520, Family Code; and 
Section 1 1077.1, Penal Code. 

History 

1. Amendment filed 6-18-76 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 76, No. 25). For prior history, see Register 76, 
No. 18. 

2. Amendment of subsection (b), Part II-A, Items II and VII, and Part Il-B, No. 
2 filed 1 1-14-78; effecfive thirtieth day thereafter (Register 78. No. 45). 

3. Amendment filed 11-29-79 as an emergency; designated effecfive 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

4. Repealer and new section filed 1-3-84 as an emergency; effective upon filing 
(Register 84, No.2). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 5-3-84. 

5. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

6. Editorial correction repealing 4-27-84 order and readopdng 1-3-84 text filed 
5-7-84 (Register 84, No. 18). 

7. Certificate of Compliance as to 1-3-84 order transmitted to OAL 4-27-84 and 
filed 5-29-84 (Register 84, No. 22). 

8. Amendment filed 12-19-85 as an emergency; designated effecfive 1-1-86 
(Register 85, No. 51 ). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on .5-1-86. 

9. Certificate of Compliance transmitted to OAL 4-10-86 and filed 5-8-86 (Reg- 
ister 86, No. 19). 

10. Change without regulatory effect filed 3-2-89 (Register 89, No. 11). 

1 1 . Change without regulatory effect amending subsection (b) Part I and Part IV 
filed 11 -19-93 pursuant to title L section 100, California Code of Regulations 
(Register 93, No. 47). 

12. Change without regulatory effect amending subsection (b) filed 2-16-95 pur- 
suant to section 100, title 1, California Code of Regulations (Register 95, No. 
7). 

13. Amendment of secfion and Note filed 1-23-2001; operafive 1-23-2001 pur- 
suant to Government Code section 1 1343.4(c) (Register 2001, No. 4). 

14. Amendment of section heading, secfion and Note filed 3-27-2003; operative 
4-26-2003 (Register 2003, No. 13). 

15. Change without regulatory effect amending subsection (b)(l)(C)2. and 
amending Note filed 11-23-2005 pursuant to secfion 100, fitle 1, California 
Code of Regulafions (Register 2005, No. 47). 

§ 260.21 1 .1 . Application for License by Notification. 

(a) An application for licensing by notification pursuant to Section 
2521 1(b) of the Code shall be in the following form and contain the infor- 
mation therein specified: 
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Tntle 10 Commissioner of Corporations §260.211.1 

Mail to: Fee: $300 

State of California File No. 

Department of Corporations Date of Application 

1515 K Street, Suite 200 
Sacramento, C A 95814-4052 

DEPARTMENT OF CORPORATIONS 

STATE OF CALIFORNIA 

APPLICATION BY NOTIFICATION 

PURSUANT TO CORPORATIONS CODE SEC. 2521 1(b) 

FOR BROKER-DEALER CERTIFICATE 

(Only for Use in Connection with Applications and Amendments to Applications for Broker-Dealer Certificate Pursuant to Section 252 1 1 (b). 
Corporations Code (Application by Notification), and Section 260.241.4, Title 10, California Code of Regulations.) 

1. Date of Notice 

2. ( ) Original Notice ( ) Amended Notice 

3. Name of Broker-Dealer Address of Principal Office 

4. Name and address of officer or partner of the broker-dealer who is to receive compliance and information communications from the Department 
and who is responsible for disseminating the same within the broker-dealer's organization. 

Name Title 



Address Telephone ( ) 



(See Corporations Code Section 25245) 

5. The following representations are made to the Commissioner of Corporations by the broker-dealer. 

a. The broker-dealer has a currently effective registration as a broker-dealer under the SecuritiesExchange Act of 1934(15 USC78aet seq.). 

b. The broker-dealer is a member in good standing of the self-regulatory organizations checked: 
( ) NYSE ( ) AMEX ( ) PCX ( ) NASD 

c. Check the applicable box: 

( ) (1) The broker-dealer has never had a certificate as a broker-dealer, investment adviser or agent revoked, or an application for such a 
certificate denied, under the Corporate Securities Law of 1968 or any predecessor statute. 

( ) (2) The Commissioner has by order waived the denial or revocation of a certificate as a broker-dealer, investment adviser or agent hereto- 
fore issued to the broker-dealer. 

6. Exhibits. Attach the following exhibits: 

a. A completed Customer Authorization of Disclosure of Financial Records (Form QR 500.261 (1/00), hereby incorporated by reference). 

b. A completed Form BD (Uniform Application for Broker-Dealer Registration, 11 C.F.R. § 249.501) and the schedules thereto. 

Note: Social Security Numbers: In accordance with Section 7 of the Privacy Act of 1974 (PL. 93-579), the following information is provided in connection with the 
disclosure of social security account numbers in Form BD (Uniform Application for Broker-Dealer Registration, 1 7 C.F.R. § 249.501 ) and the Schedules thereto. 

Disclosure of a social security account number shall be considered a voluntary disclosure, except as provided below. A social security account number 
is solicited pursuant to one or more of the following authorities: 

Section 25211, Corporations Code. 

Section 260.211, Title 10, California Code of Regulations. 

Section 17520, Family Code. 
Uses to be made of social security account numbers, solicited by Form BD and the Schedules thereto are: 

A. For all persons disclosing social security account numbers, the number may be used, in addition to other information provided, to conduct a 
background investigation of the individual by the Department of Justice's Identification and Information Branch or by other federal, state or 
local law enforcement agencies. The social security number may also be used to respond to requests for this information made by child support 
agencies. 

B. The completed form, except any disclosed social security account numbers, shall become a public record and available to members of the public 
pursuant to the provisions of the Public Records Act (Government Code Sections 6250, et seq.). 

7. Applicant's Minimum Net Capital Requirement: $ 

8. Applicant's Fiscal Year Ends: / (Month/Day) 

9. Execution: 



By. 



(Title) 

NOTE: Authority cited: Sections 2521 1(b) and 25610, Corporations Code. Refer- 5. Certificate of Compliance transmitted to OAL 4-10-86 and filed 5-8-86 (Reg- 

ence: Section 1798.17, Civil Code; and Sections 25210, 252 U, 25216, 25241 and ister 86, No. 19). 

25608, Corporations Code. 6. Change without regulatory effect filed 3-2-89 (Register 89, No. 1 1). 

History 7 change without regulatory effect amending form subsection 6b filed 1 1-1 9-93 

1. Amendment filed 4-27-84; effecfive thirtieth day thereafter (Register 84, No. pursuant to title Lsection 100, California Code ofRegulations (Register 93, No. 
18). For prior history, see Register 84, No. 2. 47). 

2. Editorial correction repealing 4-27-84 order and readopting 1-3-84 text filed g Change without regulatory effect amending subsection (b) filed 2-1 6-95 pur- 
5-7-84 (Register 84, No. 1 8). suant to section 100, title 1 , California Code of Regulations (Register 95, No. 

3. Certificate of Compliance as to 1-3-84 order transmitted to OAL 4-27-84 and 7). 

filed 5-29-84 (Register 84, No. 22). 9. Amendment of section and Note filed 1-23-2001; operative 1-23-2001 pur- 

4. Amendment filed 12-19-85 as an emergency; designated effecfive 1-1-86 suant to Government Code section 1 1343.4(c) (Register 2001 , No. 4). 
(Register85, No. 51). A Certificate of Compliance must be transmitted to OAL 10. Amendment of section and Note filed 3-27-2003; operative 4-26-2003 
within 120 days or emergency language will be repealed on 5-1-86. (Register 2003, No. 13). 
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§ 260.21 1 .2. Expiration of Broker-Dealer Certificates. 

A genera] license as a broker-dealer pursuant to subsection (a) or (b) 
of Section 252 1 1 of the Code continues effective until it is revoked or sus- 
pended by the Commissioner or surrendered by the broker-dealer pur- 
suant to Section 260.242. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
2521 1, Corporations Code. 

History 

1. Amendment filed 9-2-77; effective thirtieth day thereafter (Reeister 77, No. 
36). 

2. Amendment filed 11-29-79 as an emergency; designated effective 1-1-80. 
Certificate of Comphance included (Register 79, No. 48). 

§ 260.21 1 .3. Waiver of Denial or Revocation Under Section 
25211(b) of the Code. 

Pursuant to the provisions of Section 252 1 1 (b) of the Code, the Com- 
missioner waives in the public interest as a bar to issuance of a broker- 
dealer certificate by notification any revocation of a broker-dealer certif- 
icate pursuant to the provisions of subdivision (b) or (c)(J) of Section 
25242 of the Code, or pursuant to a provision of a predecessor statute of 
substantially identical import or effect. 



NOTE: Authority cited: Sections 2521 1(b), (c) and 25610, Corporations Code. 
Reference: Section 2521 1, Corporations Code. 

History 

1. New section filed 11-29-79 as an emergency; designated effective 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

2. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 



Article 9. 



Regulation of Broker-DeaBers and 
Agents 



§ 260.216. Fraud and Misrepresentation. 

The phrase "manipulative, deceptive, or other fraudulent scheme, de- 
vice, or contrivance," as used in subdivision (a) of Section 25216 of the 
Code is hereby defined to include: 

(a) Any act, practice, or course of business which operates or would 
operate as a fraud or deceit upon any person; and 

(b) Any untrue statement of a material fact and any omission to state 
a material fact necessary in order to make the statements made, in the 
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light of the circumstances under which they are made, not misleading, if 
the person making the statement or omission knows or has reasonable 
grounds to believe that it is untrue or misleading. 

NOTE: Authority cited: Sections 252 16(a) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 
] . Editorial correction adding NOTE filed 4-6-83 (Register 83. No. 15). 

§260.216.1. DefinitSons. 

As used in any Section of these rules adopted pursuant to subdivision 
(a) of Section 2521 6 of the Code: 

(a) The terin "custoiner" does not include a broker-dealer. 

(b) The phrase "the completion of the transaction" means: 

( 1 ) In the case of a customer who purchases a security through or from 
a broker-dealer, except as provided in Clause (2) of this subsection, the 
time when such customer pays the broker-dealer any part of the purchase 
price, or, if payment is effected by a bookkeeping entry, the time when 
such bookkeeping entry is made by the broker-dealer for any part of the 
purchase price; 

(2) In the case of a customer who purchases a security through or from 
a broker-dealer and who makes payment therefor prior to the time when 
payment is requested or notification is given that payment is due, the time 
when such broker-dealer delivers the security to or into the account of 
such customer; 

(3) In the case of a customer who sells a security through or to a brok- 
er-dealer, except as provided in Clause (4) of this subsection, if the secu- 
rity is not in the custody of the broker-dealer at the time of sale, the time 
when the security is delivered to the broker-dealer, and if the security is 
in the custody of the broker-dealer at the time of sale, the time when the 
broker-dealer transfers the security from the account of such customer; 

(4) In the case of a customer who sells a security through or to a brok- 
er-dealer and who delivers such security to such broker-dealer prior to 
the time when delivery is requested or notification is given that dehvery 
is due, the time when such broker-dealer makes payment to or into the 
account of such customer. 

NOTE: Authority cited: Sections 25216(a) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

H [STORY 
1 . Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

§ 260.21 6.2. Confirmation of Transactions. 

(a) The phrase "manipulative, deceptive, or other fraudulent scheme, 
device or contrivance," as used in subdivision (a) of Section 25216 of the 
Code, is hereby defined to include any act of any broker-dealer designed 
to effect for or with the account of a customer any transaction in, or to 
induce the purchase or sale by such customer of, any security (other than 
U.S. Savings Bonds or municipal securities) unless such broker-dealer 
at or before completion of such transaction, gives or sends to such cus- 
tomer written notification disclosing: 

(1) Whether it is acting as agent for such customer, as agent for some 
other person, as agent for both such customer and some other person, or 
as principal for its own account; and 

(2) The date and time of the transaction (or the fact that the time of the 
transaction will be furnished upon written request of such customer) and 
the identity, price and number of shares or units (or principal amount) of 
such security purchased or sold by such customer; and 

(3) In the case of any transaction in a debt security subject to redemp- 
tion before maturity, a statement to the effect that such debt security may 
be redeemed in whole or in part before maturity, that such a redemption 
could affect the yield represented and that additional information is avail- 
able upon request; and 

(4) In the case of a transaction in a debt security effected exclusively 
on the basis of a dollar price: 

(A) The dollar price at which the transaction was effected, and 

(B) The yield to maturity calculated from the dollar price; provided, 
however, that this paragraph (B) shall not apply to a transaction in a debt 



security with a maturity date that may be extended by the issuer thereof, 
with a variable interest rate payable thereon, or a participation interest in 
notes secured by liens upon real estate continuously subject to prepay- 
ment; and 

(5) In the case of a transaction in a debt security effected on the basis 
of yield: 

(A) The yield at which the transaction was effected, including percent- 
age amount and its characterization (e.g., current yield, yield to maturity, 
or yield to call); and if effected at yield to call, the type of call, the call 
date and call price; 

(B) The dollar price calculated from the yield at which the transaction 
was effected; and 

(C) If effected on a basis other than yield to maturity and the yield to 
maturity is lower than the represented yield, the yield to maturity as well 
as the represented yield; provided, however, that this paragraph shall not 
apply to a transaction in a debt security with a maturity date that may be 
extended by the issuer thereof, with a variable interest rate payable there- 
on, or a participation interest in notes secured by liens upon real estate 
continuously subject to prepayment; and 

(6) Whether any odd-lot differential or equivalent fee has been paid 
by such customer in connection with the execution of an order for an 
odd-lot number of shares or units (or principal amount) of a security and 
that the amount of any such differential or fee will be furnished upon oral 
or written request; provided, however, that such disclosure need not be 
made if the differential or fee is included in the remuneration disclosed, 
or exempted from disclosure, pursuant to subsection (a)(7)(B) of this sec- 
tion; and 

(7) If it is acting as agent for such customer, for some other person, or 
for both such customer and some other person: 

(A) The name of the person from whom the security was purchased or 
to whom it was sold, for such customer or the fact that such information 
will be furnished upon written request of such customer; and 

(B) The amount of any remuneration received or to be received by it 
from such customer in connection with the transaction, unless remunera- 
tion paid by such customer is determined, pursuant to a written agree- 
ment with such customer, otherwise than on a transaction basis; and 

(C) The source and amount of any other remuneration received or to 
be received by it in connection with the transaction; provided, however, 
that if, in the case of a purchase, the broker-dealer or agent was not partic- 
ipating in a distribution, or, in the case of a sale, was not participating in 
a tender offer, the written notification may state whether any other remu- 
neration has been or will be received and that the source and amount of 
such other remuneration will be furnished upon written request of such 
customer; and 

(8) If it is acting as principal for its own account: 
(A) 

1 . If is not a market maker in that security and, if, after having received 
an order to buy from such customer, it purchased the security from anoth- 
er person to offset a contemporaneous sale to such customer, or, after 
having received an order to sell from such customer, it sold the security 
to another person to offset a contemporaneous purchase from such a cus- 
tomer, the amount of any mark-up, mark-down, or similar remuneration 
received in an equity security; or 

2. In any other case of a transaction in a reported security, the trade 
price reported in accordance with an effecfive transaction reporting plan, 
the price to the customer in the transaction, and the difference, if any, be- 
tween the reported trade price and the price to the customer. 

(B) In the case of a transaction in an equity security, whether it is a mar- 
ket maker in that security (otherwise than by reason of its acting as a 
block positioner in that security). 

(b) A broker-dealer may effect transactions for or with the account of 
a customer without giving or sending to such customer the written notifi- 
cation described in subsection (a) of this section if: 

(1) Such transactions are effected pursuant to a periodic plan, an in- 
vestment company plan; and 
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(2) Such broker-dealer gives or sends to such customer within five 
business days after the end of each quarterly period a written statement 
disclosing each purchase or sale, effected for or with, and each dividend 
or distribution credited to, or reinvested for, the account of such customer 
(pursuant to the plan) during the period; the date of each such transaction; 
the identity, number and price of any securities purchased or sold by such 
customer in each such transaction; the total number of shares of such se- 
curities in such customer's account; any remuneration received or to be 
received by the broker-dealer or agent in connection therewith; and that 
any other information required by subsection (a) will be furnished upon 
written request; provided, however, that the quarterly written statement 
may be delivered to some other person designated by the customer for 
distribution to the customer; and 

(3) In the case of transactions effected pursuant to an investment com- 
pany plan: 

(A) Payments for the purchase of securities by such customer or by 
such customer's designated agent are made directly to, or made payable 
to, the registered investment company, or the principal underwriter, cus- 
todian, trustee, or other designated agent of the registered investment 
company; and 

(B) The intention to give or send to the customer the written statement 
referred to in subsection (b)(2) of this section, in lieu of the written notifi- 
cation required by subsection (a), is disclosed in writing to such custom- 
er. 

(c) A broker-dealer may effect transactions for or with the account of 
a customer without giving or sending to such customer the written notifi- 
cation described in subsection (a) of this section if: 

(1) Such transactions are effected in shares of any no-load open-end 
investment company registered under the Investment Company Act of 
1 940 that attempts to maintain a constant net asset value per share and 
that holds itself out to be a "money market" fund or has an investment 
policy calling for investment of at least 80% of its assets in debt securities 
maturing in thirteen months or less; and 

(2) Such broker-dealer gives or sends to such customer within five 
business days after the end of each monthly period a written statement 
disclosing each purchase or redemption, effected for or with, and each 
dividend or distribution credited to, or reinvested for, the account of such 
customer during the month; the date of each such transaction; the identi- 
ty, number and price of any securities purchased or redeemed by such 
customer in each such transaction; the total number of shares of such se- 
curities in such customer's account; any remuneration received or to be 
received by the broker-dealer in connection therewith; and that any other 
information required by subsection (a) will be furnished upon written re- 
quest; and 

(3) Such customer is provided with prior notification in writing dis- 
closing the intention to send the written information referred to in subsec- 
tion (c)(1) on a monthly basis in lieu of an immediate confirmation. 

(d) A broker-dealer shall give or send to a customer information re- 
quested pursuant to this section within five business days of receipt of the 
request; provided, however, that in the case of information pertaining to 
a transaction effected more than 30 days prior to receipt of the request, 
the information shall be given or sent to the customer within 15 business 
days. 

(e) For the purposes of this section, 

(1) "Customer" shall not include a broker-dealer or agent; 

(2) "Completion of the transaction" shall have the meaning provided 
in Section 260.216.1; 

(3) "Time of the transaction" means the time of execution, to the extent 
feasible, of the customer's order; 

(4) "Debt security," as used in subsections (a)(3), (a)(4), and (a)(5) 
only, means any security, such as a bond, debenture, note, or any other 
similar instrument which evidences a liability of the issuer (including any 
such security that is convertible into stock or a similar security) and frac- 
tional or participation interests in one or more of any of the foregoing: 
Provided, however, that securities issued by an investment company reg- 



istered under the Investment Company Act of 1940 shall not be included 
in this definition; 

(5) "Periodic plan" means any written authorization for a broker-deal- 
er or agent acting as agent to purchase or sell for a customer a specific 
security or securities (other than securities issued by an open-end invest- 
ment company or unit investment trust registered under the Investment 
Company Act of 1 940), (J 5 USC 80a-l et seq), in specific amounts (cal- 
culated in security units or dollars), at specific time intervals and setting 
forth the commissions or charges to be paid by the customer in connec- 
tion therewith (or the manner of calculating them); and 

(6) "Investment company plan" means any plan under which securi- 
ties issued by an open-end investment company or unit investment trust 
registered under the Investment Company Act of 1940 (15 USC 80a-I 
et seq.) and the securities of which are qualified under Section 25111, 
25 1 1 2 or 25 1 1 3 of the Code, or exempt from such qualification, are pur- 
chased or sold by a customer pursuant to: 

(A) An individual retirement or individual pension plan qualified un- 
der the Internal Revenue Code; or 

(B) A contractual or systematic agreement under which the customer 
purchases at the applicable public offering price, or redeems at the appli- 
cable redemption price, such securities in specified amounts (calculated 
in security units or dollars) at specified time intervals and setting forth the 
commissions or charges to be paid by such customer in connection there- 
with (or the manner of calculating them); or 

(C) Any other arrangement involving a group of two or more custom- 
ers and contemplating periodic purchases of such securities by each cus- 
tomer through a person designated by the group; provided, that such ar- 
rangement requires the registered investment company or its agent: 

1 . To give or send to the designated person, at or before the completion 
of the transaction for the purchase of such securities, a written notifica- 
tion of the receipt of the total amount paid by the group; 

2. To send to anyone in the group who was a customer in the prior quar- 
ter and on whose behalf payment has not been received in the current 
quarter a quarteriy written statement reflecting that a payment was not 
received on its behalf; and 

3. To advise each customer in the group if a payment is not received 
from the designated person on behalf of the group within 10 days of a date 
certain specified in the arrangement for delivery of that payment by the 
designated person and thereafter to send to each such customer a written 
notification described in subsection (a) of this section for the next three 
succeeding payments. 

(7) "Reported security" shall have the meaning provided in Rule 
1 1 Aa3-1 (17 CFR 240.1 1 Aa3-1) under the Securities Exchange Act of 
1934 (15 USC 78a et seq.). 

(8) "Effective transaction reporting plan" shall have the meaning pro- 
vided in Rule 1 1 Aa3-1 (17 CFR 240.1 lAa3-l) under the Securities Ex- 
change Act of 1934 (15 USC 78a et seq.). 

(f) The Commissioner may exempt any broker-dealer from the re- 
quirements of subsections (a) and (b) of this section with regard to specif- 
ic transactions of specific classes of transactions for which the broker- 
dealer or agent will provide alternative procedures to effect the purposes 
of this secfion; any such exemption may be granted subject to compliance 
with such alternative procedures and upon such other stated terms and 
conditions as the Commissioner may impose. 

NOTE: Authority cited: Sections 25216(a) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 

1 . Amendment filed 7-10-75 as an emergency; effective upon filing (Register 75, 

No. 28). 

2. Certificate of Compliance filed 11-5-75 (Register 75, No. 45). 

3. Repealer and new section filed 6-22-79; effective thirtieth day thereafter (Reg- 
ister 79, No. 25). 

4. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

5. Amendment of subsections (a) (8) and (e) filed 1-7-88; operative 2-6-88 (Reg- 
ister 88, No. 4). 
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6. Editorial correction of subsection (e) printing error (Register 88, No. 16). 

§ 260.21 6.3. Dosclosure of Control of Issuer. 

The phrase "manipulative, deceptive, or other fraudulent scheme, de- 
vice, or contrivance." as used in subdivision (a) of Section 25216 of the 
Code, is hereby defined to include any act of any broker-dealer or agent 
controlled by, controlling,or under common control with, the issuer of 
any security, designed to effect with or for the account of a customer any 
transaction in, or to induce the purchase or sale by such customer of, such 
security unless such broker-dealer or agent, before entering into any con- 
tract with or for such customer for the purchase or sale of such security, 
discloses to such customer the existence of such control, and unless such 
disclosure, if not made in writing, is supplemented by the giving or send- 
ing of written disclosure at or before the completion of the transaction. 
NOTE: Authority cited: Sections 25216(a) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

§ 260.216.4. Disclosure of Soterest m Distributions. 

The phrase "manipulative, deceptive, or other fraudulent scheme, de- 
vice, or contrivance," as used in subdivision (a) of Section 25216 of the 
Code, is hereby defined to include any act of any broker-dealer or agent 
designed to effect with or for the account of a customer any transaction 
in, or to induce the purchase or sale by such customer of, any security in 
the primary or secondary distribution of which such broker-dealer or 
agent is participating or is otherwise financially interested unless such 
broker-dealer or agent, at or before the completion of each such transac- 
tion, notifies such customer of the existence of such participation or inter- 
est. 

NOTE: Authority cited: Sections 25216(a) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

§ 260.21 6.4.1 . Disclosure of Compensation from Financial 
Planning Activities. 
The phrase, "manipulative, deceptive, or other fraudulent scheme or 
device, or contrivance," as used in subdivision (a) of Section 25216 of 
the Code, is hereby defined to include the failure of any broker-dealer or 
agent to deliver to a financial planning customer a notice in writing at the 
time and containing the information required by Section 260.235.2 of 
these rules. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25216, Corporations Code. 

History 

1. New section filed 12-20-85; effective thirtieth day thereafter (Register 85, No. 
51). 

§260.216.5. Churning. 

The phrase "manipulative, deceptive, or other fraudulent scheme, de- 
vice, or contrivance," as used in subdivision (a) of Section 25216 of the 
Code, is hereby defined to include any act of any broker-dealer or agent 
designed to effect with or for any customer's account with respect to 
which such broker-dealer or its agent or employee is vested with any dis- 
cretionary power, or with respect to which such person is able by reason 
of the customer's trust and confidence to influence the volume and fre- 
quency of the trades, any transactions of purchase or sale which are ex- 
cessive in size or frequency in view of the financial resources and charac- 
ter of such account. 

NOTE: Authority cited: Sections 25216(a) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 
1. Editorial correction filed 11-9-82 (Register 82, No. 46). 

§ 260.216.6. Record of Transactions in Discretionary 
Accounts. 
The phrase "manipulative, deceptive, or other fraudulent scheme, de- 
vice, or contrivance," as used in Subdivision (a) of Section 25216 of the 



Code, is hereby defined to include any act of any broker-dealer or agent 
designed to effect with or for any customer's account in respect to which 
such broker-dealer or its agent or employee is vested with any discretion- 
ary power any transaction of purchase or sale unless immediately after 
effecting such transaction such broker-dealer or agent makes a record of 
such transaction which record includes the name of such customer, the 
name, amount and price of the security, and the date and time when such 
transaction took place. 

NOTE: Authority cited: Sections 25216(a) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 

1 . Editorial correction filed 1 1-9-82 (Register 82, No. 46). 

§ 260.21 6.7. Control of the Market. 

The phrase "manipulative, deceptive, or other fraudulent scheme, de- 
vice, or contrivance," as used in subdivision (a) of Section 25216 of the 
Code, is hereby defined to include any representation made to a customer 
by a broker-dealer or agent that any security is being offered to such cus- 
tomer "at the market" or at a price related to the market price unless such 
broker-dealer or agent knows or has reasonable grounds to believe that 
a market for such security exists other than that made, created, or con- 
trolled by such person, or by any person for whom such person is acting 
or with whom such person is associated, or by any person controlled by, 
controlling, or under common control with such person. A written notifi- 
cation to a customer at or prior to the completion of the transaction that 
a broker-dealer making the principal market in a security may be in con- 
trol of the market, by virtue of the fact that such person is the only broker- 
dealer regularly appearing in the sheets or by reason of the volume of 
such person's transactions in relation to the total volume of trading by all 
broker-dealers, shall be sufficient to negative any representation which 
might otherwise be implied that such person is selling "at the market." 

NOTE: Authority cited: Sections 25216(a) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 

1. Editorial correction filed 11-9-82 (Regi.ster 82, No. 46). 

§ 260.216.8. Hypothecation of Customers' Securities. 

(a) General Provisions. The phrase "fraudulent, deceptive, or manipu- 
lative act or practice," as used in subdivision (b) of Section 25216 of the 
Code, is hereby defined to include the direct or indirect hypothecation by 
a broker-dealer, or its arranging for or permitting, directly or indirectly, 
the continued hypothecation of any securities carried for the account of 
any customer under circumstances 

(1) that will permit the comminghng of securities carried for the ac- 
count of any such customer with securities carried for the account of any 
other customer, without first obtaining the written consent of each such 
customer to such hypothecation; 

(2) that will permit such securities to be commingled with securities 
carried for the account of any person other than a bona fide customer of 
such broker-dealer under a lien for a loan made to such broker-dealer; 
or 

(3) that will permit securities carried for the account of customers to 
be hypothecated, or subjected to any lien or liens or claim or claims of 
the pledgee or pledgees, for a sum which exceeds the aggregate indebted- 
ness of all customers in respect of securities carried for their accounts; 
except that this clause is not violated by reason of an excess arising on 
any day through the reduction of the aggregate indebtedness of custom- 
ers on such day, provided that funds or securities in an amount sufficient 
to eliminate such excess are paid or placed in transfer to pledgees for the 
purpose of reducing the sum of the liens or claims to which securities car- 
ried for the account of customers are subjected as promptly as practicable 
after such reduction occurs, but before the lapse of one-half hour after 
the commencement of banking hours on the next banking day at the place 
where the largest principal amount of loans of such broker-dealer are 
payable and, in any event, before such broker-dealer on such day has ob- 
tained or increased any bank loan collateralized by securities carried for 
the account of customers. 
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(b) Definitions. For the purposes of tiiis section the term "customer" 
does not include any general or special partner or any director or officer 
of such broker-dealer, or any participant, as such, in any joint, group or 
syndicate account with such broker-dealer or with any partner, officer or 
director thereof; 

(2) the term ''securities carried for the account of any customer" shall 
mean: 

(i) securities received by or on behalf of such broker-dealer for the ac- 
count of any customer; 

(ii) securities sold and appropriated by such broker-dealer to a cus- 
tomer, except that if such securities were subject to a lien when appro- 
priated to a customer they are not '"securities carried for the account of 
any customer" pending their release from such lien as promptly as practi- 
cable; 

(iii) securities sold, but not appropriated, by such broker-dealer to a 
customer who has made any payment therefor, to the extent that such 
broker-dealer owns and has received delivery of securities of like kind, 
except that if such securities were subject to a hen when such payment 
was made they are not '"securities carried for the account of any custom- 
er" pending their release from such lien as promptly as practicable; 

(3) "aggregate indebtedness" shall not be reduced by reason of uncol- 
lected items; and, in computing aggregate indebtedness, related guaran- 
tee and guarantor accounts shall be treated as a single account and consid- 
ered on a consolidated basis, and balances in accounts carrying both long 
and short positions shall be adjusted by treating the market value of the 
securities required to cover such short positions as though such market 
value were a debit; and 

(4) in computing the sum of the liens or claims to which securities car- 
ried for the account of customers of a broker-dealer are subject, any rehy- 
pothecation of such securities by another broker-dealer shall be disre- 
garded. 

(c) Exemption for Cash Account. The provisions of subsection (a)(1) 
hereof shall not apply to any hypothecation of securities carried for the 
account of a customer in a special cash account within the meaning of 
Section 4(c) of Regulation T of the Board of Go vernors of the Federal Re- 
serve System (12 CFR Part 220), provided that at or before the comple- 
tion of the transaction of purchase of such securities for, or of sale of such 
securities to, such customer, written notice is given or sent to such cus- 
tomer disclosing that such securities are or may be hypothecated under 
circumstances which will permit the commingling thereof with securities 
carried for the account of other customers. 

(d) Exemption for Clearing House Liens. The provisions of subsec- 
tions (a)(2), (a)(3), and (f) hereof shall not apply to any lien or claim of 
the clearing corporation, or similar department or association, of a na- 
tional securities exchange, or a registered national securities association 
for a loan made and to be repaid on the same calendar day, which is inci- 
dental to the clearing of transactions in securities or loans through such 
corporation, department or association; provided, however, that for the 
purpose of subsection (a)(3) hereof, "aggregate indebtedness of all cus- 
tomers in respect of securities carried for their accounts" shall not include 
indebtedness in respect of any securities subject to any lien or claim ex- 
empted by this subsection (d). 

(e) Exemption for Certain Liens on Securities of Noncustomers. The 
provisions of subsection (a)(2) hereof shall not prevent such broker- 
dealer from permitting securities not carried for the account of a customer 
to be subjected (1) to a lien for a loan made against securities carried for 
the account of customers, or (2) to a lien for a loan made and to be repaid 
on the same calendar day. For the purpose of this exemption, a loan is 
"made against securities carried for the account of customers" if only se- 
curities carried for the account of customers are used to obtain or to in- 
crease such loan or as substitute for other securities carried for the ac- 
count of customers. 

(f) Notice of Certification Requirements. No person subject to this sec- 
tion shall hypothecate any security carried for the account of a customer 
unless, at or prior to the time of each such hypothecation, such person 



gives written notice to the pledgee that the security pledged is carried for 
the account of a customer and that such hypothecation does not contra- 
vene any provision of this section, except that in the case of an omnibus 
account the broker-dealer for whom such account is carried may furnish 
a signed statement to the person carrying such account that all securities 
carried therein by such broker-dealer will be securities carried for the ac- 
count of its customers and that the hypothecation thereof by such broker- 
dealer will not contravene any provision of this Section. The provisions 
of this subsection (f) shall not apply to any hypothecation of securities 
under any lien or claim of a pledgee securing a loan made and to be repaid 
on the same calendar day nor to any broker-dealer registered under the 
Securities Exchange Act of 1934 (15 USC 78a et seq.). 

(g) The fact that securities carried for the accounts of customers and 
securities carried for the accounts of others are represented by one or 
more certificates in the custody of a clearing corporation or other subsid- 
iary organization of either a national securities exchange or of a regis- 
tered national securities association, or of a custodian baiik, in accor- 
dance with a system for the central handling of securities established by 
a national securities exchange or a registered national securities associ- 
ation, pursuant to which system the hypothecation of such securities is 
effected by bookkeeping entries without physical delivery of such securi- 
ties, shall not, in and of itself, result in a commingling of securities pro- 
hibited by subsection (a)(1) or (a)(2) hereof, whenever a participating 
member broker-dealer hypothecates securities in accordance with such 
system; provided that 

(1) any custodian of any securities held by or for such system has 
entered into an agreement approved by the Securities and Exchange 
Commission that it will not for any reason, including the assertion of any 
claim, right or lien of any kind, refuse or refrain from promptly delivering 
any such securities (other than securities then hypothecated in accor- 
dance with such system) to such clearing corporation or other subsidiary 
organization or as directed by it, except that nothing in such agreement 
shall require the custodian to deliver any securities in contravention of 
any notice of levy, seizure or similar notice, or order, or judgment, issued 
or directed by a governmental agency or court, or officer thereof, having 
jurisdiction over such custodian, which on its face affects such securities; 
and 

(2) such system has safeguards in the handling, transfer and delivery 
of securities and provisions for fidelity bond coverage of the employees 
and agents of the clearing corporation or other subsidiary organization 
and for periodic examinations by independent public accountants, ap- 
proved by the Securities and Exchange Commission. 

NOTE: Authority cited: Sections 25216(b)and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 

1. Amendment of subsection (d) filed 7-20-72; effective thirtieth day thereafter 
(Register 72, No. 30). 

2. Editorial correction filed 11-9-82 (Register 82, No. 46). 



§ 260.216.9. Transmission or Maintenance of Payments 
Received in Connection with Underwritings. 

It shall constitute a "fraudulent, deceptive or manipulative act or prac- 
tice," as used in subdivision (b) of Section 25216 of the Code, for any 
broker-dealer participating in any distribution of securities, other than a 
firm commitment underwriting, to accept any part of the sale price of any 
security being distributed unless: 

(a) the money or other consideration received is promptly transmitted 
to the persons entitled thereto; or 

(b) if the distribution is being made on an "all-or-none" basis, or on 
any other basis which contemplates that payment is not to be made to the 
person on whose behalf the distribution is being made until some further 
event or contingency occurs, 

(1) the money or other consideration received is promptly deposited 
in a separate bank account, as agent or trustee for the persons who have 
the beneficial interests therein, until the appropriate event or contingency 
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has occurred, and then the funds are promptly transmitted or returned to 
the persons entitled thereto, or 

(2) al] such funds are promptly transmitted to a bank which has 
agreed in writing to hold all such funds in escrow for the persons who 
have the beneficial interests therein and to transmit or return such funds 
directly to the persons entitled thereto when the appropriate event or con- 
tingency has occurred. 

NOTE: Authority cited: Sections 25216(bj and 25610, Corporations Code. Refer- 
ence: Sections 25216(b) and 25610, Coiporations Code. 

History 

1. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 



§ 260.21 6.1 0. Disclosure aod Other Requirements When 
Exteodsng or Arranging Credit in Certain 
Transactions. 

(a) It shall constitute a "fraudulent, deceptive or manipulative act or 
practice," as used in subdivision (b) of Section 252 1 6 of the Code, for any 
broker-dealer or agent to offer or sell any security to, or to attempt to in- 
duce the purchase of any security by, any person, in connection with 
which such broker-dealer or agent, directly or indirectly, offers to extend 
any credit to or to arrange any loan for such person, or extends any credit 
to or participates in arranging any loan for such person, unless such brok- 
er-dealer or agent, before any purchase, loan or other related element of 
the transaction is entered into: 

(1) delivers to such person a written statement setting forth the exact 
nature and extent of 

(i) such person' s obligations under the particular loan arrangement, in- 
cluding, among other things, the specific charges which such person will 
incur under such loan in each period during which the loan may continue 
or be extended, 

(ii) the risks and disadvantages which such person will incur in the en- 
tire transaction, including the loan arrangement, and 

(iii) all commissions, discounts, and other remuneration received and 
to be received, in connection with the entire transaction including the 
loan arrangement, by the broker-dealer or agent, by any person control- 
ling, controlled by, or under common control with the broker-dealer or 
agent, and by any other person participating in the transaction; provided, 
however, that the broker-dealer or agent shall be deemed to be in com- 
pliance with this subsection if the customer, before any purchase, loan, 
or other related element of the transaction is entered into in a manner le- 
gally binding upon the customer, receives a statement from the lender, 
or receives a prospectus or offering circular from the broker-dealer or 
agent, which statement, prospectus or offering circular contains the in- 
formation required by this subsection; and 

(2) obtains from such person information concerning its financial situ- 
ation and needs, reasonably determines that the entire transaction, in- 
cluding the loan arrangement, is suitable for such person, and retains in 
its files a written statement setting forth the basis upon which the broker- 
dealer or agent made such determination; provided, however, that the 
written statement referred to in this subsection must be made available 
to the customer on request. 

(b) This section shall not apply to any credit extended or any loan ar- 
ranged by any broker-dealer or agent subject to the provisions of Regula- 
tion T of the Board of Governors of the Federal Reserve System ( 1 2 CFR 
Part 220) if such credit is extended or such loan is arranged, in com- 
pliance with the requirements of such regulation, only for the purpose of 
purchasing or carrying the security offered or sold; provided, however, 
that notwithstanding this subsection, the provisions of subsection (a) 
shall apply in full force with respect to any transaction involving the ex- 
tension of or arrangement for credit by a broker-dealer or agent (i) in a 
special insurance premium funding account within the meaning of Sec- 
tion 4(k) of Regulation T or (ii) in compliance with the terms of Rule 
3al2-5 under the Securities Exchange Act of 1934 (17 CFR 
240.3al2-5). 

NOTE: Authority cited: Sections 25216(b) and 25610, Corporations Code. Refer- 
ence Section 25216, Corporations Code. 



History 

1. Amendment filed 9-2-77; effective thirtieth day thereafter (Register 77, No. 
36). 

2. Editorial correction of subsection (b) filed 1 1-9-82 (Register 82, No. 46). 

§ 260.21 6.1 1 . Identification of Quotations. 

(a) It shall constitute an attempt to induce the purchase or sale of a se- 
curity by making a "fictitious quotation," within the meaning of subdivi- 
sion (b) of Section 25216 of the Code, for any broker-dealer to furnish 
or submit, directly or indirectly, any quotation for a security to an inter- 
dealer-quotation-system unless: 

( 1 ) The inter-dealer-quotation-system is informed, if such is the case, 
that the quotation is furnished or submitted 

(i) by a correspondent broker-dealer for the account or on behalf of 
another broker-dealer, and if so, the identity of such other broker-dealer; 
and/or 

(ii) in furtherance of one or more other arrangements (including a joint 
account, guarantee of profit, guarantee against loss, commission, mark- 
up, mark-down, indication of interest and accommodation arrangement) 
between or among broker-dealers, and if so, the identity of each broker- 
dealer participating in any such arrangement or arrangements; provided, 
however, that th provisions of this paragraph (ii) shall not apply if only 
one of the broker-dealers participating in any such arrangement or ar- 
rangements furnishes or submits a quotation with respect to the security 
to an inter-dealer-quotation-system. 

(2) The inter-dealer-quotation-system to which the quotation is fur- 
nished or submitted makes it a general practice to disclose with each pub- 
lished quotation, by appropriate symbol or otherwise, the category or 
categories (subsection (a)(l)(i) and/or (a)(l)(ii)) in furtherance of which 
the quotation is submitted, and the identities of all other broker-dealers 
referred to in subsection (a)(l)(i) and (a)(l)(ii) where such information 
is supplied to the inter-dealer-quotation-system under the provisions of 
subsection (a)(1) of this section. 

(b) It shall constitute an atteinpt to induce the purchase or sale of a se- 
curity by making a "fictitious quotation," within the meaning of subdivi- 
sion (b) of Section 25216 of the Code, for a broker-dealer to enter into 
any correspondent or other arrangement (including a joint account, guar- 
antee of profit, guarantee against loss, commission, mark-up, mark- 
down, indication of interest and accommodation arrangement) in further- 
ance of which two or more broker-dealers furnish or submit quotations 
with respect to a particular security unless such broker-dealer informs all 
broker-dealers furnishing or submitting such quotations of the existence 
of such correspondent and other arrangements, and the identity of the 
parties thereto. 

(c) For purposes of this section: 

(1) The term "inter-dealer-quotation-system" shall mean any system 
of general circulation to broker-dealers which regularly disseminates 
quotations of idendfied broker-dealers but shall not include a quotation 
sheet prepared and distributed by a broker-dealer in the regular course 
of his business and containing only quotations of such broker-dealer. 

(2) The term "quotation" shall mean any bid or offer, or any indication 
of interest (such as OW or BW) in any bid or offer. 

(3) The term "correspondent" shall mean a broker-dealer who has a 
direct line of communication to another broker-dealer located in a differ- 
ent city or geographical area. 

NOTE: Authority cited: Sections 25216(b) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 
] . Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

§ 260.216.12. Minimum Capital Requirement for 
Broker-Dealers. 

(a) No broker-dealer shall permit its aggregate indebtedness to all oth- 
er persons to exceed the hmitations of 17 CFR 240.15c3- and Appen- 
dices A through D thereto (Rule 15c3-l) adopted by the Securities and 
Exchange Commission under the Securities Exchange Act of 1934 (15 
use 78a et seq.) and every broker-dealer shall have net capital necessary 
to comply with the conditions set forth in that rule. 
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(b) Notification and Filings. Every broker-dealer shall notify, or file 
aspecifieddocument with, the Commissioner whenever Rule 15c3-l re- 
quires a broker-dealer to notify, or file a specified document with, the Se- 
curities and Exchange Commission and/or Examining Authority. Such 
notification or filing shall be in the manner prescribed in the rule. Every 
broker-dealer shall also file with the Commissioner a copy of any ex- 
emption from Rule 1 5c3-l granted by the Securities and Exchange Com- 
mission. 

(c) Examining Authority for Non-Registered Broker-Dealers. The 
term "Examining Authority" as used in Rule 15c3-l shall mean, in the 
case of any non-registered broker-dealer, the Commissioner. 

(d) Exemption. The Commissioner may. upon written application, ex- 
empt from the provisions of subsection (a), either unconditionally or on 
specified terms and conditions, any broker-dealer who satisfies the 
Commissioner that, because of the special nature of its business, its finan- 
cial position, and the safeguards it has established for the protection of 
its customers' funds and securities, it is not necessary in the public inter- 
est or for the protection of the investors to subject the particular broker- 
dealer to the specific provisions of Rule 15c3-l insofar as it relates to a 
broker-dealer's requirements under subsection (a). The Commissioner 
may also exempt or otherwise reduce or adjust a broker-dealer's require- 
ments under the terms and conditions provided in Rule 15c3-l for such 
actions by the Securities and Exchange Commission and/or the Examin- 
ing Authority. 

(e) Appendix C — Flow Through Capital Benefits. The Commissioner 
may permit consolidation in the same manner as the Securities and Ex- 
change Commission pursuant to Appendix C to Rule 15c3-l. 

(0 Appendix D — Special Provisions. 

(l)Notwithstandingtheprovisionsof Appendix D to Rule 15c3-l re- 
garding permissive payments, no prepayment of a subordinated in- 
debtedness shall occur without the prior written approval of the Examin- 
ing Authority for the broker-dealer and the Commissioner. 

(2) In the case of a non-registered broker-dealer, Events of Default in 
Subordination Agreements may include the revocation of the license of 
the broker-dealer by the Commissioner. 

NOTE: Authority cited: Sections 25216(c) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 

1 . Repealer and new section filed 4-27-84; effective thirtieth day thereafter (Reg- 
ister 84, No. 18). For prior history, see Registers 79, No. 45; 79, No. 25; 78, No. 

45; and 78, No. 22. 



§ 260.21 6.1 2.1 . Reserve and Custody Requirements. 

(a) Every broker-dealer shall comply with the requirements of 17 CFR 
240.15c3-3 (Rule 15c3-3) adopted by the Securities and Exchange 
Commission under the Securities Exchange Act of 1934 (15 USC 78a et 
seq.) relating to reserves and custody of securities requirements. 

(b) Notification and Filings. Every broker-dealer shall notify, or file 
a specified document with, or make records available to, the Commis- 
sioner whenever Rule 1 5c3-3 requires a broker-dealer to notify, or make 
records available to, or file a specified document with, the Securifies and 
Exchange Commission and/or Examining Authority as defined in Rule 
15c3-l (17 CFR 240.15c3-l). Such notification or filing shall be in the 
manner prescribed in Rule 15c3-3. 

(c) Control of Securities. Securities under the control of the broker- 
dealer shall be deemed to be securities which, in addition to those speci- 
fied in Rule 1 5c3-3 are held in such other locations as the Commissioner 
shall upon application from a broker-dealer find and designate to be ade- 
quate for the protection of customer securities. 

(d) Examining Authority for Nonregistered Broker-Dealers. The term 
"Examining Authority" as used in Rule 15c3-3 shall mean, in the case 
of any nonregistered broker-dealer, the Commissioner. 

(e) Exemption. Upon written applicafion by a broker-dealer, the Com- 
missioner may exempt such broker-dealer from the provisions of this 
section, either conditionally or on specified terms or conditions, if the 
Commissioner finds that the broker-dealer has established safeguards 



for the protection of funds or securities for customers comparable to 
those provided for by Rule 1 5c3-3 and that it is not necessary in the pub- 
lic interest or for the protection of investors to subject the particular brok- 
er-dealer to the provisions of this section. 

(f) References to Securities and Exchange Rules. For purposes of this 
section, the following references to rules of the Securities and Exchange 
Commission in Rule 15c3-3 shall mean references to corresponding 
rules of the Commissioner as set forth in this Chapter 3: 

(1) Rule 8c-l (17 CFR 240.8c-l) and 15c2-l (17 CFR 240.15c2-l) 
shall mean Section 260.216.8. 

(2) Rule 1 5c3-l (1 7 CFR 240. 15c3-l) shall mean Section 260.216.12. 

(3) Rule 17a-3 (17 CFR 240.17a-3) shall mean Section 260.241. 

(4) Rule 17a-4 (17 CFR 240.17a-4) shall mean Section 260.241.2. 

(5) Rule 17a-5 (17 CFR 240.17a-5) shall mean Section 260.241.2. 

(6) Rule 17a-13 (17 CFR 240.17a-13) shall mean Section 260.241.6. 
NOTE: Authority cited: Sections 25216(c) and 25610, Corporations Code. Refer- 
ence: Section 24216, Corporations Code. 

History 

1 . Repealer and new section filed 4-27-84; effective thirtieth day thereafter (Reg- 
ister 84. No. 1 8). For prior history, see Registers 78, No. 22; 76, No. 1 ; 75, No. 
4; and 74, No. 9. 

§ 260.21 6.1 3. Ratio of Net Capital to Aggregate 
Indebtedness. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Sections 
25216, 25231, 25237 and 25241, Corporations Code. 

History 

1. Amendment of subsection (a) filed 3-1-74; effective thirtieth day thereafter 
(Register 74, No. 9). 

2. Repealer filed 1 2-3 1 -75 as an emergency ; designated effective 1-1-76. Certifi- 
cate of Compliance included (Register 76, No. 1). 

§ 260.21 6.1 4. Use of Customer Free-Credit Balance. 

No broker-dealer shall use any funds arising out of any free credit bal- 
ance carried for the account of any customer in connection with the oper- 
ation of the business of such broker-dealer unless such broker-dealer has 
established adequate procedures pursuant to which each customer for 
whom a free credit balance is carried will be given or sent, together with 
or as a part of the customer' s statement of account, whenever sent but not 
less frequently than once every three months, a written statement inform- 
ing such customer of the amount due to the customer by such broker- 
dealer on the date of such statement, and containing a written notice that 
(a) such funds are not segregated and may be used in the operation of the 
business of such broker-dealer; and (b) such funds are payable on the de- 
mand of the customer. For the purpose of this secdon, the term "custom- 
er" shall mean every person other than a broker-dealer. 
NOTE: Authority cited: Sections 25216 and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 
1. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

§260.216.15. Bond Requirement. 

(a) Any issuer who employs agents in connection with any security or 
transacfion not exempt by Chapter 1 (commencing with Section 25100) 
of Part 2 of Division 1 of Title 4 of the Code shall furnish and maintain, 
so long as such issuer is engaging in sales of securities requiring the post- 
ing of such bond, a surety bond in the amount of $10,000 issued by a cor- 
porate surety admitted to transact business in the State of California, in 
the form and tenor required pursuant to subdivision (e) of Section 25216 
of the Code, unless such issuer complies with subdivision (b) hereof. 

(b) An appropriate deposit of cash or securities is acceptable by the 
Commissioner in lieu of the bonds menfioned in subsection (a). 

The following procedure should be observed by the person making 
such deposit ("depositor"): 

(1 ) Appropriate deposits of cash or securities include certificates of de- 
posit or other appropriate evidence of deposit of bank accounts or savings 
and loan certificates or share accounts. Securities which have a fluctuat- 
ing market value will not be deemed appropriate within the meaning of 
subdivision (e) of Section 25216 of the Code. 



Page 348 



(4-1-90) 



Commissioner of Corporations 



§ 260.217.1 






• 



• 



(2) The depositor forwards the cash or securities to a bank of its choice 
in the City of Sacramento, with the request that the same be held subject 
to written instructions of the Commissioner of Corporations or State 
Treasurer. 

(3) Concurrently, the depositor files with the Commissioner six copies 
of an Assignment Form furnished by the Commissioner completed as to 
Part I and Part II, together with two copies of instruction letter to the Sac- 
ramento bank. If the depositor is a corporation, it shall also file two copies 
of the resolution of its board of directors authorizing the filing of the As- 
signment. 

(4) Upon acceptance of the deposit, the Commissioner will complete 
Part III of the Assignment Form. One copy each of the completed form 
will be forwarded to the depositor or issuer, and the bank or savings and 
loan association where the funds are deposited. 

(5) The arrangement may be terminated by filing a bond as specified 
in subsection (a) of this section, upon expiration or termination of the 
qualification, or otherwise as ordered by the Commissioner. However, 
the deposit in lieu of bond is not returnable to the depositor until two years 
after termination of the arrangement. 

(c) The Commissioner has no authority to adjudicate any claim or con- 
troversy against the bond or deposit, and disputed claims must be adjudi- 
cated by a court. Upon the filing of suit and notice thereof to the Commis- 
sioner, the Commissioner, if he/she deems it appropriate, will turn over 
all or part of the deposit to the court by means of an interpleader or similar 
proceeding. 

NOTE; Authority cited: Sections 25216(e) and 23610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 

1. Amendment filed 1-1 1-72; effective thirtieth day thereafter (Register 72. No. 
3). 

2. Amendment of subsections (c)(3) and (4) filed 1 1-14-78; effective thirtieth day 
thereafter (Register 78, No. 45). 

3. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 



§ 260.21 6.1 6. Dual EmpSoyment or Affilsatson. 

It shall constitute a "fraudulent, deceptive or manipulative act or prac- 
tice," as used in subsection (b) of Section 25216 of the Code, for any 
agent, officer, director, partner, managing employee or controlling per- 
son of a broker-dealer to become concurrently associated with another 
broker-dealer or with an issuer as an agent, officer, director, partner, 
managing employee or controlling person unless prior to establishing 
such concurrent affiliation (i) such person gives written notice to both af- 
filiates regarding such dual relationship, (ii) both affiliates consent to 
such concurrent affiliation, (iii) both affiliates establish appropriate pro- 
cedures designed to correct any conflict of interest arising out of such re- 
lationship and to guard against violations of Sections 260.216, 
260.216.3, 260.216.4, 260.216.7 or 260.218.4 of these rules or Rules 
15c]-2 (17 CFR 240.15 cl-2), 15cl-5 (17 CFR 240.15cl-5), 15cl-6 
(17 CFR 240.1 5c l-6),or 15cl-8 (17 CFR 240.15 cl-8), under the Secu- 
rities Exchange Act of 1 934 ( 1 5 USC 78a et seq.) and (i v) if both affiliates 
are broker-dealers and employ the same person as an agent (as defined 
in Section 25003 of the Code), both affiliates agree to be liable to custom- 
ers of either affiliate for all acts of the agent in the employment of either 
affiliate. For the purposes of this section, "controlling person" means any 
person owning or controlling 10% or more of the voting securities of a 
broker-dealer or the parent of a broker-dealer and any partner of a brok- 
er-dealer. 

NOTE: Authority cited: Sections 25216(b) and 25610, Corporations Code. Refer- 
ence: Section 25216, Corporations Code. 

History 

1. New section filed 9-19-73; effective thirtieth day thereafter (Register 73, No. 
38). 

2. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

3. Amendment filed 1-7-88; operative 2-6-88 (Register 88, No. 4). 



§ 260.217. Qualifications of Broker-Dealers, Compliance 
Supervisors and Reported Agents. 

(a) Every individual who is a broker-dealer, or a compliance supervi- 
sor or reported agent of a broker-dealer: 

(1) shall have passed, within two years prior to the date of filing the 
application for, or the issuance of, a broker-dealer license, or becoming 
a compliance supervisor or reported agent of a licensed broker-dealer, 
the Series 63/Uniform Securities Agent State Law Examination ("Series 
63 Examination") or the Series 66/Uniform Combined State Law Exami- 
nation ("Series 66 Examination"), both of which are administered by the 
National Association of Securities Dealers Regulation, Inc.; and 

(2) shall meet all applicable examination requirements of the Securi- 
ties and Exchange Commission and the self-regulatory organizations of 
which the broker-dealer is a member. 

(b) The provisions of subsection (a)( 1 ) shall not apply to an individual: 

(1 ) who was a broker-dealer licensed under the Code (or a compliance 
supervisor or reported agent of a broker-dealer licensed under the Code) 
on May 22, 1989, or 

(2) who has been an active broker-dealer (or a compliance supervisor 
or reported agent of a broker-dealer) without an interruption of two or 
more years since passing the Series 63 Examination or the Series 66 Ex- 
amination or not being required to take the Series 63 Examination or the 
Series 66 Examination pursuant to subsection (b)(1). 

(d) The provisions of this section do not apply to a broker-dealer or 
a compliance supervisor or reported agent of a broker-dealer when act- 
ing within the scope of his or her affiliation with a broker-dealer: 

(1) who is licensed by the State Cemetery Board as a Cemetery Au- 
thori ty or as a Cemetery Broker under Sections 9700 through 97 1 9 of the 
Business and Professions Code and who sells only the securities of one 
issuer in connection with arrangements for funerals or cemetery space; 
or 

(2) who sells only evidences of indebtedness of issuers organized ex- 
clusively for religious purposes and not for pecuniary profit. 

(e) Definitions. For purposes of this section: 

(1) "Compliance supervisor" of a broker-dealer means every individ- 
ual who has responsibility of ensuring that reported agents comply with 
the Corporate Securities Law of 1968 and the rules thereunder. 

(2) "Reported agent" means every agent employed by a broker-dealer 
and whose employment has been reported in accordance with Section 
260.210 of these rules. 

NOTE: Authority cited: Sections 25217(a) and 25610, Corporations Code. Refer- 
ence: Section 25217, Corporafions Code. 

History 

1. Amendment of subsection (c)(2) filed 12-23-69 as an emergency; designated 
effecfive 1-2-70 (Register 69, No. 52). 

2. Certificate of Compliance-section 11422.1, Gov. Code, filed 3-26-70 (Regis- 
ter 70, No. 13). 

3. Amendment of subsection (c)(2) filed 7-20-72; effective thirtieth day thereafter 
(Register 72, No. 30). 

4. Amendment of subsection (a) filed 6-28-73; effective thirtieth day thereafter 
(Register 73, No. 26). 

5. Editorial correction (Register 73, No. 36). 

6. Amendment filed 11-28-79 as an emergency; designated effective 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

7. Editorial correction of subsections (a) and (c) filed 1 1-9-82 (Register 82, No. 
46). 

8. Amendment filed 4-23-90; operative 5-23-90 (Register 90, No. 20). 

9. Editorial correction of printing error in subsections (a)(1)(A) and (a)(1)(B) 
(Register 91, No. 44). 

1 0. Amendment filed 1 2-3 1 -97 ; operative 1-1-98 pursuant to Government Code 
secfion 11343.4(d) (Register 98, No. 1). 

11. Change without regulatory effect repealing subsection (c) filed 9-25-2002 
pursuant to section 100, title 1 , California Code of Regulations (Register 2002, 
No. 39). 

§ 260.21 7.1 . Qualifications of Agents. 

NOTE: Authority cited: Sections 25217(a) and 25610, Corporations Code. Refer- 
ence: Secfion 25217, Corporations Code. 

History 
1. Amendment filed 11-29-79 as an emergency; designated effective 1-1-80. 

Certificate of Compliance included (Register 79, No. 48). For prior history, see 

Register 69, No. 20. 
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2. Editorial correction filed 1 1-9-82 (Register 82, No. 46). 

3. Repealer filed 4-23-90; operative 5-23-90 (Register 90, No. 20). 

§ 260.21 8. Just and Equitable Principles of Trade. 

Each broker-dealer and each agenl employed by such a broker-dealer 
shall observe high standards of commercial honor and just and equitable 
principles of trade in the conduct of such person's business. 
NOTE: Authority cited: Sections 25218 and 25610, Corporations Code. Refer- 
ence: Section 25218, Corporations Code. 

History 

1. Amendment filed 11-29-79 as an emergency; designated effective 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

2. Editorial conection filed 1 1-9-82 (Register 82, No. 46). 

§ 260.21 8.1 . Mark-Ups and Mark-Downs. 

No broker-dealer and no agent employed by such a broker-dealer 
shall enter into any transaction with a customer in any security at a price 
not reasonably related to the cuiTent market price of the security, or 
charge a commission which is not reasonable. 

NOTE: Authority cited: Sections 25218 and 25610, Corporations Code. Refer- 
ence: Section 25218, Corporations Code. 

History 

1. Amendment filed 11-29-79 as an emergency; designated effective 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

2. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 

§ 260.21 8.2. Suitability of Recommendations. 

Any broker-dealer and any agent employed by such a broker-dealer 
who recommends to a customer the purchase, sale or exchange of any se- 
curity shall have reasonable grounds to believe that the recommendation 
is not unsuitable for such customer on the basis of information furnished 
by such customer after reasonable inquiry concerning the customer's in- 
vestment objectives, financial situation and needs, and any other infor- 
mation known by such broker-dealer or agent. 

NOTE: Authority cited: Sections 25218 and 25610, Corporations Code. Refer- 
ence: Secfion 25218, Corporafions Code. 

History 

1. Amendment filed 11-29-79 as an emergency; designated effecfive 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

2. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 

§ 260.218.3. Free-Riding and Withholding. 

No broker-dealer who is participating in a distribution of securities, 
whether acquired as an underwriter, a selling group member, or from a 
member participating in the distribution as an underwriter or selhng 
group member, shall fail to make a bona fide public offering of all of the 
securities allotted to such person for distribution. 

NOTE: Authority cited: Sections 25218 and 25610, Corporations Code. Refer- 
ence: Secfion 25218, Corporafions Code. 

History 

1. Amendment filed 11-29-79 as an emergency; designated effecfive 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

2. Editorial correcfion filed 1 1-9-82 (Register 82, No. 46). 

§ 260.21 8.4. Supervision of Agents. 

(a) Every broker-dealer shall exercise diligent supervision over the se- 
curities activities of all of its agents. 

(b) Every agent employed by a broker-dealer shall be subject to the 
supervision of a supervisor designated by such broker-dealer. The super- 
visor may be the broker-dealer in the case of a sole proprietor, or a part- 
ner, officer, office manager, or any qualified agent. 

(c) As part of the responsibility under this rule, every broker-dealer 
shall establish, maintain and enforce written procedures, a copy of which 
shall be kept in each business office, which shall set forth the procedures 
adopted by the broker-dealer to comply with the following duties im- 
posed by this section, and shall state at which business office or offices 
the broker-dealer keeps and maintains the records required by Section 
260.218.5 of these rules. 

(1) Tlie review and written approval by the designated supervisor of 
the opening of each new customer account; 



(2) The frequent examination of all customer accounts to detect and 
prevent irregularities or abuses; 

(3) The prompt review and written approval by the designated supervi- 
sor of all securities transactions by agents and all correspondence per- 
taining to the solicitation or execution of all securities transactions by 
agents; 

(4) The review and written approval by the designated supervisor of 
the delegation by any customer of discretionary authority with respect to 
the account to the broker-dealer or to a stated agent or agents of the brok- 
er-dealer and the prompt written approval of each discretionary order en- 
tered on behalf of that account; and 

(5) The prompt review and written approval of the handling of all cus- 
tomer complaints. 

(d) Every broker-dealer who has designated more than one supervisor 
pursuant to Subsection (b) of this section shall designate from among its 
partners, officers or other qualified agents, a person or group of persons 
who shall: 

(1) supervise and periodically review the activities of the supervisors 
designated pursuant to subsection (b) of this section; and 

(2) periodically inspect each business office of the broker-dealer to in- 
sure that the written procedures are enforced. 

NOTE: Authority cited: Sections 25218 and 25610, Corporations Code. Refer- 
ence: Section 25218, Corporations Code. 

History 

1. Amendment filed 11-29-79 as an emergency; designated effecfive 1-1-80. 
Certificate of Compliance included (Register 79, No. 80). 

2. Editorial conection of subsecfion (c) filed 1 1-9-82 (Register 82, No. 46). 

3. Amendment of subsection (d) filed 1-7-88; operative 2-6-8 (Register 88, No. 
4). 

§ 260.218.5. Record Keeping. [Repealed] 

NOTE: Authority cited: Secfions 25218 and 25610, Corporafions Code. Refer- 
ence: Section 25218, Corporations Code. 

History 

1. Amendment filed 11-29-79 as an emergency; designated effective 1-1-80. 
Certificate of Compliance included (Register 79, No. 48). 

2. Editorial correction filed 1 1-9-82 (Register 82, No. 46). 

3. Repealer filed 3-6-2008; operative 4-5-2008 (Register 2008, No. 10). 

§ 260.218.6. Discretionary Authority. 

No broker-dealer and no agent employed by such broker-dealer shall 
exercise any discretionary power or authority for any customer unless 
such customer has given prior written authorization to exercise such 
power or authority to a stated individual who is a broker-dealer or agent, 
and has indicated the reasons for such authorization. This Section does 
not apply to transactions in which the broker-dealer's discretion is lim- 
ited to the price at which or the time when an order given by a customer 
for the purchase or sale of a definite amount of a specified security shall 
be executed. 

NOTE: Authority cited: Secfion 25610, Corporations Code. Reference: Section 
25218, Corporations Code. 

History 
1. Amendment filed 11-29-79 as an emergency; designated effecfive 1-1-80. 

Certificate of Compliance included (Register 79, No. 48). 

Article 10. Licensing and Regulation of 
Investment Advisers 

§ 260.230. Electronic Filings. 

(a) Designation: The Commissioner designates the web-based Invest- 
ment Adviser Registration Depository ("lARD") operated by the Nation- 
al Association of Securities Dealers Regulation, Inc. to receive and store 
filings and collect related fees from investment advisers and investment 
adviser representatives on behalf of the Commissioner. 

(b) Use of I ARD: All investment adviser and investment adviser repre- 
sentafive applications, amendments, reports, notices, related filings and 
fees required to be filed with the Commissioner pursuant to the rules pro- 
mulgated under the Code shall be filed electronically with and trans- 
mitted to lARD, except as otherwise indicated in these rules. The follow- 
ing conditions relate to such electronic filings: 
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(1) Electronic Signature: When a signature or signatures are required 
by the particular instructions of any filing to be made through lARD, a 
duly authorized officer of the applicant or the applicant him or herself, 
as required, shall affix his or her electronic signature to the filing by typ- 
ing his or her name in the appropriate fields and submitting the filing to 
lARD. Submission of a filing in this manner shall constitute irrefutable 
evidence of legal signatureby any individuals whose names are typed on 
the filing. 

(2) When filed: Solely for purposes of a filing made through lARD, 
unless otherwise specified, a document is considered filed with the Com- 
missioner when all fees are received and the filing is accepted by lARD 
on behalf of the state. 

(3) Any documents required to be filed with the Commissioner that are 
not permitted to be filed with or cannot be accepted by lARD shall be 
filed in paper directly with the Commissioner. 

NOTE: Authority cited: Sections 25231, 25610 and 25612.5, Corporations Code. 
Reference: Section 1633.7, Civil Code;and Sections 25231 and 25612.5, Corpora- 
tions Code. 

History 

1. New section filed 3^t-2003; operative 4-3-2003 (Register 2003, No. 10). 

2. Amendment of subsection (b) and Note filed 3-6-2007; operaUve 4-5-2007 
(Register 2007, No. 10). 



§ 260.230.1 . MotDce FiSSng Requirements for Bnvestment 

Advisers Registered Under Section 203 of the 
Dnvestment Advisers Act of 1940. 

(a) Initial notice: A person subject to subsection (a) of Corporations 
Code Section 25230. 1 shall file an initial notice consisting of Form AD V 
(Uniform Application for Investment Adviser Registration, as amended 
by Securities and Exchange Commission Release No. IA-1916, 
34^3758 (December 21, 2000), effecfive January 1, 2001, and hereby 
incorporated by reference)(17 CFR 279.1) in accordance with the 
instructions in Form ADV within thirty (30) days of conducting business 
in the state. The notice shall be deemed filed when the fee required by 
Section 25608.1(d) and Form ADV are filed with and accepted by lARD 
on behalf of this state. 

(b) Portions of Form ADV not yet accepted by lARD: If an investment 
adviser agrees to provide, within five (5) days of a request. Part 2 of Form 
ADV to the Commissioner, an investment adviser is not required to file 
Part 2 of Form ADV with the Commissioner until lARD provides for the 
filing of Part 2 of Form ADV. 

(c) Annual renewal: The notice expires December 31st unless re- 
newed. The annual renewal shall be filed with lARD in accordance with 
its procedures. The renewal of the notice filing shall be deemed filed 
when the fee required by Section 25608.1(d) is filed with and accepted 
by lARD on behalf of the state. 

(d) Amendments to Form ADV: Any changes to the information con- 
tained in Form ADV shall be filed with lARD in accordance with the 
instructions in Form ADV. 

(e) Investment Adviser Representatives: Each investment adviser rep- 
resentative, as defined in Section 25009.5(b) of the Code, with a place of 
business in the state shall be reported in the manner prescribed in Section 
260.236.1(b) of these rules. 

(f) Switching to state registration: Upon the filing of Form ADV-W 
(Notice of Withdrawal from Registration as an Investinent Adviser, as 
amended by Securities and Exchange Commission Release No. 
IA-1916, 34-^3758 (December 21, 2000), effective January 1, 2001, 
and hereby incorporated by reference) withdrawing registration with the 
Securities and Exchange Commission under the Investment Advisers 
Act of 1940, an investment adviser may not conduct business in this state 
as an investment adviser until the investment adviser has secured a certif- 
icate from the Commissioner or unless the investment adviser is other- 
wise exempt. An investment adviser may file an application for an invest- 
ment adviser certificate in accordance with the instructions in Section 
260.231 prior to the date the investment adviser's registraUon with the 
Securities and Exchange Commission is subject to termination. 



NOTIE: Authority cited: Sections 25230. 1 , 2561 and 25612.5, Corporations Code. 
Reference: Sections 25230.1, 25231, 25608.1(d) and 25612.5, Corporations 
Code. 

History 

1. New section filed 3-4-2003; operative 4-3-2003 (Register 2003, No. 10). 

§ 260.231 . Application for Investment Adviser Certificate. 

The application for a certificate as an investment adviser and all 
amendments thereto shall be filed as follows: 

(a) Initial Application: The application for a certificate as an invest- 
ment adviser pursuant to Section 25231 of the Code shall be made by 
completing Form ADV in accordance with the form instructions and by 
filing the fonn with lARD for transmission to the Commissioner. The 
Commissioner may require additional documentation as deemed ap- 
propriate as prescribed in subsection (a)(4) of this rule. 

(1 ) Part 2 of Form ADV shall be filed directly with the Commissioner 
until the form can be filed with lARD. 

(2) An appUcant shall complete a Customer Authorization of Disclo- 
sure of Financial Records, as set forth in subsection (i), and maintain the 
form in the applicant's books and records as provided in Section 25241 
of the Code and Section 260.241.3 of these rules. The applicant shall pro- 
vide the form to the Commissioner upon request. 

(3) The apphcant shall file directly with the Commissioner, a State- 
ment of Financial Condition with worksheet that demonstrates com- 
pliance with the minimum financial requirements as prescribed in Sec- 
tion 260.237.2, investment advisory contract(s), and proof of compliance 
with the qualification requirements prescribed in Section 260.236. 

(4) The Commissioner may request additional informafion, documen- 
tation or detail pertaining to Form ADV to be filed directly with the Com- 
missioner. 

(b) Filing fee: The fee for filing an initial application is $125 as pre- 
scribed in Section 25608(q). The payment of this fee shall keep the certif- 
icate, if granted, in effect during the calendar year during which it is 
granted. The applicant shall remit the fee directly with lARD in accor- 
dance with its procedures for transmission to the Commissioner. Fees are 
not refundable except pursuant to Government Code Sections 
13140-13144. 

(c) Completion of FiUng: For the purposes of Section 250.51, an ap- 
phcafion for a certificate as an investment adviser is not considered filed 
until the required fee and all required submissions are received by the 
Commissioner. The filing of Form ADV with lARD does not constitute 
automatic approval. The applicant shall not consider the application ap- 
proved unUl approved by the Commissioner and the approval has been 
received through lARD. 

(d) Amendments to Form ADV: Any amendment to Form ADV shall 
be filed with lARD in accordance with the requirements of Section 
260.241.4. 

(e) Annual Renewal: The annual renewal shall consist of the fee as pre- 
scribed in Section 25608(q). The renewal fee shall be filed through I ARD 
in accordance with its procedures for transmission to the Commissioner. 
This fee shall keep the certificate in effect for the next calendar year. 

(1) Successions: An application for a certificate as an investment ad- 
viser pursuant to Section 25231 shall be filed in accordance with the 
instructions in this section if a person is succeeding to the business of an 
investment adviser hcensed pursuant to Section 25230, and is not eligible 
for registraUon with the Securities and Exchange Commission. Notwith- 
standing the foregoing, if an investment adviser succeeds to and contin- 
ues the business of a predecessor investment adviser, and the succession 
is based solely on a change on the predecessor's date or state of incorpo- 
ration, form of organization, or composition of a partnership, and there 
has been no practical change in control or management, the successor 
may, within 30 days after the succession, amend the Form ADV of the 
predecessor investment adviser to reflect these changes. 

(g) Switching to Securities and Exchange Commission registration: 
Upon registration with the Securities and Exchange Commission, the in- 
vestment adviser shall file Form ADV-W with I ARD in accordance with 
instrucnons in Form ADV-W. 
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(h) Dually certificated broker-dealers: Subsections (b) and (e) of this 
rule shall not apply to a broker-dealer licensed under Section 25210 of 
the Code. 

(i) An authorization for the disclosure of financial records shall be 
made on the following form: 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 
CUSTOMER AUTHORIZATION OF DISCLOSURE 
OF FINANCIAL RECORDS 

Pursuant to Corporations Code Section 25241 and Government Code 
Sections 7470 and 7473, any financial institution, wherever situated, 
possessing financial records of: 

Name of (check appropriate designation(s) below) 

Broker-Dealer 

Investment Adviser 



Licensee's Department of 
Corporations File Number 

By 



is hereby authorized to disclose to the California Department of Cor- 
porations records of the above named broker-dealer or investment 
adviser business whether such records relate to accounts which have 
been closed, accounts which are currently maintained, or accounts 
which are hereafter established. 

This authorization is effective as of the date of execution and shall 
remain effective until five years after the expiration or revocation of 
the above-named broker-dealer or investment adviser license, includ- 
ing renewals of such license. 

This authorization may not be revoked. 

The terms used in this authorization shall have the definitions con- 
tained in the California Right to Financial Privacy Act (Government 
Code Section 7460 et seq.) and the Corporate Securities Law (Corpo- 
rations Code Section 25000 et seq.). 

The above-named licensee has duly caused this authorization to be 
signed on its behalf by the undersigned, thereunto duly authorized. 
Executed on , 20 at 



Name of Licensee 



(Title) 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

INSTRUCTIONS FOR CUSTOMER AUTHORIZATION 
OF DISCLOSURE OF FINANCIAL RECORDS 

On the reverse is a Customer Authorization of Disclosure of Financial 
Records form. The Commissioner of Corporations is authorized to 
require such authorization from certain licensees and other persons 
pursuant to the authority cited in the first paragraph of the form. 

The form must be properly executed and submitted with the attached 
application for license, qualification, registration or other authority. 

All information required on the form, except the signature of the per- 
son executing the form, is to be typewritten. 

If the form requests a Department of Corporations file number, the 
applicant need only provide such number if it is known to the appli- 
cant and is the type of file number appropriate for the license, qualifi- 
cation, registration or other authority applied for in the attached ap- 
plication. 

If additional authorization forms are needed, they may be obtained 
from any office of the Department of Corporations, or accurate copies 
of the form may be utilized by applicants. 

(j) The following notices required by state and federal law are hereby 
incorporated as part of any uniform form: 

NOTICES REQUIRED UNDER STATE AND FEDERAL LAW 
INFORMATION PRACTICES ACT OF 1977 
(California Civil Code Secfion 1798.17) 

(a) The Department of Corporations of the State of California, Securi- 
ties Regulation Division, is requesting the information specified in the 
application for registrafion, qualification, a certificate or a license. 

(b) The Chief Administrative Officer, 1515 K Street, Suite 200 Sacra- 
mento, CA 95814, telephone (916) 445-5541 , is responsible for the sys- 
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tern of records and shall, upon request, inform individuals regarding the 
location of the Department of Corporations' records and the categories 
of persons who use the information in the records. 

(c) The records are maintained pursuant to the Corporate Securities 
Law of 1968 (Corporations Code Section 25000, et seq.). 

(d) The submission of all items of information is mandatory unless 
otherwise noted. Section 17520 of the Family Code requires the Depart- 
ment of Corporations to collect social security numbers from all appli- 
cants. The Privacy Act of 1 974 prohibits a state agency from denying an 
individual any right, benefit or privilege provided by law because of the 
individual's refusal to disclose the individual's social security account 
number. 

(e) Failure to provide all or any part of the information requested may 
preclude the Department of Corporations from approving the applica- 
tion. 

(f) The principal purposes within the Department of Corporations for 
which the information is to be used are to determine whether ( 1 ) a license, 
qualification, registration, certificate or other authority should be ac- 
cepted, granted, approved, denied, revoked or limited in any way; (2) 
business entities or individuals licensed or otherwise regulated by the 
Department of Corporations are conducting themselves in accordance 
with applicable laws; and/or (3) laws administered by the Department of 
Corporations are being or have been violated and whether administrative 
action, civil action, or referral to appropriate federal, state or local law 
enforcement or regulatory agencies, or to a self-regulatory organization, 
as authorized by law, is appropriate. 

(g) Any known or foreseeable disclosures of the information pursuant 
to subdivision (e) or (f) of Civil Code Section 1 798.24 may include trans- 
fers to other federal, state, or local law enforcement or regulatory agen- 
cies, or to a self-regulatory organization, as authorized by law. 

(h) Subject to certain exceptions or exemptions, the Information Prac- 
tices Act grants an individual a right of access to personal information 
concerning the requesting individual that is maintained by the Depart- 
ment of Corporations. 

FEDERAL PRIVACY ACT OF 1974 (Public Law 93-579) 

In accordance with Section 7 of the Privacy Act of 1974 (found at 5 
U.S.C. § 552a note (Disclosure of Social Security Number)), the follow- 
ing is information on whether the disclosure of a social security account 
number is voluntary or mandatory, by what statutory or other authority 
such number is solicited, and what uses will be made of it. 

(1) Section 17520 of the Family Code requires the Department of Cor- 
porations to collect social security numbers from all applicants. The Pri- 
vacy Act of 1974 prohibits a state agency from denying an individual any 
right, benefit or privilege provided by law because of the individual's re- 
fusal to disclose the individual's social security account number. 

(2) A social security account number is solicited pursuant to one or 
more of the following authorities: Sections 25210, 25211, 25230, 
25230.1, 25231, and 25241 of the Corporations Code; Sections 260.210, 
260.211, 260.211.1, 260.231, 260.231.2, 260.236.1, and 260.236.2 of 
Title 10, California Code of Regulations; and Section 17520 of the Fami- 
ly Code. 

(3) For all persons disclosing a social security account number, the 
number may be used, in addition to other information provided, to con- 
duct a background investigation of the individual by the Department of 
Justice's Identification and Information Branch or by other federal, state 
or local law enforcement agencies, or a self-regulatory organization, as 
authorized by law. The social security number may also be used to re- 
spond to requests for this number made by child support agencies. 
Note. Authority cited Sections 25231, 25610, 25612.3 and 25612.5, Corpora- 
tions Code. Reference: Section 1798.17, Civil Code; Sections 25230, 25231, 
25234, 25236, 25237, 25241, 25242, 25608, 25612.3. 25612.5 and 25613, Corpo- 
rations Code; Section 17520, Family Code; Sections 7470, 7473, 7490 and 
13140-13144, Government Code; and Section 7 of Public Law 93-579 (5 U.S.C. 
Section 552a note). 



History 

1. Amendment of form filed 5-14-69; effective thirtieth day thereafter (Register 
69, No. 20). 

2. Amendment filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 

3. Amendment filed 3-1-74; effective thirtieth day thereafter (Register 74, No. 9). 

4. Amendment of form (Item 6-A) filed 7-1 8-79; effective thirtieth day thereafter 
(Register 79, No. 29). 

5. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

6. Repealer and new section filed 1 2-1 9-85 as an emergency; designated effective 
1-1-86 (Register 85, No. 51). A Certificate of Compliance must be transmitted 
to OAL within 120 days or emergency language will be repealed on 5-1-86. 

7. Editorial conection of Pait III (2) printing error (Register 86, No. 5). 

8. Certificate of Compliance as to 12-19-85 order transmitted to OAL 4-10-86 
and filed 5-8-86 (Register 86, No. 19). 

9. Change without regulatoiy effect filed 3-2-89 (Register 89, No. 1 1). 

1 0. Change without regulatory effect amending first pai'agraph of Part 1 and Part 
111(1) filed 1 1 -20-9T pursuant to section 1 00, title 1 , California Code of Regula- 
tions (Register 92, No. 9). 

1 1. Change without regulatory effect amending subsection (b) filed 2-16-95 pur- 
suant to section 100, fitle 1, California Code of Regulations (Register 95, No. 
7). 

12. Change without regulatory effect amending subsection (b) filed 9-25-2002 
pursuant to section 100, title 1 , California Code of Regulations (Register 2002, 
No. 39). 

1 3. Repealer and new section filed 3^1-2003; operative 4-3-2003 (Register 2003, 
No. 10). 

14. Amendment of section and Note filed 3-6-2007; operative 4-5-2007 (Regis- 
ter 2007, No. 10). 

§ 260.231 .1 . Special Instruction Sheet. 

NOTE: Authority cited: Sections 25231 and 25610, Corporations Code. Refer- 
ence: Sections 25230, 25231, 25241, Corporations Code. 

History 

1. New section filed 7-18-79; effective thirtieth day thereafter (Register 79, No. 
29). 

2. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

3. Repealer filed 12-1 9-85 as an emergency; designated effective 1-1-86 (Regis- 
ter 85, No. 51). A Certificate of Compliance must be transmitted to OAL within 
120 days or emergency language will be repealed on 5-1-86. 

4. Certificate of Compliance transmitted to OAL 4-10-86 and filed 5-8-86 (Reg- 
ister 86, No. 19). 

§ 260.231 .2. Application for Investment Adviser Certof icate 
Not Filing Through the investment Adviser 
Registration Depository. 

NOTE: Authority cited: Sections 25231 and 25610, Corporations Code. Refer- 
ence: 25230, 25231, 25234, 25236, 25237, 25241 , 25608 and 25613, Corporafions 
Code; and Sections 7470, 7473, 7490 and 13140-13144, Government Code. 

History 

1 . New section filed 3-4-2003; operative 4-3-2003 (Register 2003, No. 10). 

2. Repealer filed 3-6-2007; operative 4-5-2007 (Register 2007. No. 10). 

§ 260.231 .3. Representation of ESigebillity by investment 
Adviser. 

(a) The filing of an application, renewal, or notice with the Investment 
Adviser Registration Depository ("lARD") or directly with the Commis- 
sioner shall constitute a representation by the applicant or investment ad- 
viser that the applicant or investment adviser is not ineligible to receive 
a certificate under Section 250.60 of these rules. 

(b) An applicant subject to Section 250.60 of these rules who files an 
application through lARD or directly with the Commissioner may, in lieu 
of filing the form in Section 250.61 of these rules, complete the form and 
maintain the form and supporting documentation in the applicant's books 
and records as provided in Section 25241 of the Code and Section 
260.241.3 of these rules, if the investment adviser agrees to provide the 
form and supporting documentation to the Commissioner upon request. 

NOTE: Authority cited: Sections 25241 and 25610, Corporations Code. Refer- 
ence: Secfions 25231 and 25241, Corporations Code. 

History 

1. New section filed 3-4-2003; operative 4-3-2003 (Register 2003, No. 10). 

§ 260.234. Compensation Based on Capital Gains. 

The provisions of Section 25234 (a)(1) of the Code shall not apply: 
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(a) to any investment adviser registered under the Investment Advisers 
Act of 1940; or 

(b) to any investment adviser, provided all of the following are met: 

(1) the only clients entering into the investment advisory contract are 
"qualified clients" as defined in paragraph (d) of Rule 205-3 (J7 CFR 
275.205-3(d)) under the Investment Advisers Act of 1940 (Section 
80b-l et seq.), 

(2) the condition in paragraph (b) of Rule 205-3 (17 CFR 
275.205-3(b)) is satisfied (for purposes of this subsection (b), the defini- 
tion in paragraph (d) of Rule 205-3 shall apply), and 

(3) full disclosure of all material information regarding the proposed 
compensation arrangement is provided to each qualified client prior to 
entering into the contract; or 

(c) to an investment advisory contract with an institutional investor as 
defined in subdivision (i) of Section 25102 of the Code or in Section 
260. 102. 1 or Section 260.105. 14 of these Rules, excluding for the pur- 
poses of this section any pension or profit sharing plan with gross assets 
of less than $100,000,000 according to its most recent audited financial 
statement; or 

(d) to the extension, renewal or performance of any investment adviso- 
ry contract which, at the time it was entered into met the conditions of this 
Section 260.234 as then in effect or which was approved by order of the 
Commissioner. 

NOTE: Authority cited: Sections 25234(a) and 25610, Corporations Code. Refer- 
ence: Section 25234, Corporations Code. 

History 

1 . Amendment of form filed 5-14-69; effective thirtieth day thereafter (Register 
69, No. 20). 

2. Amendment Filed 7-13-70; effective thirtieth day thereafter (Register 70, No. 
29). 

3. Editorial correction filed 11-9-82 (Register 82, No. 46). 

4. Amendment filed 1-7-88; operative 2-6-88 (Register 88, No.4). 

5. Amendment of subsection (a), new subsections (b)-(b)(3) and subsection relet- 
tering filed 1-23-2001; operative 1-23-2001 pursuant to Government Code 
section 1 1343.4(c) (Register 2001, No. 4). 

§ 260.235. Advertisements by Investment Advisers. 

(a) It shall constitute a fraudulent, deceptive, or manipulative act, prac- 
tice or course of business, within the meaning of Section 25235 of the 
Code, for an investment adviser, directly or indirectly, to publish, circu- 
late or distribute any advertisement: 

(1) which refers, directly or indirectly, to any testimonial of any kind 
concerning the investment adviser or concerning any advice, analysis, 
report or other service rendered by such investment adviser; or 

(2) which refers, directly or indirectly, to past specific recommenda- 
tions of such investment adviser which were or would have been profit- 
able to any person; provided, however, that this Clause (2) does not pro- 
hibit an advertisement which sets out or offers to furnish a list of all 
recommendations made by such investment adviser within the immedi- 
ately preceding period of not less than one year if such advertisement, 
and such list if it is furnished separately: 

(i) state the name of each such security recommended, the date and na- 
ture of each such recommendation (e.g., whether to buy, sell or hold), the 
market price at that time, the price at which the recommendation was to 
be acted upon, and the market price of each such security as of the most 
recent practicable date, and 

(ii) contain the following cautionary legend on the first page thereof 
in print or type as large as the largest print or type used in the body or text 
thereof: "It should not be assumed that recommendations made in the fu- 
ture will be profitable or will equal the performance of the securities in 
this list."; or 

(3) which represents, directly or indirectly, that any graph, chart, for- 
mula or other device being offered can in and of itself be used to deter- 
mine which securities to buy or sell, or when to buy or sell them; or which 
represents, directly or indirectly, that any graph, chart, formula or other 
device being offered will assist any person in making his/her own deci- 
sions as to which securities to buy or sell, or when to buy or sell them. 



without prominently disclosing in such advertisement the limitations 
thereof and the difficulties with respect to its use; or 

(4) which contains any statement to the effect that any report, analysis, 
or other service will be furnished free or without charge, unless such re- 
port, analysis or other service actually is or will be furnished entirely free 
and without any condition or obligation, directly or indirectly; or 

(5) which contains any untrue statement of a material fact, or which 
is otherwise false or misleading. 

(b) For the purposes of this section, the term "advertisement" includes 
any notice, circular, letter or other written communication addressed to 
more than one person, or any notice or other announcement in any publi- 
cation or by radio or television, which offers (I) any analysis, report, or 
publication concerning securities, or which is to be used in making any 
determination as to when to buy or sell any security, or which security 
to buy or sell, or (2) any graph, chart, formula or other device to be used 
in making any determination as to when to buy or sell any security, or 
which security to buy or sell, or (3) any other investment advisory service 
with regard to securities. 

NOTE: Authority cited: Sections 25235(d) and 25610, Coiporations Code. Refer- 
ence: Section 25235, Corporations Code. 

History 

1. Editorial coirection of subsection (a)(3) tiled 1 1-9-82 (Register 82, No. 46). 

§260.235.1. Licensed Brolcer-Deaiers. 

(a) An investment adviser who is a licensed broker-dealer is not sub- 
ject to the provisions of subdivision (c) of Secdon 25235 of the Code in 
connection with any transaction in relation to which such broker-dealer 
is acting as an investment adviser solely (1 ) by means of publicly distrib- 
uted written materials or publicly made oral statements or (2) through the 
issuance of responses to specific requests for statistical information 
where such responses involve no expressions of opinion or esUmates by 
such investment adviser as to the investment merits of a particular securi- 
ty; provided, however, that such materials and oral statements include a 
statement that if the purchaser of the advisory communication uses the 
services of the adviser in connection with a sale or purchase of a security 
which is a subject of such communication, the adviser may act as princi- 
pal for its own account or as agent for another person. 

For the purpose of this rule, publicly distributed written materials are 
those which are distributed to 35 or more persons who pay for such mate- 
rials, and publicly made oral statements are those made simultaneously 
to 35 or more persons who pay for access to such statements. 

(b) The requirement that the investment adviser disclose that it may act 
as principal or agent for another person in the sale or purchase of a securi- 
ty that is the subject of investment advice does not relieve the investment 
adviser of any disclosure obligation which may be imposed by subdivi- 
sion (a) or (b) of Section 25235 of the Code or by other provisions of the 
Corporate Securities Law of 1968. 

NOTE: Authority cited: Sections 25205 and 25610, Corporations Code. Refer- 
ence: Sections 25205 and 25235, Corporations Code. 

History 

1 . New section filed 5-29-75 as an emergency; effective upon filing (Register 75, 
No. 22). 

2. Certificate of Compliance filed 9-24-75 (Register 75, No. 39). 

3. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 

§ 260.235.2. Disclosure of Compensation for Financial 
Planning Activities. 

(a) It shall constitute a fraudulent, deceptive, or manipulative act, prac- 
tice or course of business within the meaning of Section 25235 of the 
Code for an investment adviser or an associated person of an investment 
adviser to fail to deliver to a financial planning client a notice in writing 
containing at least the information found below at the time of entering 
into a contract for, or otherwise arranging for the provision of, the deliv- 
ery of a financial plan: 

(1 ) Whether the investment adviser, or an affiliate or associated person 
of the investment adviser, will receive commissions from the sale of in- 
surance or real estate or will receive fees or other compensation from the 
sale of securities or other products or services recommended in the finan- 
cial plan or otherwise has a conflict of interest. If so, that a conflict exists 
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between the interests of the investment adviser or associated person and 
tiie interests of the cHent. This requirement does not apply to an invest- 
ment adviser or an associated person of the investment adviser if the in- 
vestment adviser, an associated person of the investment adviser, and an 
affiliate of the investment adviser will not receive fees or other compen- 
sation from the sale of securities or other products or services recom- 
mended in the financial plan, and if such persons otherwise do not have 
a conflict of interest. 

(2) The client is under no obligation to act on the investment adviser's 
or associated person's recommendation. Moreover, if the client elects to 
act on any of the recommendations, the client is under no obligation to 
effect the transaction through the investment adviser or the associated 
person when such person is employed as an agent with a licensed broker- 
dealer or is licensed as a broker-dealer or through any associate or affili- 
ate of such person. 

(b) "Financial planning" includes, in all or part, but is not limited to, 
the preparation of a financial plan by an investment adviser or an asso- 
ciated person of an investment adviser for an investment advisory client 
which may include estate or tax planning recommendations, an annual 
or periodic review of a financial plan, the management and/or monitoring 
of a client's investments under a financial plan, the provision of informa- 
tion and/or advice to a client regarding the purchase and/or sale of securi- 
ties, real estate, insurance contracts, annuities contracts, or any types of 
real or personal property under a financial plan. 

(c) This rule does not apply to persons exempt from the provisions of 
Section 25230 of the Code by virtue of Sections 25202 and 25203 of the 
Code and Section 260.204.2 of these rules. 

(d) Nothing in this section shall be construed to hmit the authority of 
any state agency, including but not limited to the Departments of Real Es- 
tate and Insurance, to regulate persons subject to their jurisdiction. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25235, Corporations Code. 

History 
1 . New section filed 12-20-85; effective thirtieth day thereafter (Register 85, No. 
51). 



(3) The adviser, or any other person relying on this mle, sends to each 
client, at least annually, and with or as part of any written statement or 
summary of the account from the adviser or other person (A) written dis- 
closure statement identifying the total number of the transactions during 
the period since the date of the last statement or summary and (B) the total 
amount of all commissions or other remuneration received or to be re- 
ceived by the adviser or any other person relying on this rule in connec- 
tion with the transactions during the period; 

(4) Each written disclosure and confirmation required by this rule in- 
cludes a conspicuous statement that the written consent referred to in sub- 
section (a)(J) of this rule may be revoked at any time by written notice 
to the adviser, or to any other person relying on this rule, from the adviso- 
ry client; and 

(5) No transaction is effected in which the same adviser or an adviser 
and any person controlling, controlled by or under common control with 
the adviser, recommended the transaction to both any seller and any pur- 
chaser. 

(b) For purposes of this rule, the term "agency cross transaction for an 
advisory client" shall mean a transaction in which a person acts as an in- 
vestment adviser in relation to a transaction in which the adviser, or any 
person controlling, controlled by or under common control with the ad- 
viser, also acts as a broker-dealer for both the advisory client and for 
another person on the other side of the transaction. 

(c) This rule shall not be construed as relieving in any way the adviser 
or another person relying on this rule from acting in the best interests of 
the advisory client, including fulfilling the duty with respect to the best 
price and execution for the particular transaction for the advisory client; 
nor shall it relieve the person or persons from any disclosure obligation 
which may be imposed by the Code or these rules. 

NOTE; Authority cited: Section 25610, Corporations Code. Reference: Section 
25235(c), Corporations Code. 

History 

1. New section filed 5-12-92; operative 6-11-92 (Register 92, No. 20). 

2. Editorial correction inserting inadvertently omitted subsection (b) (Register 94, 

No. 2). 



• 



§ 260.235.3. Agency Cross Transactions for Advisory 
Clients. 

(a) A licensed investment adviser, or a person licensed as a broker- 
dealer and controlling, controlled by or under common control with a li- 
censed investment adviser, shall be deemed in compliance with the pro- 
visions of subdivision (c) of Section 25235 of the Code in effecting an 
agency cross transaction for an advisory client, if: 

(1) Tlie advisory client has executed a written consent prospectively 
authorizing the adviser, or any other person relying on this rule, to effect 
agency cross transactions for the advisory client, provided that the writ- 
ten consent is obtained after full written disclosure that with respect to 
agency cross transactions the adviser or other person will act as a broker- 
dealer for, receive commissions from, and have a potentially conflicting 
division of loyalties and responsibilities regarding, both parties to the 
transactions; 

(2)(A) The adviser, or any other person relying on this rule, sends to 
each client a written confirmation at or before the completion of each 
transaction, which confirmation includes (i) a statement of the nature of 
the transaction, (ii) the date the transaction took place, (iii) an offer to fur- 
nish upon request the time when the transaction took place, and (iv) the 
source and amount of any other remuneration received or to be received 
by the advi ser and any other person relying on this rule in connection with 
the transaction. 

(B) Provided, however, that if, (i) in the case of a purchase, neither the 
adviser nor any other person relying on this mle was participating in a 
distribution, or (ii) in the case of a sale, neither the adviser nor any other 
person relying on this rule was participating in a tender offer, then the 
written confirmation may state whether any other remuneration has been 
or will be received and that the source and amount of any other remunera- 
tion will be furnished upon written request of the customer; 



§ 260.235.4. Financial and Disciplinary Information 
Disclosures by Investment Advisers. 

(a) It shall constitute a fraudulent, deceptive, or manipulative act, prac- 
tice or course of business within the meaning of Section 25235 of the 
Code for any investment adviser to fail to disclose to any client or pro- 
spective client all material facts with respect to: 

(1 ) A financial condition of the adviser that is reasonably likely to im- 
pair the ability of the adviser to meet contractual commitments to clients 
if (A) the adviser has discretionary authority (express or implied) or cus- 
tody over such client's funds or securities, or (B) requires prepayment of 
advisory fees from such client 6 months or more in advance; or 

(2) A legal or disciplinary event that is material to an evaluation of the 
adviser's integrity or ability to meet contractual commitments to clients. 

(b) It shall constitute a rebuttable presumption that the following legal 
or disciplinary events involving the adviser or a management person of 
the adviser (any of the foregoing being referred to hereafter as "person") 
that were not resolved in the person's favor or subsequently reversed, 
suspended, or vacated are material within the meaning of subsection 
(a)(2) of this rule for a period of 10 years from the time of one or more 
of the following events: 

(1) A criminal or civil action in a court of competent jurisdiction in 
which the person: 

(A) Was convicted, pled guilty or nolo contendere ("no contest") to a 
felony or misdemeanor, or is the named subject of a pending criminal 
proceeding (any of the foregoing referred to hereafter as "action"), and 
such action involved: (i) an investment-related business; (ii) fraud, false 
statements, or omissions; (iii) wrongful taking of property; or (iv) brib- 
ery, forgery, counterfeiting, or extortion; 

(B) Was found to have been involved in a violation of an investment- 
related statute or regulation; or 
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(C) Was the subject of any order, judgment, or decree permanently or 
temporarily enjoining the person, or otherwise limiting the person, from 
engaging in any investment-related activity. 

(2) Administrative proceedings before the Securities and Exchange 
Commission, any other federal regulatory agency, or any state agency 
(any of the foregoing being referred to as '"agency") in which the person: 

(A) Was found to have caused an investment-related business to lose 
its authorization to do business; or 

(B) Was found to have been involved in a violation of an investment- 
related statute or regulation and was the subject of an order by the agency 
(i) denying, suspending, or revoking the authorization of the person to act 
in, or barring or suspending the person's association with, an invest- 
ment-related business; or (ii) otherwise significantly limiting the per- 
son's investment-related activities. 

(3) Self-Regulatory Organization ("SRO") proceedings in which the 
person: 

(A) Was found to have caused an investment-related business to lose 
its authorization to do business; or 

(B) Was found to have been involved in a violation of the SRO's rules 
and was the subject of an order by the SRO (i) barring or suspending the 
person from membership or from association with other members, (ii) 
expelling the person from membership; (iii) fining the person more than 
$2,500; or (iv) otherwise significantly limiting the person's investment- 
related activities. 

(c) The information required to be disclosed by subsection (a) shall be 
disclosed to existing clients promptly and to prospective clients (A) not 
less than 48 hours prior to entering into any written or oral investment ad- 
visory contract, or (B) no later than the time of entering into such contract 
if the client has the right to terminate the contract without penalty within 
five business days after entering into the contract. 

(d) For purposes of this rule: 

(!) "Management person" means a person with power to exercise, di- 
rectly or indirectly, a controlling influence over the management or poH- 
cies of an investment adviser, which is a company, or to determine the 
general investment advice given to clients. 

(2) "Found" means determined or ascertained by adjudication or con- 
sent in a final SRO proceeding, administrative proceeding, or court ac- 
tion. 

(3) "Investment-related" means pertaining to securities, commodi- 
ties, banking, insurance, or real estate (including, but not limited to, act- 
ing as or being associated with a broker-dealer, investment company, in- 
vestment adviser, government securities broker or dealer, municipal 
securities dealer, bank, savings and loan association, or other entity or 
person required to be registered under the Commodity Exchange Act (7 
U.S.C. 1 et seq.) or other fiduciary). 

(4) "Involved" means acting or aiding, abetting, causing, counseling, 
commanding, inducing, conspiring with or failing reasonably to super- 
vise another in doing an act. 

(5) "Self-Regulatory Organization" or "SRO" means those terms as 
defined in 17 CFR 275.206(4)-4(d)(5). 

(e) For purposes of calculating the 10-year period during which events 
are presumed to be material under subsection (b), the date of a reportable 
event shall be the date on which the final order, judgment, or decree was 
entered, or the date on which any rights of appeal from preliminary or- 
ders, judgments, or decrees lapsed. 

(f) Compliance with subsection (b) of this rule shall not relieve any in- 
vestment adviser from the disclosure obligations of subsection (a) of this 
rule. Compliance with subsection (a) of this rule shall not relieve any in- 
vestment adviser from any other disclosure requirements imposed on in- 
vestment advisers by the Code or these rules. 

NOTE: Authority cited: Sections 25235(d) and 2561 0, Corporations Code. Refer- 
ence: Section 25235(d), Corporations Code. 

History 

1. New section filed 5-12-92; operative 6-1 1-92 (Register 92, No. 20). 

2. Editorial correction of printing errors in section heading and subsection 
(b)(2)(C) (Register 94, No. 2). 



§ 260.236. Qualifications of Investment Advisers and 
Investment Adviser Representatives. 

References to an investment adviser representative shall mean both an 
investment adviser representative and an associated person of an invest- 
ment adviser, as those terms are defined in Section 25009.5(a) and (b) of 
the Code. 

(a) Qualification Requirements. An investment adviser and each in- 
vestment adviser representative shall pass, within two years prior to the 
date of filing the application for an investment adviser certificate or be- 
coming engaged as an investment adviser representative: 

(1 ) the Series 65/Uniform Investment Adviser Law Examination in ef- 
fect on January 1 , 2000 ("2000 Series 65 Examination"), or 

(2) the Series 7/General Securities Representative Examination ("Se- 
ries 7 Examination) and the Series 66/Uniform Combined State Law Ex- 
amination ("2000 Series 66 Examination"). 

(b) Waivers: The requirements of subsection (a) do not apply to: 

(1) Any investment adviser or individual employed or engaged as an 
investment adviser representative registered, reported or licensed in any 
state of the United States as of December 31, 1999. However, the Com- 
missioner may require additional examinations for any individual found 
to have violated the Corporate Securities Law of 1968 or the rules pro- 
mulgated thereunder. 

(2) Any investment adviser or investment adviser representative who 
has been actively and continuously engaged in the securities business as 
a broker-dealer, an agent of a broker-dealer, an investment adviser, or 
an investment adviser representative without substantial interruption 
(two or more years) since passing the qualifying examination(s) and who 
has: 

(A) passed the Series 2 Examination (SECO/NASD Nonmember Gen- 
eral Securities Examination) or passed the Series 7 Examination before 
January 1, 1998, or 

(B) passed the Series 65 Examination or Series 66 Examination before 
January 1, 2000 and has passed the Series 7 Examination. 

(c) Exemptions. Subsection (a) shall not apply to: 

(1) any individual who has been registered as an investment adviser 
or employed or engaged as an investment adviser representative in any 
state for two consecutive years immediately before the date of filing an 
apphcation or notice pursuant to Corporations Code Section 25230(b) or 
25230.1(c) in this state. This provision shall not apply to an individual 
using the exemption in subsection (c)(2). 

(2) any investment adviser representative employed by or engaged by 
an investment adviser only to offer or negotiate for the sale of investment 
advisory services of the investment adviser. 

(3) any individual who currently holds one of the following profes- 
sional designations: 

(A) Chartered Financial Analyst ("CFA") granted by the Association 
for Investment Management and Research; 

(B) Chartered Financial Consultant ("ChFC") awarded by The Ameri- 
can College, Bryn Mawr, Pennsylvania; 

(C) Certified Financial Planner ("CFP") issued by the Certified Finan- 
cial Planner Board of Standards, Inc.; 

(D) Chartered Investment Counselor ("CIC") granted by the Invest- 
ment Counsel Association of America; or 

(E) Personal Financial Specialist ("PES") administered by the Ameri- 
can Institute of Certified Public Accounts. 

(d) An individual who has not been registered in any state for a period 
of two years shall be required to comply with the examination require- 
ments of this rule. This provision shall not apply to an individual using 
the exemption in subsection (c)(2) or (c)(3). 

NOTE: Authority cited: Sections 25236(a) and 25610, Corporations Code. Refer- 
ence: Sections 25230, 25230.1 and 25236, Corporations Code. 

History 

1. Amendment of subsection (a) filed 6-28-73; effecfive thirtieth day thereafter 
(Register 73, No. 26). 

2. Editorial correction (Register 73, No. 36). 

3. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 
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4. Amendment filed 1-10-89; operative 2-9-89 (Register 89, No. 2). 

5. Amendment of section heading and section filed 12-31-97; operative 1-1-98 
pursuant to Government Code section 1 1343.4(d) (Register 98, No. 1). 

6. Amendment filed 12-27-99 as an emergency; operative J-1-2000 (Register 
99, No. 53). A Certificate of Compliance must be transmitted to OAL by 
5-1-2000 or emergency language will be repealed by operation of law on the 
following day. 

7. Certificate of Compliance as to 12-27-99 order, including amendment of sec- 
tion and Note, transmitted to OAL 4-24-2000 and filed 6-6-2000 (Register 
2000, No. 23). 

8. Amendment of section heading and section filed 3-4-2003; operative 
4-3-2003 (Register 2003, No. lOj. 

§ 260.236.1. Reporting Requirements for Investment 
Adviser Representatives. 
(a) The procedures set forth in this subsection are applicable to invest- 
ment advisers licensed pursuant to Section 25230 of the Code. Refer- 
ences to an investment adviser representative shall mean both an invest- 
ment adviser representative and an associated person of an investment 
adviser, as those terms are defined in Section 25009.5(a) of the Code. 

(1) Upon employment of an individual as an investment adviser repre- 
sentative, the investment adviser shall: 

(A) Obtain a properly executed application for registration. Form U-4, 

(B) Obtain for its records evidence that such investment adviser repre- 
sentative meets the qualification requirements of Section 260.236 of 
these rules, and 

(C) Have the responsibility and duty to ascertain by reasonable inves- 
tigation the good character, business reputation, qualifications, and expe- 
rience of an individual upon employment or engagement as an invest- 
ment adviser representative. Where an individual has previously been 
reported to the Central Registration Depository ("CRD"), the investment 
adviser shall obtain and review a copy of Form U-5 filed with CRD by 
such individual's most recent previous employer, together with any 
amendments thereto. 

The investment adviser shall conduct the investigation required by this 
section no later than thirty (30) days following the filing of Form U-4 
with CRD, or demonstrate that it has made a reasonable effort to comply 
with this section. Upon completion of the investigation, the investment 
adviser shall take whatever action is deemed appropriate in accordance 
with sound business practice and the protection of investors. 

Evidence of compliance with Section 260.236 and investigation of the 
investment adviser representative shall be maintained as a part of the re- 
cords of the investment adviser as required by Section 260.241.3 of these 
rules. 

(2) Upon employment or engagement of an individual as an invest- 
ment adviser representative, the investment adviser shall file Form U-4 
with CRD in accordance with its procedures, and pay the fee prescribed 
by Section 25608(p) for transmission to the Commissioner. Form U-4, 
including any Disclosure Reporting Page(s), shall be completed in accor- 
dance with the form instructions. 

The filing of Form U-4 with CRD does not constitute an automatic 
"approval" of the filing by the Commissioner. Investment advisers shall 
not consider an investment adviser representative "registration" with 
CRD approved until approved by the Commissioner and the approval has 
been received by CRD. If requested by the Commissioner, additional in- 
formation, documentation or detail pertaining to Form U-4 or the invest- 
ment adviser representative's compliance with the qualification require- 
ments shall be filed directly with the Commissioner within 15 days from 
the date of the request. In accordance with Section 250.16, Form U^ 
may be abandoned if the Commissioner does not receive the requested 
information within the time prescribed. The Commissioner shall "reject" 
with CRD an abandoned Form U-4. 

(3) Within thirty (30) days of any changes to the information contained 
in Form U-4, an amendment to Form U-4 shall be filed with CRD. If 
Form U-4 is being amended due to a disciplinary occurrence, a copy of 
the amendment shall be filed with the Commissioner upon request. 

(4) Within thirty (30) days after the termination of an individual as an 
investment adviser representative. Form U-5 shall be filed with CRD in 



accordance with the form instructions. Form U-5 shall clearly state the 
reason(s) for termination. If an investment adviser representative has 
been terminated for cause. Form U-5 shall, upon request, be filed directly 
with the Commissioner. 

An investment adviser shall be responsible for the acts, practices, and 
conduct of an investment adviser representative in connection with act- 
ing as an investment adviser representative on its behalf until such time 
as the investment adviser representative has been terminated and Form 
U-5 has been filed with CRD. No civil liability in favor of any private 
party shall arise against any person as a result of this provision, except 
as expressly provided in the Code. 

(b) The procedures set forth in this subsection are applicable to invest- 
ment adviser representatives subject to the provisions of Section 
25230.1(c) of the Code. 

(1) The reporting of an investment adviser representative shall be 
made by completing Form U-4 in accordance with the form instructions 
and by filing Form U^ with CRD in accordance with its procedures, and 
by paying the fee prescribed by Section 25608.1(d) for transmission to 
the Commissioner. 

The filing of Form U-4 with CRD does not constitute an automatic 
"approval" of the filing by the Commissioner. An investment adviser 
representative "registration" with CRD shall not be considered approved 
until approved by the Commissioner and the approval has been received 
by CRD. If requested by the Commissioner, additional information, doc- 
umentation or detail pertaining to Form U-4 or the investment adviser 
representative's compliance with the qualification requirements shall be 
filed directly with the Commissioner within 1 5 days from the date of the 
request. In accordance with Section 250.16, Form U^ may be aban- 
doned if the Commissioner does not receive the requested information 
within the time prescribed. The Commissioner shall "reject" with CRD 
an abandoned Form U-4. 

(2) Within thirty (30) days of any changes to the information contained 
in Form U-4, an amendment to Form U-4 shall be filed with CRD. If 
Form U-4 is amended due to a disciplinary occurrence, a copy of the 
amendment shall be filed directly with the Commissioner upon request. 

(3) Within thirty (30) days after the termination of an individual as an 
investment adviser representative. Form U-5 shall be filed with lARD 
in accordance with the form instrucfions. Form U-5 shall clearly state the 
reason(s) for termination. If an investment adviser representative is ter- 
minated for cause. Form U-5 shall, upon request, be filed directly with 
the Commissioner. 

(c) The notices in subsection (j) of Section 260.231 are hereby made 

part of Form U-4 and Form U-5. 

NOTE: Authority cited: Sections 25230, 25230.1, 25231 and 25610, Corporations 
Code. Reference: Sections 25230, 25230.1, 25231, 25236, 25241, 25510, 
25608(p), 25612.3 and 25612.5, Corporations Code. 

History 

1 . New section filed 3-4-2003; operative 4-3-2003 (Register 2003, No. 10). 

2. Amendment of section heading, subsections (a), (a)(1)(A) and (C) and Note 
filed 3-6-2007; operative 4-5-2007 (Register 2007, No. 10). 

§ 260.236.2. Reporting Requirements for Investment 
Adviser Representatives of Investment 
Advisers Not Filing Through the Investment 
Adviser Registration Depository. 

NOTE: Authority cited: Sections 25230, 25230.1 and 25610, Corporations Code. 
Reference: Sections 25230, 25230.1, 25236, 25241, 25510 and 25608(p), Corpo- 
rations Code. 

History 

1. New section filed 3-4-2003; operative 4-3-2003 (Register 2003, No. 10). 

2. Repealer filed 3-6-2007; operative 4-5-2007 (Register 2007, No. 10). 

§ 260.237. Custody or Possession of Funds or Securities 
of Clients. 

It shall constitute a fraudulent, deceptive or manipulative act, practice 
or course of business, within the meaning of Section 25235 of the Code, 
for any investment adviser who has custody or possession of any funds 
or securities, except prepaid fees for periodic publications or other advi- 
sory services, in which any client has any beneficial interest to do any act 
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or take any action, directly or indirectly, with respect to any such funds 
or securities, unless: 

(a) all securities of each client are segregated, marked to identify the 
particular client who has the beneficial interest therein, and held in safe- 
keeping in some place reasonably free from risk of destaiction or other 
loss; and 

(b) 

(1) all funds of clients are deposited in one or more bank accounts 
which contain only clients' funds. 

(2) the account or accounts are maintained in the name of the invest- 
ment adviser as agent or trustee for the clients, and 

(3) the investment adviser maintains a separate record for each account 
which shows the name and address of the bank where the account is 
maintained, the dates and amounts of deposits in and withdrawals from 
the account, and the exact amount of each client's beneficial interest in 
the account; and 

(c) the investment adviser, immediately after accepting custody or 
possession of funds or securities from any client, notifies the client in 
writing of the place and manner in which the funds and securities will be 
maintained, and thereafter, if and when there is any change in the place 
or manner in which the funds or securities are being maintained, gives 
each client written notice thereof; and 

(d) the investment adviser sends to each client, not less frequently than 
once every three months, an itemized statement showing the funds and 
securities in the custody or possession of the investment adviser at the 
end of the period, and all debits, credits and transactions in the client's 
account during the period; and 

(e) all funds and securities of clients are verified by actual examination 
at least once during each calendar year by an independent certified public 
accountant or public accountant at a time which shall be chosen by the 
accountant without prior notice to the investment adviser. A certificate 
of the accountant stating that such person has made an examination of the 
funds and securities, and describing the nature and extent of the examina- 
tion, shall be filed with the Commissioner promptly after each examina- 
tion. 

NOTE: Authority cited: Sections 25235, 25237 and 25610, Corporations Code. 
Reference: Sections 25235 and 25237, Corporations Code. 

History 
1. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

§ 260.237.1. Alternative Minimum Financial Requirements 
(Until 1/1/05). 

An investment Adviser licensed prior to 03/01/03 may comply with 
either the minimum financial requirements in this section or in Section 
260.237.2 until January 1, 2005, at which time this section shall become 
inoperative and an investment adviser shall comply with the minimum 
financial requirements in Section 260.237.2. 

(a) No investment adviser who has any power of attorney from any in- 
vestment advisory client to execute transactions or has regular or period- 
ic custody of any of its investment advisory clients' securities or funds, 
including fees for periodic publications or other investment advisory ser- 
vices paid six months or more in advance of the services, shall permit its 
total aggregate indebtedness to exceed 500% of its tangible net capital or 
permit its current aggregate indebtedness to exceed its current net capital; 
and, 

(1) The investment adviser shall at all times have and maintain tangi- 
ble net capital of not less than $25,000.00; or, 

(2) If the investment adviser has any power of attorney from any in- 
vestment advisory client to execute transactions and does not have regu- 
lar or periodic custody or possession of any of its investment advisory cli- 
ents' securities or funds, except the receipt of prepaid subscriptions for 
periodic publications, or other investment advisory services, it shall at all 
times have and maintain tangible net capital of not less than $5,000.00; 
or, 

(3) If the investment adviser receives fees for periodic publications or 
other investment advisory services paid six months or more in advance 



of the services and it does not have the authority described in subsection 
(a)(2) of this section or does not otherwise have regular or periodic custo- 
dy or possession of any of its investment advisory clients' securities or 
funds, it shall at all times have and maintain tangible net capital of not less 
than $1,000.00. 

(b) Exemptions. 

(1) The provisions of subsection (a) of this section shall not apply to 
any investment adviser licensed as a broker-dealer under Section 25210 
of the Code and subject to the capital requirements of Section 260.21 6.1 2 
of these rules. 

(2) The Commissioner may, upon written application, exempt from 
the provisions of this section, either unconditionally or on specified terms 
and conditions, any investment adviser who safisfies the Commissioner 
that, because of the special nature of the investment adviser's business, 
its financial position, and the safeguards it has established for the protec- 
tion of clients' funds and securifies, it is not necessary in the public inter- 
est or for the protection of investors to subject the parficular investment 
adviser to the provisions of this secUon. 

(c) Definitions. For the purposes of subsection (a) of this section, all 
financial information shall be determined in accordance with generally 
accepted accounfing principles; and, 

(1 ) The term "tangible net capital" shall mean the net worth of the in- 
vestment adviser, after excluding 

(A) intangible assets and 

(B) indebtedness which is subordinated to the claims of creditors pur- 
suant to a satisfactory subordinafion agreement as hereinafter defined; 

(2) The term "total aggregate indebtedness" shall mean the total 
money liabilities of the investment adviser including all unearned in- 
come and other deferred credits and excluding indebtedness which is 
subordinated to the claims of creditors pursuant to a safisfactory subordi- 
nation agreement, as hereinafter defined; 

(3) The term "current net capital" shall mean the current assets of the 
investment adviser and 

(A) includes all unpledged, readily marketable securities and 

(B) excludes all advances, loans or other receivables from any subsid- 
iary, holding company, parent, or other affiliate or the officers, directors 
or controlling persons of such entities or the investment adviser; 

(4) The term "current aggregate indebtedness" shall mean the sum of 

(A) 20% of the deferred or unearned income from receipts or revenues 
received on subscriptions for future periods and 

(B) the total of all other current liabilities; 

(5) The term "satisfactory subordination agreement" shall mean a 
written agreement duly executed by the investment adviser and the lend- 
er which effecfively subordinates any right of the lender to demand or re- 
ceive payment or return of the cash or securities loaned to the claims of 
all present and future creditors of the investment adviser. The agreement 
shall provide that the cash or securities are loaned for a term of not less 
than one year and shall be in the form approved by the Commissioner. 

(d) The computation of "total aggregate indebtedness," "tangible net 
capital," "current net capital," and "current aggregate indebtedness" 
shall include the consolidation of assets and liabilifies of any subsidiary 
or affiliate for which it guarantees, endorses or assumes, directly or indi- 
rectly, the obfigafions or liabilities. The assets and liabilities of any sub- 
sidiary or affiliate whose liabilities and obligafions have not been guaran- 
teed, endorsed, or assumed, directly or indirectly, by the investment 
adviser shall not be so consolidated and the investment shall be valued 
at the underlying tangible value of the equity in such subsidiary or affih- 
ate. 

NOTE: Authority cited: Sections 25237 and 25610, Corporations Code. Refer- 
ence: Section 25237, Corporations Code. 

History 

1. Amendment of subsection (a) filed 12-31-75 as an emergency; designated ef- 
fective 1-1-76. Certificate of Compliance included (Register 76, No. 1). 

2. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

3. Amendment of section heading and subsections (a) and (c) filed 1-7-88, opera- 
five 2-6-88 (Register 88, No. 4). 
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4. Amendment of section heading and new first paragraph filed 3^-2003; opera- 
live 4-3-2003 (Register 2003, No. 10). 



§ 260.237.2. Minomum Financial Requirements. 

An investment adviser licensed prior to 03/01/03 may comply with ei- 
ther the minimum financial requirements in this section or in Section 
260.237.1 until January 1, 2005, at which time Section 260.237.1 shall 
become inoperative and an investment adviser shall comply with the 
minimum financial requirements in this section. 

(a) Every investment adviser who has custody of client funds or securi- 
ties shall maintain at all times a minimum net worth of $35,000, and every 
investment adviser who has discretionary authority over client funds or 
securities but does not have custody of client funds or securities, shall 
maintain at all times a minimum net worth of $10,000. 

(b) Every investment adviser who accepts prepayment of more than 
$500 per client and six or more months in advance shall maintain at all 
times a positive net worth. 

(c) Unless otherwise exempted, as a condition of the right to continue 
to transact business in this state, every investment adviser shall, by the 
close of business on the next business day following the discovery that 
the investment adviser's net worth is less than the minimum required, 
notify the Commissioner that the investment adviser's net worth is less 
than the minimum required. After transmitting such notice, by the close 
of business on the next business day each investment adviser shall file a 
report with the Commissioner of its financial condition, including the fol- 
lowing: 

(1) A trial balance of all ledger accounts; 

(2) A statement of all client funds or securities which are not segre- 
gated; 

(3) A computation of the aggregate amount of client ledger debit bal- 
ances; and 

(4) A statement as to the number of client accounts. 

(d) For purposes of this rule, the term "net worth" shall mean an excess 
of assets over liabilities, as determined by generally accepted accounting 
principles, but shall not include as assets: prepaid expenses (except as to 
items properly classified as current assets under generally accepted ac- 
counting principles), deferred charges, goodwill, franchise rights, orga- 
nizational expenses, patents, copyrights, marketing rights, unamortized 
debt discount and expense, and all other assets of intangible nature; 
home, home furnishings, automobile(s), and any other personal items not 
readily marketable in the case of an individual; advances or loans to 
stockholders and officers in the case of a corporation; and advances or 
loans to partners in the case of a partnership. 

(e) For purposes of this rule, a person will be deemed to have custody 
if said person directly or indirectly holds client funds or securities, has 
any authority to obtain possession of them, or has the ability to appropri- 
ate them. 

(f) For purposes of this rule, an investment adviser shall not be deemed 
to be exercising discretion when it places trade orders with a broker-deal- 
er pursuant to a third party trading agreement if 

(1) the investment adviser has executed a separate investment adviser 
contract exclusively with its client which acknowledges that the invest- 
ment adviser must secure client permission prior to effecting securities 
transactions for the client in the client's brokerage account(s), and 

(2) the investment adviser in fact does not exercise discretion with re- 
spect to the account, and 

(3) a third party trading agreement is executed between the client and 
a broker-dealer which specifically limits the investment adviser's au- 
thority in the client' s broker-dealer account to the placement of trade or- 
ders and deduction of investment adviser fees. 

(g) The Commissioner may require that a current appraisal be sub- 
mitted in order to establish the worth of any asset. 

(h) Every investment adviser that has its principal place of business in 
a state other than this state shall maintain only such minimum capital as 
required by the state in which the investment adviser maintains its princi- 
pal place of business, provided the investment adviser is licensed in such 



state and is in compliance with such state's minimum capital require- 
ments. 

(i) This section shall not apply to an investment adviser that has se- 
cured a certificate as a broker-dealer from the Commissioner under Sec- 
tion 252 10 of the Code. 

(j) For purposes of subsecfion (c) this rule, if the failure to discover that 
an investment adviser's net worth is less than the minimum required is 
the result of the investment adviser's failure to keep true, accurate and 
current the books and records required under Section 260.241.3, the in- 
vestment adviser will be deemed to have discovered thai the investment 
adviser's net worth is less that the minimum required by this section. 
NOTE: Authority cited: Sections 25237 and 25610, Corporations Code. Refer- 
ence: Sections 25237 and 25613, Corporations Code. 

History 
1. New section filed 3^1-2003; operative 4-3-2003 (Register 2003, No. 10). 

§ 260.238. Investmenlt Advisers: Fair, Equitable and 
Ethical Principles. 

The following activities do not promote "fair, equitable or ethical prin- 
ciples," as that phrase is used in Section 25238 of the Code: 

(a) Recommending to a client to whom investment supervisory, man- 
agement or consulting services are provided the purchase, sale or ex- 
change of any security without reasonable grounds to believe that the rec- 
ommendation is suitable for the client on the basis of information 
furnished by the client after reasonable inquiry concerning the client's in- 
vestment objectives, financial situation and needs, and any other infor- 
mafion known or acquired by the adviser after reasonable examination 
of such of the client's records as may be provided to the adviser. 

(b) Placing an order to purchase or sell a security for the account of a 
client without authority to do so. 

(c) Placing an order to purchase or sell a security for the account of a 
client upon instruction of a third party without first having obtained a 
written third-party trading authorization from the client. 

(d) Exercising any discretionary power, including any power of attor- 
ney, in placing an order for the purchase or sale of securities without first 
obtaining written discretionary authority, unless the discretionary power 
relates solely to the price at which, or the fime when, an order involving 
a definite amount of a specified security shall be executed, or both. 

(e) Inducing trading in a client's account that is excessive in size and 
frequency in view of the financial resources, investment objectives and 
character of the account. 

(f) Borrowing money or securifies from a client unless the client is a 
broker-dealer, an affiliate of the adviser, or a financial institution en- 
gaged in the business of loaning funds or securities. 

(g) Loaning money to a client unless the adviser is a financial insfitu- 
tion engaged in the business of loaning funds or the client is an affiliate 
of the adviser. 

(h) Misrepresenfing to any advisory client, or any prospective adviso- 
ry client, the qualificafions of the adviser, its representatives or any em- 
ployees, or misrepresenfing the nature of the advisory services being of- 
fered or fees to be charged for such service, or omitting to state a material 
fact necessary to make the statements made regarding the qualifications, 
services or fees, in light of the circumstances under which they are made, 
not misleading. 

(i) Providing a report or recommendation to any advisory client pre- 
pared by someone other than the adviser without disclosing the fact. This 
prohibifion does not apply, however, to a situation where the adviser uses 
published research reports or stafistical analyses to render advice or 
where an adviser orders such a report in the normal course of providing 
service. 

(j) Charging a client an advisory fee that is unreasonable in light of the 
type of services to be provided, the experience and expertise of the advis- 
er, the sophisfication and bargaining power of the client, and whether the 
adviser has disclosed that lower fees for comparable services may be 
available from other sources. 

(k) Failing to disclose to a client in wridng before entering into or re- 
newing an advisory agreement with that client any material conflict of 
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interest relating to the adviser, its representatives or any of its employees, 
which could be reasonably expected to impair the rendering of unbiased 
and objective advice including: 

(1) Compensation arrangements connected with advisory services to 
clients which are in addition to compensation from such clients for such 
services; and 

(2) Charging a client an advisory fee for rendering advice without dis- 
closing that a commission for executing securities transactions pursuant 
to such advice will be received by the adviser, its representatives or its 
employees, or that such advisory fee is being reduced by the amount of 
the commission earned by the adviser, its representatives or employees 
for the sale of securities to the client. 

(/) Guaranteeing a client that a specific result will be achieved (e.g.. a 
gain or no loss) as a result of the advice which will be rendered. 

(m) Disclosing the identity, affairs, or investments of any client to any 
third party unless required by law to do so, or unless consented to by the 
client. 

(n) Entering into, extending or renewing any investment advisory con- 
tract, other than a contract for impersonal advisory services, unless such 
contract is in writing and discloses, in substance, the services to be pro- 
vided, the term of the contract, the advisory fee or the formula for com- 
puting the fee the amount or the manner of calculation of the amount of 
the prepaid fee to be returned in the event of contract termination or non- 
performance, whether the contract grants discretionary power to the ad- 
viser or its representatives. 

(o) Making any untrue statement of a material fact or omitting a state- 
ment of material fact necessary in order to make the statements made, in 
light of the circumstances under which they are made, not misleading in 
the solicitation of advisory clients. 

NOTE: Authority cited: Sections 25238 and 25610, Corporations Code. Refer- 
ence: Section 25238, Corporations Code. 

History 

1. New section filed 5-12-92; operative 6-1 1-92 (Register 92, No. 20). 

2. Editorial correction of printing error in subsection (n) (Register 94, No. 2). 



Article 11. General Provisions Relating to 

Agents, Broker-Dealers and Investment 

Advisers 



§ 260.240. Consent to Service of Process. 

(a) An investment adviser's electronic signature on the Execution 
Page of Form ADV (Uniform Application for Investment Adviser Regis- 
tration, as amended by Securities and Exchange Commission Release 
No. IA-1916, 34-43758 (December 21, 2000), effective January 1, 
2001, and hereby incorporated by reference) (17 CFR 279.1), filed with 
the Investment Adviser Registration Depository ("lARD"), shall consti- 
tute the consent to service of process required under Section 25240 of the 
Code. If an investment adviser has not filed Form ADV with lARD, then 
the consent to service of process required by Section 25240 of the Code 
shall be the investment adviser's written signature on the Execution Page 
of Form ADV filed with the Commissioner. 

(b) A broker-dealer's electronic signature on the Execution Page of 
Form BD (Uniform Application for Broker-Dealer Registration, as 
amended by Securities and Exchange Commission Release No. 41594 
(July 2, 1999), effective July 30, 1999, and hereby incorporated by refer- 
ence) (17 CFR 249.501) in the Central Registration Depository ("CRD") 
shall constitute the consent to service of process required under Section 
25240 of the Code. If the broker-dealer does not file its Form BD with 
CRD, then the consent to service of process required by Section 25240 
of the Code shall be the broker-dealer's written signature on the Execu- 
tion Page of Form BD filed with the Commissioner. 

NOTE: Authority cited: Sections 25240, 25610 and 25612.5, Corporations Code. 
Reference: Section 1633.7, Civil Code; and Sections 25211, 25231, 25240 and 
25612.5, Corporations Code. 



History 

1 , Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

2. Repealer and new section and amendment of NOTi; filed 3-4-2003: operative 
4-3-2003 (Register 2003, No. 10). 

§ 260.241. Books and Records of Broker-Dealers. 

(a) Unless otherwise provided by order of the Commissioner, every 
broker-dealer shall make, maintain, and preserve books and records in 
compliance with U.S. Securities and Exchange Commission rules 
15c2-ll (17 CFR 240.15c2-ll), 15g-2(c) (17 CFR 240.15g-2(c)), 
15g-4(b)(2) (17 CFR 240.15g^(b)(2)), 15g-5(b)(2) (17 CFR 
240.15g-5(b)(2)), 15g-6(0 (17 CFR 240.15g-6(f)), 17a-3 (17 CFR 
240.17a-3), and 17a^ (17 CFR 240.17a^), all of which are incorpo- 
rated by reference. 

(b) For purposes of the application of the above-referenced U.S. Secu- 
rities and Exchange Commission rules, "member" shall also mean "bro- 
ker-dealer" as defined in Corporations Code Section 25004, "associated 
person" shall also mean "agent" as defined in Corporations Code Section 
25003, and "securities regulatory authority" shall also mean the Depart- 
ment of Corporations. 

NOTE: Authority cited: Sections 25241 and 25610, Corporations Code. Refer- 
ence: Section 25241, Corporations Code. 

History 

1. Amendment of subsections (a) (11) and (b) filed 12-31-75 as an emergency; 
designated effective 1-1-76. Certificate of Compliance included (Register 76, 
No. 1). For prior history, see Register 75, No. 4. 

2. Amendment of subsections (a)(] 1 ) and (a)(12)(viii) filed 9-2-77; effecfive thir- 
tieth day thereafter (Register 77, No. 36). 

3. Amendment of subsection (b) filed 6-2-78; effective thirtieth day thereafter 
(Register 78, No. 22). 

4. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

5. Amendment of subsection (a), repealer of subsections (a)(12)-(a)(12)(ix), and 
new subsections (a)(12)-(14) filed 6-1-98; operative 6-1-98 pursuant to Gov- 
ernment Code section 11343.4(d) (Register 98, No. 23). 

6. Amendment of subsections (a), (a)(12), (b)(1) and (b)(2) filed 1-23-2001; op- 
erative 1-23-2001 pursuant to Government Code section 1 1 343.4(c) (Register 
2001, No. 4). 

7. Repealer and new section filed 3-6-2008; operative 4-5-2008 (Register 2008, 
No. 10). 

§ 260.241 .1 . Preservation of Records. [Repealed.] 

NOTE: Authority cited: Sections 25241 and 25610, Corporations Code. Refer- 
ence: Section 25241, Corporations Code. 

History 

1. Amendment of subsection (f) filed 7-13-70; effective thirtieth day thereafter 
(Register 70, No. 29). 

2. New subsection (b)(8) filed 9-2-77; effective thirtieth day thereafter (Register 
77, No. 36). 

3. New subsections (b)(9) and (h) filed 6-2-78; effective thirtieth day thereafter 
(Register 78, No. 22). 

4. Amendment filed 4-27-84: effective thirtieth day thereafter (Register 84, No. 
18). 

5. Amendment of subsection (f) filed 1-7-88; operative 2-6-88 (Register 88, No. 
4). 

6. Repealer filed 3-6-2008; operative 4-5-2008 (Register 2008, No. 10). 

§ 260.241.2. Reports by Broker-Dealers and Investment 
Advisers. 

(a) General Rule. Subject to the provisions of subsection (c) of this sec- 
tion, every licensed broker-dealer, and every Hcensed investment advis- 
er subject to the provisions of Section 260.237.2 of these rules, shall file 
an annual financial report, as follows: 

(1) The annual report for a broker-dealer shall contain a Statement of 
Financial Condition, a Statement of Income, a Statement of Changes in 
Stockholders' or Partners' or Sole Proprietor's Equity and a Statement 
of Changes in Liabilities Subordinated to Claims of General Creditors. 
Supporting schedules shall include a Schedule of Securities, a Computa- 
tion of Net Capital under Rule 15c3-l under the Securiries Exchange Act 
of 1934 (17 CFR 240.15c3-l), a Computation for Determination of the 
Reserve Requirement under Rule 15c3-3(a) (17 CFR 240.15c3-3(a)), 
Information Relating to the Possession or Control Requirements under 
Rule 15c3-3 (17 CFR 240.15c3-3), and shall be filed with the annual re- 
port. 
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(2) The annual report for an investment adviser shall contain a balance 
sheet, income statement, and computations of the minimum financial re- 
quirements required under Section 260.237.2 of these ailes. 

(3) The financial statements included in the annual report shall be pre- 
pared in accordance with generally accepted accounting principles and 
shall be audited by either an independent certified public accountant or 
independent public accountant; provided, however, the financial state- 
ments need not be audited if: 

The broker-dealer or investment adviser has not held or accepted cus- 
tody of funds and securities for or owed money or securities to customers 
or clients during the period covered by the report; and 

(A) if the licensee is a broker-dealer, the securities business has been 
limited to soliciting subscriptions for securities of an issuer and the brok- 
er-dealer promptly forwarded the subscriptions to the issuer, underwrit- 
er, sponsor or other distributor of the securities and received checks, 
drafts, notes or other evidence of indebtedness payable solely to the issu- 
er, underwriter, sponsor or distributor who delivered the securities pur- 
chased directly to the subscriber; and 

(B) if the licensee is an investment adviser, the investment adviser only 
has discretionary authority over client funds or securities, the investment 
adviser has taken only limited powers of attorney to execute transactions 
on behalf of its clients, or the investment adviser does not accept prepay- 
ment of more than $500 per client for more than six months in advance; 
or 

(C) as otherwise permitted by the Commissioner. 

(4) The report shall be filed not more than 90 days after the investment 
adviser or broker-dealer's fiscal year end. 

(5) Whenever the Commissioner so requires, a financial report shall 
be filed as of the date, and within the period, and in the form specified in 
the Commissioner's request. The Commissioner may require the finan- 
cial report to be audited. 

(b) Verification of Reports. Attached to each financial report filed with 
the Commissioner shall be a verification that, to the best knowledge and 
belief of the person making the verification, 

( 1) the financial statements and supporting schedules are true and cor- 
rect, and 

(2) neither the broker-dealer nor any partner, officer, or director there- 
of has any proprietary interest in any account classified solely as that of 
a customer. If the broker-dealer or investment adviser is a sole propri- 
etorship, the verification shall be made by the proprietor; if a partnership, 
by a general partner; or if a corporation, by a duly authorized officer. 

(c) Exemption. The provisions of subsection (a) of this section shall 
not apply to any broker-dealer registered under the Securities Exchange 
Act of 1934 (15 use 78a et seq.), provided that, upon request of the 
Commissioner, the broker-dealer files with, or transmits for filing to, the 
Commissioner a copy of any report under Rule 17a-5 (17 CFR 
240.17a-5). 

(d) Interim Reports. 

(1) Every broker-dealer subject to the provisions of Section 
260.216.12 of these rules shall file a report within 15 days after 

(A) its net capital is reduced to 120% of its required minimum net capi- 
tal or 

(B) if the broker-dealer computes its net capital pursuant to 17 CFR 
240. 1 5c3-l (c), its aggregate indebtedness is in excess of 1 200% of its net 
capital or 

(C) if the broker-dealer computes its net capital pursuant to 1 7 CFR 
240.15c3-l(f), its net capital is reduced to less than 5% of the aggregate 
debit items computed in accordance with 17 CFR 240.15c3-3, Exhibit 
A. 

(2) Every investment adviser subject to the provisions of Section 
260.237.2 of these rules shall file a report within 15 days after its net 
worth is reduced to less than 120% of its required minimum net worth. 

(3) The report required by subsections (d)(1) and (d)(2) of this section 
shall be as of a date within the 1 5 day period. Additional reports shall be 
filed within 15 days after each subsequent monthly accounting period un- 



til three successive months have elapsed during which none of the condi- 
tions specified in subsection (d)(1) or (d)(2) of this section have occurred. 

(4) For an investment adviser, the interim report shall consist of a bal- 
ance sheet, income statement, and computation of the minimum financial 
requirement under Section 260.237.2 of these rules, including the verifi- 
cation in subdivision (b) of this section. 

(5) For a broker-dealer not registered under the Securities Exchange 
Act of 1 934 (15 use 78a et seq.), the interim report shall consist of a bal- 
ance sheet, income statement, and a computation of the minimum finan- 
cial requirement under Section 260.216.12 of these rules. 

(6) For a broker-dealer registered under the Securities Exchange Act 
of 1934 (15 use 78a et seq.), the interim report shall consist of a copy 
of the notice required pursuant to Rule 17a-ll(c) (17 CFR 
240. 17a-l 1(c)). 

(e) Confidential Treatment. 

All of the statements filed pursuant to subsections (a), (c), and (d) shall 
be public, except that upon request an income statement that is bound 
separately from the balance of the annual financial statements shall be 
confidential, except in cases where the Commissioner determines that it 
is in the public interest to direct otherwise. 

NOTE: Authority cited: Sections 25241 and 25610, Coiporations Code. Refer- 
ence: Sections 25237. 25241 and 25613, Corporations Code. 

History 

1. Amendment of subsection (d) filed 12-31-75 as an emergency; designated ef- 
fective 1-1-76. Certificate of Compliance included (Register 76, No. 1). For 
prior history, see Register 75, No. 4. 

2. Amendment filed 9-2-77; effective thirtieth day thereafter (Register 77, No. 
36). 

3. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 

4. Amendment of subsections (a) (2), (c) and (e) filed 1-7-88 operative 2-6-88 
(Register 88, No. 4). 

5. Amendment of section and NOTE filed 3-^-2003; operative 4-3-2003 (Register 
2003, No. 10). 

6. Amendment of section and Note filed 3-6-2008; operative 4-5-2008 (Register 
2008, No. 10). 

§ 260.241 .3. Books and Records to Be Maintained by 
Investment Advisers. 

(a) Every licensed investment adviser shall make and keep true, accu- 
rate and current the following books and records relating to such person's 
investment advisory business: 

(1) A journal or journals, including cash receipts and disbursements 
records, and any other records of original entry forming the basis of en- 
tries in any ledger. 

(2) General and auxiliary ledgers (or other comparable records) re- 
flecting asset, liability, reserve, capital, income and expense accounts. 

(3) A memorandum of each order given by the investment adviser for 
the purchase or sale of any security, of any instruction received by the in- 
vestment adviser from a client concerning the purchase, sale, receipt or 
delivery of a parficular security, and of any modification or cancellation 
of any such order or instruction. Such memoranda shall show the terms 
and conditions of the order, instruction, modification or cancellation; 
shall identify the person connected with the investment adviser who rec- 
ommended the transaction to the client and the person who placed such 
order; and shall show the account for which entered, the date of entry, and 
the bank or broker-dealer by or through whom executed where appropri- 
ate. Orders entered pursuant to the exercise of a power of attorney shall 
be so designated. 

(4) All check books, bank statements, cancelled checks and cash rec- 
onciliations of the investment adviser. 

(5) All bills or statements (or copies thereof), paid or unpaid, relating 
to the business of the investment adviser as such. 

(6) All trial balances, financial statements, worksheets that contain 
computations of minimum financial requirements required under Sec- 
tion 260.237.1 or Section 260.237.2, as applicable, of these rules, and in- 
ternal audit working papers relating to the business of such investment 
adviser. 
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(7) Originals of all written communications received and copies of all 
written communications sent by such investment adviser relating to (i) 
any recommendation made or proposed to be made and any advice given 
or proposed to be given, (ii) any receipt, disbursement or delivery of 
funds or securities, or (iii) the placing or execution of any order to pur- 
chase or sell any security; provided, however, that the investment adviser 
shall not be required to keep any unsolicited market letters and other sim- 
ilar communications of general pubUc distribution not prepared by or for 
the investment adviser; and provided that if the investment adviser sends 
any notice, circular or other advertisement offering any report, analysis, 
publication or other investment advisory service to more than 10 persons, 
the investment adviser shall not be required to keep a record of the names 
and addresses of the persons to whom it was sent, except that if such no- 
tice, circular or advertisement is distributed to persons named on any list, 
the investment adviser shall retain with the copy of such notice, circular 
or advertisement a memorandum describing the list and the source there- 
of. 

(8) A list or other record of all accounts in which the investment advis- 
er is vested with any power of attorney with respect to the funds, securi- 
ties or transactions of any client. 

(9) All powers of attorney and other evidences of the granting of any 
discretionary authority by any client to the investment adviser, or copies 
thereof. 

(10) All written agreements (or copies thereof) entered into by the in- 
vestment adviser with any client or otherwise relating to the business of 
such investment adviser as such. 

(1 1 ) A copy of each notice, circular, advertisement, newspaper article, 
investment letter, bulletin or other communication recommending the 
purchase or sale of a specific security, which the investment adviser cir- 
culates or distributes, directly or indirectly, to 10 or more persons (other 
than investment supervisory clients or persons connected with such in- 
vestment adviser), and if such notice, circular, advertisement, newspaper 
article, investment letter, bulletin or other communication does not state 
the reasons for such recommendation, a memorandum of the investment 
adviser indicating the reasons therefor. 

( 1 2) A record of every transaction in a security in which the investment 
adviser or any advisory representative (as hereinafter defined) of such in- 
vestment adviser has, or by reason of such transaction acquires, any di- 
rect or indirect beneficial ownership, except (i) transactions effected in 
any account over which neither the investment adviser nor any advisory 
representative of the investment adviser has any direct or indirect influ- 
ence or control; and (ii) transactions in securities which are direct obliga- 
tions of the United States. Such record shall state the title and amount of 
the security involved; the date and nature of the transaction (i.e., pur- 
chase, sale or other acquisition or disposition); the price at which it was 
effected; and the name of the broker-dealer or bank with or through 
whom the transaction was effected. Such record may also contain a state- 
ment declaring that the reporting or recording of any such transaction 
shall not be construed as an admission that the investment adviser or ad- 
visory representative has any direct or indirect beneficial ownership in 
the security. A transaction shall be recorded not later than 10 days after 
the end of the calendar quarter in which the transaction was effected. 

For purposes of this subsection (12): 

(A) The term "advisory representative" shall mean any partner, officer 
or director of the investment adviser; any employee who makes any rec- 
ommendation, who participates in the determination of which recom- 
mendation shall be made, or whose functions or duties relate to the deter- 
mination of which recommendation shall be made; any employee who, 
in connection with such person's duties, obtains any information con- 
cerning which securities are being recommended prior to the effective 
dissemination of such recommendations or of the information concern- 
ing such recommendations; and any of the following persons who obtain 
information concerning securities recommendations being made by such 
investment adviser prior to the effective dissemination of such recom- 
mendations or of the information concerning such recommendations: (i) 
any person in a control relationship to the investment adviser, (ii) any af- 



filiated person of such controlling person and (iii) any affiliated person 
of such affiliated person. 

(B) The term "control" shall mean the power to exercise a controlling 
influence over the management and policies of a person, unless such 
power is solely the result of an official posifion with such person. 

An investment adviser shall not be deemed to have violated the provi- 
sions of this subsection (12) because of its failure to record securities 
transactions of any advisory representative if it estabhshes that it insti- 
tuted adequate procedures and used reasonable diligence to obtain 
promptly reports of all transactions required to be recorded. 

(13) Notwithstanding the provisions of subsection (12) above, where 
the investment adviser is primarily engaged in a business or businesses 
other than advising registered investment companies or other advisory 
clients, a record must be maintained of every transaction in a security in 
which the investment adviser or any advisory representative (as hereinaf- 
ter defined) of such investment adviser has, or by reason of such transac- 
tion acquires, any direct or indirect beneficial ownership, except (i) trans- 
actions effected in any account over which neither the investment adviser 
nor any advisory representafive of the investment adviser has any direct 
or indirect influence or control; and (ii) transactions in securities which 
are direct obligations of the United States. Such record shall state the title 
and amount of the security involved; the date and nature of the transac- 
tion (i.e., purchase, sale or other acquisifion or disposition); the price at 
which it was effected; and the name of the broker-dealer or bank with or 
through whom the transaction was effected. Such record may also con- 
tain a statement declaring that the reporting or recording of any such 
transaction shall not be construed as an admission that the investment ad- 
viser or advisory representative has any direct or indirect beneficial own- 
ership in the security. A transaction shall be recorded not later than 10 
days after the end of the calendar quarter in which the transaction was ef- 
fected. 

For the purposes of this subsection (13): 

(A) The term "advisory representative," when used in connection with 
a company primarily engaged in a business or businesses other than ad- 
vising registered investment companies or other advisory clients, shall 
mean any partner, officer, director or employee of the investment adviser 
who makes any recommendation, who participates in the determination 
of which recommendation shall be made, or whose functions or duties 
relate to the determination of which recommendation shall be made, or 
who, in connecfion with its duties, obtains any information concerning 
which securities are being recommended prior to the effective dissemina- 
tion of such recommendations or of the information concerning such rec- 
ommendations; and any of the following persons who obtain information 
concerning securities recommendations being made by such investment 
adviser prior to the effective disseminafion of such recommendations of 
the informadon concerning such recommendations: (i) any person in a 
control relationship to the investment adviser, (ii) any affiliated person 
of such controlling person and (iii) any affiliated person of such affiliated 
person. 

(B) The term "control" shall mean the power to exercise a controlling 
influence over the management and policies of a person, unless such 
power is solely the result of an official posidon with such person. 

(C) An investment adviser is "primarily engage in a business or busi- 
nesses other than advising registered investment companies or other ad- 
visory clients" when, for each of its most recent three fiscal years or for 
the period of time since organizadon, whichever is lesser, the investment 
adviser derived, on an unconsolidated basis, more than 50% of (i) its total 
sales and revenues, and (ii) its income (or loss) before income taxes and 
extraordinary items, from other business or businesses. 

An investment adviser shall not be deemed to have violated the provi- 
sions of this subsection (13) because of such person's failure to record 
securides transactions of any advisory representative if it establishes that 
it insdtuted adequate procedures and used reasonable diligence to obtain 
prompfly reports of all transacdons required to be recorded. 
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(14) A properly completed and executed Customer Authorization of 
Disclosure of Financial Records (Section 260.23 l(i)). 

(1 5) If the investment adviser is an individual owner (e.g., sole propri- 
etorship), a properly completed and executed Statement of Citizenship, 
Alienage, and Immigration Status form (Section 250.61) and any docu- 
ments establishing proof thereof. 

(16) Evidence of compliance with Section 260.236 and the investiga- 
tion of each investment adviser representative. 

(J 7) For investment advisers filing through lARD, copies, with origi- 
nal signatures of the investment adviser's appropriate signatory and the 
investment adviser representative, of each initial Form U-4. 

(b) If a licensed investment adviser has custody or possession of secu- 
rities or funds of any client, the records required to be made and kept un- 
der Subsection (a) above shall include: 

(1) A journal or other record showing all purchases, sales, receipts and 
deliveries of securities (including certificate numbers) for such accounts 
and all other debits and credits to such accounts. 

(2) A separate ledger account for each such client showing all pur- 
chases, sales, receipts and deliveries of securities, the date and price of 
each such purchase or sale, and all debits and credits. 

(3) Copies of confirmations of all transactions effected by or for the 
account of any such client. 

(4) A record for each security in which any such client has a position, 
which record shall show the name of each such client having any interest 
in such security, the amount of interest of each such client, and the loca- 
tion of each such security. 

(c) Every licensed investment adviser who renders any investment su- 
pervisory or management service to any client shall, with respect to the 
portfolio being supervised or managed and to the extent that the informa- 
tion is reasonably available to or obtainable by the investment adviser, 
make and keep true, accurate and current: 

(1) Records showing separately for each such client the securities pur- 
chased and sold, and the date, amount and price of each such purchase 
or sale. 

(2) For each security in which any such client has a current position, 
information from which the investment adviser can promptly furnish the 
name of each such chent, and the current amount of the interest of such 
client. 

(d) Any books or records required by this section may be maintained 
by the investment adviser in such manner that the identity of any client 
to whom such investment adviser renders investment supervisory ser- 
vices is indicated by numerical or alphabetical code or some similar des- 
ignation. 

(e)( I) All books and records required to be made under the provisions 
of subsections (a) to (c)(1), inclusive, of this section shall be maintained 
and preserved in an easily accessible place for a period of not less than 
five years from the end of the fiscal year during which the last entry was 
made on such record, the first two years in an appropriate office of the 
investment adviser. 

(2) Charter documents, minute books and stock cerfificate books of the 
investment adviser and of any predecessor, shall be maintained in the 
principal office of the investment adviser and preserved undl at least 
three years after termination of the enterprise. 

(f) A licensed investment adviser, before ceasing to conduct or discon- 
finuing business as an investment adviser, shall arrange for and be re- 
sponsible for the preservation of the books and records required to be 
maintained and preserved under this section for the remainder of the peri- 
od specified in this section, and shall notify the Commissioner in writing 
of the exact address where such books and records will be maintained 
during such period. 

(g)(1) The records required to be maintained and preserved pursuant 
to this rule may be produced or reproduced by photograph on film or, as 
provided in paragraph (g) (2) below, on magnetic disk, tape or other com- 
puter storage medium, and be maintained and preserved for the required 
dme in that form. If records are produced or reproduced by photographic 
film or computer storage medium, the investment adviser shall: 



(A) arrange the records and index the films or computer storage me- 
dium so as to permit the immediate location of any pardcular record; 

(B) be ready at all fimes to promptly provide any facsimile enlarge- 
ment of film or computer printout or copy of the computer storage me- 
dium which the Commissioner, the Commissioner's examiners or other 
representadves of the Commissioner may request; 

(C) store separately from the original one other copy of the file or com- 
puter storage medium for the time required; 

(D) with respect to records stored on computer storage medium, main- 
tain procedures for maintenance and preservation of and access to, re- 
cords so as to reasonably safeguard records from loss, alteration, or de- 
stmcdon, and 

(E) with respect to records stored on photographic film, at all dmes 
have available for examinadon by the Commissioner, the Commission- 
er's examiners or other representadves of the Commissioners its records 
pursuant to Secdon 25241 of the Code facilides for immediate, easily 
readable projecdon of the film and for producing easily readable facsim- 
ile enlargements. 

(2) Pursuant to subsecdon (g) (1) an adviser may maintain and pre- 
serve on computer tape or disk or other computer storage medium re- 
cords which, in the ordinary course of the adviser's business, are created 
by the adviser on electronic media or are received by the adviser solely 
on electronic media or by electronic data transmission. 

(h)(1) Any book or other record made, kept, maintained and preserved 
in compliance with secdons 260.241 and 260.241.1 of these rules, which 
is substantially the same as the book or other record required to be made, 
kept, maintained and preserved under this secdon, shall sadsfy the re- 
quirements of this secdon. 

(2) A record made and kept pursuant to any provision of subsecdon (a) 
of this section, which contains all the information required under any oth- 
er provision of subsecdon (a), need not be maintained in duplicate in or- 
der to meet the requirements of the other provision of subsecdon (a) of 
the secdon. 

(i) As used in this secdon, the terms "power of attorney" and "discre- 
tionary authority" do not include discretion as to the price at which or the 
time when a transaction is or is to be effected, if, before the order is given 
by the investment adviser, the client has directed or approved the pur- 
chase or sale of a definite amount of the pardcular security. 

(j) Any investment adviser who is subject to the minimum financial re- 
quirements of Section 260.237.1 or Section 260.237.2, as applicable, 
shall, in addition to the records otherwise required under this section, 
maintain a record of the proof of money balances of all ledger accounts 
in the form of trial balances and a record of the computations of net capi- 
tals and aggregate indebtedness pursuant to Section 260.237.1 of these 
ailes or minimum net worth pursuant to Section 230.237.2 of these rules 
(as of the trial balance date). The trial balances and computations shall 
be prepared currentiy at least once a month. 

NOTE: Authority cited: Sections 25241 and 25610, Corporations Code. Refer- 
ence: Sections 25230, 25236, 25237, 25241 and 25613, Corporations Code. 

History 

1 . Amendment of subsection (a)( 12)( A) filed 2-8-78; effective thirtieth day there- 
after (Register 78, No. 6). For prior history, see Register 77, No. 36. 

2. Editorial correction of subsection (a) filed 1 1-9-82 (Register 82, No. 46). 

3. Amendment of subsection (j) filed 4-27-84; effective thirtieth day thereafter 
(Register 84, No. 18). 

4. Amendment of subsection (g) filed 1-7-88; operative 2-6-88 (Register 88, No. 
4). 

5. Amendment of subsection (a)(6), new subsections (a)(14)-(]7), amendment of 
subsection (j) and amendment of Note filed 3-4-2003; operative 4-3-2003 
(Register 2003, No. 10). 

§ 260.241.4. Notice of Changes by Broker-Dealer and 
Investment Adviser. 

(a) Each licensed broker-dealer and each licensed investment adviser 
shall, upon any change in the information contained in its application for 
a certificate (other than financial information contained therein) prompt- 
ly file an amendment to such application setting forth the changed in- 
formation. 
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(b) A licensed broker-dealer that is a member of the National Associ- 
ation of Securities Dealers Regulation, Inc., shall file changed informa- 
tion contained in its Form BD and any schedule thereto, through the Cen- 
tral Registration Depository ("CRD") in accordance with its procedures 
for transmission to the Commissioner. If the broker-dealer does not par- 
ticipate in CRD, the broker-dealer shall file changed information direct- 
ly with the Commissioner. 

(c) A licensed broker-dealer shall notify the Commissioner of the em- 
ployment of any new agent in California and of the termination of em- 
ployment of any agent in California in accordance with Section 260.210. 

(d) A licensed investment adviser shall file changed information con- 
tained in its Form ADV with the Investment Adviser Registration Depos- 
itory ("lARD") in accordance with its procedures for transmission to the 
Commissioner. 

(e) A licensed investment adviser shall file an annual updating amend- 
ment, in accordance with the instruction in Form ADV, with lARD in ac- 
cordance with its procedures for transmission to the Commissioner with- 
in ninety (90) days of the end of the investment adviser's fiscal year. 

(f) A licensed investment adviser shall notify the Commissioner of the 
employment or engagement of any new investment adviser representa- 
tive, as defined in Section 25009.5(a) of the Code and the termination 
thereof in accordance with Section 260.236.1. 

NOTE: Authority cited: Sections 25231, 25241 and 25610, Corporations Code. 
Reference: Section 1798.18, Civil Code; and Sections 25210, 25230, 25231, 
25241, 25612.3 and 25612.5, Corporations Code. 

History 

1 . Repealer of subsection (c) filed 6-1 8-76 as an emergency; effective upon filing. 
Certificate of Compliance included (Register 76, No. 25). 

2. Amendment filed 9-2-77; effective thirtieth day thereafter (Register 77, No. 
36). 

3. Amendment of subsection (b) filed 1 1-29-79 as an emergency; designated ef- 
fective 1-1-80. Certificate of Compliance included (Register 79, No. 48). 

4. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 

5. Relettering of former subsection (b) to subsection (c) and new subsection (b) 
filed 1-3-89; operative 2-1-89 (Register 89, No. 2). 

6. Change without regulatory effect amending subsection (b) filed 9-25-2002 pur- 
suant to section 1 00, title 1 , California Code of Regulations (Register 2002, No. 
39). 

7. Amendment of subsections (b)-(c), new subsections (d)-(f) and amendment of 
NOTi; filed 3-4-2003; operative 4-3-2003 (Register 2003, No. 10). 

8. Amendment of section and NOTE filed 3-6-2007; operative 4-5-2007 (Reeister 
2007, No. 10). 

§ 260.241 .5. Notice of Complaint. 

Each licensed broker-dealer and each licensed investment adviser 
who has filed a complaint against any of its partners, officers or, directors 
or, agents employed in California or associated persons (in the case of an 
investment adviser) with any law enforcement agency, any other regula- 
tory agency having jurisdiction over the securities industry, or with any 
bonding company regarding any loss arising from alleged acts of such 
person, shall send a copy of such complaint to the Commissioner, within 
10 days following its filing with such other agency or bonding company. 
NOTE; Authority cited: Secfions 25241 and 25610, Corporations Code. Refer- 
ence: Section 25241, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

2. Amendment filed 1-7-88; operafive 2-6-88 (Register 88, No. 4). 

§ 260.241 .6. Quarterly Security Counts. 

(a) Every licensed broker-dealer, except such broker-dealers operat- 
ing subject to all limitations provided in paragraph (a)(2) of Rule 15c3-l 
under the Securities Exchange Act of 1934 (17 CFR 240.15c3-l) shall, 
at least once in each calendar quarter-year; 

(1) physically examine and count all securities held; 

(2) account for all securities in transfer, in transit, pledged, loaned, 
borrowed, deposited, failed to receive and failed to deliver or otherwise 
subject to such person's control or direction but not in his physical pos- 
session by examination and comparison of the supporting detail records 
with the appropriate ledger control accounts; 



(3) verify all securities in transfer, in transit, pledged, loaned, bor- 
rowed, deposited, failed to receive and failed to deliver or otherwise sub- 
ject to such person's control or direction but not in such person's physical 
possession, where such securities have been in said status for longer than 
thirty days; 

(4) compare the results of the count and verification with such person's 
records; and 

(5) record on the books and records of the broker-dealer all unresolved 
differences setting forth the security involved and the date of comparison 
in a security count difference account no later than seven business days 
after the date of each such security examination, count, and verification 
in accordance with the requirements provided in (b) hereof; provided, 
however, that such procedures need not be carried out by the broker- 
dealer for the calendar quarter-year during which the date of such per- 
son's annual report of financial condition pursuant to Section 
260.241 .2(a) of these rules falls; and further provided, that no examina- 
tion, count, verification and comparison for the purpose of this rule shall 
be within two months of or more than four months following a prior ex- 
amination, count, verification and comparison inade hereunder. 

(b) The examination, count, verification and comparison may be made 
either as of a date certain or on a cyclical basis covering the entire list of 
securities. In either case the recordation shall be effected within seven 
business days subsequent to the examination, count, verification and 
comparison of a particular security. In the event that an examination, 
count, verification and comparison is made on a cyclical basis, it shall not 
extend over more than one calendar quarter-year, and no security shall 
be examined, counted, verified or compared for the purpose of this rule 
less than two months or more than four months after a prior examination, 
count, verification and comparison. 

(c) The examination, count, verification and comparison shall be made 
or supervised by persons whose regular duties do not require them to 
have responsibility for the proper care and protection of the securities or 
the making or preservation of the subject records. 

(d) The Commissioner, may, upon written request, exempt from the 
provisions of this rule, either unconditionally or on specified terms and 
conditions, any broker-dealer who satisfies the Commissioner that it is 
not necessary in the public interest and for the protection of investors to 
subject the particular broker-dealer to certain or all of the provisions of 
this rule, because of the special nature of such person' s business, the safe- 
guards such person has established for the protection of customers' funds 
and securities or such other reason as the Commissioner deems appropri- 
ate. 

NOTE: Authority cited: Sections 25241 and 25610, Corporations Code. Refer- 
ence: Section 25241, Corporations Code. 

History 

1 . New section filed 7-20-72: effective thirtieth day thereafter (Register 72, No. 
30). 

2. Amendment of subsection(a) filed 1-22-75; effective thirtieth day thereafter 
(Register 75, No. 4). 

3. Amendment filed 4-27-84; effective thirtieth day thereafter (Register 84, No. 
18). 



§ 260.242. Surrender of Certificate as a Broker-Dealer or 
Investment Adviser. 

(a) An application to surrender a certificate as a broker-dealer shall be 
filed on Form BDW. Each licensed broker-dealer that is a member of the 
National Association of Securities Dealers Regulation, Inc. shall file 
Form BDW through the Central Registration Depository in accordance 
with its procedures for transmission to the Commissioner. All other bro- 
ker-dealers shall file Form BDW directly with the Commissioner. 

(b) An application to surrender a certificate as an investment adviser 
shall be filed on Form ADV-W in accordance with the instructions in 
Form ADV-W. Form ADV-W shall be filed with the Investment Advis- 
er Registration Depository (lARD) in accordance with its procedures for 
transmission to the Commissioner. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25231, 25242, 25612.3 and 25612.5, Corporations Code. 
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History 

1 . Amendnient of form filed 5-14-69'; effective thirtieth day thereafter (Register 
69, No. 20). 

2. Amendment filed .1-1-74; effective thirtieth day thereafter (Register 74, No. 9). 

3. Amendment of Items 12, 15 and 16 filed 1 1-14-78; effective thirtieth day there- 
after (Register 78, No. 45). 

4. Amendment of Item 12 filed 11 -29-79 as an emergency; designated effective 
1-1-80. Certificate of Compliance included (Register 79, No. 48). 

5. Editorial cortection of Item 9 (Register 80, No. 4). 

6. Repealer and new section filed 1-3-89; operative 2-1-89 (Register 89, No. 2). 

7. Change without regulatory effect amending certification filed 9-25-2002 pur- 
suant to section 1 00, title 1 , California Code of Reculations (Register 2002, No. 
39). 

8. Repealer and new section and amendment of NOTi: filed 3-4-2003; operative 
4-3-2003 (Register 2003, No. 10). 

9. Amendment of section and Note filed 3-6-2007; operative 4-5-2007 (Register 
2007, No. 10). 



Article 1: 



AdvertBsinig Securities 



§ 260.300. Filiog and Use of Advertisements. 

The Department will not issue letters of nondisapproval of advertising 
filed under Section 25300 of the Code. However, if the person desiring 
to use the advertisement requests an order shortening the three-day wait- 
ing period before use of the advertisement becomes permissible under 
that Section, such order will be issued when an appropriate showing of 
the need therefor is made by the filer. Any permit issued by the Cominis- 
sioner shall automatically constitute an order shortening the three-day 
waiting period with respect to any advertisement on file at the time of the 
issuance of the permit, relating to the offer and sale of the securities cov- 
ered by the permit, so as to permit the use of such advertisement at any 
time thereafter. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25300, Corporations Code. 

History 

1. Editorial con-ection adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

2. Editorial correction of NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.300.1 . Exemption for Advertisement of SaSes by 
Secured Party or Fiduciary. 
There is hereby exempted from the provisions of Secfion 25300(a) of 
the Code as not being comprehended within the purposes of said Section, 
any adverfisement for any security in a nonissuer transacfion if the offer 
of such security is exempted by Subdivision (e) or Subdivision (f) of Sec- 
fion 25104. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25300, Corporations Code. 

History 

1. New section filed 5-14-69; effective thirtieth day thereafter (Register 69, No. 
20). 

2. Editorial con-ection of NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.300.2. Qualified Investment Companies. 

An investment company with a currenfiy effecfive qualification under 
Section 25111(c) of the Code is permitted to comply with Section 
25300(a) of the Code by filing an adverfisement subject to the provisions 
of that secfion within 10 calendar days after its inifial publicafion in this 
state; an investment company qualified under Section 25111(d) of the 
Code is exempted from Section 25300(a) of the Code. 
NOTE: Authority cited: Sections 25610 and 25300, Corporations Code. Refer- 
ence: Section 25300, Corporations Code. 

History 
1. New section filed 4-23-86; effective upon filing pursuant to Government Code 

Section 11346.2(d) (Register 86, No. 17). 



§ 260.302. Standards Relating to Advertisements. 

Any advertisement of securifies (other than a tombstone adverfise- 
ment) should disclose, fairly and accurately, such relevant facts conceiTi- 
ing the nature of the securities, their terms and conditions, and the nature 
and financial condition of the business enterprise as are necessary to 
make the advertisement not misleading. Normally, any advertisement 
should comply with the following standards: 

(a) An advertisement should not contain any statement or inference 
that an investment in the security is safe, or that continuation of earnings 
or dividends is assured, or that failure, loss, or default is impossible or 
unlikely. 

(b) An advertisement (other than a tombstone advertisement) should 
disclose all relevant details relating to promotional shares, options, war- 
rants and rights issued or proposed to be issued by the company. 

(c) Any statement in an advertisement (other than a tombstone adver- 
fisement) relafing to the financial condition of the issuer should comply 
with the following: 

(1 ) Any statement relating to the current or past financial condition of 
an issuer should be clear, intelligible and reasonably complete. 

(2) A statement purporting to show the current financial condition of 
an issuer should be prepared as of a date reasonably close to the time at 
which the advertisement is used and should disclose the date on which 
it was prepared and the date to which the issuer's financial condition is 
reflected therein. 

(3) A statement purporting to show the past financial condition of an 
issuer should be accompanied by a current financial statement prepared 
in accordance with Clause (2) of this Subsection. 

(4) A statement purporfing to show the average earnings of an issuer 
for a period of more than one year should be accompanied by a statement 
of the earnings for each of the individual years within the period covered 
if there are any significant variations within such period. 

(5) No "Pro Forma" financial statements should be used in an adver- 
fisement except in connecfion with recapitalizafions or reorganizations. 

(6) No statement of esfimated future earnings should be made unless 
(i) it is based on a past earnings record, (ii) it projects future earnings for 
a reasonable period only, and (iii) it is substantiated by data which cleariy 
supports such esfimate. 

(d) Any adverfisement which refers to the qualificafion of the sale of 
the securities under the law of the State of California shall contain in capi- 
tal letters of not less than 10-point type the following legend, printed in 
contrasting color or type: 

"THE COMMISSIONER OF CORPORATIONS OF THE STATE OF 
CALIFORNIA DOES NOT RECOMMEND OR ENDORSE THE PUR- 
CHASE OF THESE SECURITIES." 

(e) Any advertisement which refers to an exemption from or reduction 
in taxation under any law should be based on an opinion of counsel, and 
the name of such counsel should be stated in the advertisement. 

(f) An adverfisement should normally contain the name and address 
of the person using the adverfisement. 

(g) If the advertisement contains any endorsement or recommendafion 
of the securifies by any public figure, whether express or implied (for ex- 
ample, by the inclusion of such person's photograph or name in the ad- 
verfisement), full disclosure shall be made of any compensafion or other 
benefit given or promised by the issuer or any person associated with the 
issuer to such person, direcfiy or indirecfiy. The disclosure required in 
this Subsecfion (g) shall be made in the same document containing the 
advertisement or, if such advertisement is presented on radio or televi- 
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sion, as a part of the same program, without any intermission or other in- 
tervening material. 

(h) Any advertisement relating to securities of an open-end manage- 
ment company registered under the Investment Company Act of 1940 
which complies with the Statement of Policy of the Securities and Ex- 
change Commission (Investment Company Act Release No. 2621, No- 
vember 5, 1957, as amended) will not be disapproved. 

(i) Any advertisement of debt securities which states the rate or 
amount of interest and the dale at which interest payments will cease by 
reason of the final maturity of the principal obligation, shall also disclose 
the right if reserved by the issuer, to avoid payment of such interest by 
redemption prior to final maturity. 

NOTE: Authority ciled: Section 25610, Corporations Code. Reference: Sections 
25300 and 25302, Corporations Code. 

History 

1. New subsection (i) filed 11-23-70 as an emergency; designated effective 
n -23-70 (Register 70, No. 48). 

2. Certificate of Compliance Sec. 1 1422.1, Gov. Code, filed 12-9-70 (Register 70. 
No. 50). 

3. Amendment filed 1-1 1-72; effective thirtieth day thereafter (Register 72, No. 
3). 

4. Editorial correction adding NOTE filed 1 1-8-82 (Register 82, No. 46). 

§ 260.402. Purchases and Sales. 

For purposes of Section 25402 of the Code, an issuer or person de- 
scribed in Section 25402 shall not be deemed to have purchased or sold 
an issuer's security at a time when that person knows material informa- 
tion about the issuer if the issuer or such person demonstrates that the pur- 
chase or sale of the issuer's security was in accordance will Rule 
10b5-l(c) promulgated under the Securities Exchange Act of 1934, as 
amended, 17 CFR Section 240.10b5-l(c). 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25402, Corporations Code. 

History 

1 . New section filed 3-14-2001 as an emergency; operative 3-14-2001 (Register 
2001, No. 11). A Certificate of Compliance must be transmitted to OAL by 
7-12-2001 or emergency language will be repealed by operafion of law on the 
following day. 

2. Certificate of Compliance as to 3-14-2001 order transmitted to OAL 
6-26-2001 and filed 7-30-2001 (Register 2001, No. 31). 



rticte 13o General Provisions 



• 



Subarticle 1 » Expert's 

§ 260.504.2. Authority. 

The provisions of this subarticle are adopted pursuant to the Commis- 
sioner's authority under Sections 25140, 25300 and 25610 of the Code 
and to implement, interpret and make specific Section 25504.2 of the 
Code. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25140, 25300 and 25504.2, Corporations Code. 

History 

1. Redesignation of Sections 260.507-260.617, not consecutive, from Article 13 
to Subarticle 2 of Article 13 filed 1-10-79; effecfive thirtieth day thereafter 
(Register 79, No. 2). 

2. New Subarticle 1 (Sections 260.504.2-260.504.2.4) filed 1-10-79; effective 
thirtieth day thereafter (Register 79, No. 2). 

§ 260.504.2.1 . Definitions. 

For the purposes of Section 25504.2 of the Code and this subarticle, 
the following definitions apply: 

(a) "Expert" means any accountant, engineer, appraiser or other per- 
son whose profession gives authority to a statement by such person, in- 
cluding without limitation an actuary, assessor, attorney, financial ana- 
lyst, geologist, investment adviser, mineralogist, petrologist or tax 
consultant, and any firm or other organization or association engaged in 
the practice of any such profession. 



(b) "Expertized material" means any statement, report, valuation, 
opinion or other material, or any summary of or quotation from any of 
the foregoing, that is represented to have been prepared or certified by an 
expert acting as such, and any statement, report, valuation, opinion which 
is stated to be made on the authority of the expert. 

(c) "Prospectus or offering circular" means any written or printed pro- 
spectus, offering circular, proxy statement, notice, advertisement, letter, 
financial statement, report or communication (including any exhibits or 
attachments incorporated therein) and any communication by radio, tele- 
vision, movie, magnetic recording or similar medium of communication 
issued, circulated or distributed, in connection with the offer or sale of a 
security. 

(d) "Written consent" means a written consent to the inclusion in or 
reference to expertized material in a prospectus or offering circular and 
to the inclusion of the name of the expert in the prospectus or offering cir- 
cular required by and filed pursuant to Section 260.504.2.2, whether or 
not the expert giving such consent knew that it was so required to be filed 
and would be filed in accordance with Section 260.504.2.2. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25140, 25300 and 25504.2, Corporations Code. 

§ 260.504.2.2. Written Consent of Expert. 

(a) When Consent Required. Except as provided in Subsection (b), no 
person shall use any prospectus or offering circular in connection with 
an offer or sale of securities which is required to be qualified pursuant to 
Part 2 (commencing with Section 25100) of Division 1 of Title 4 of the 
Code which contains any expertized material or with which any expert- 
ized material is distributed or in which any expertized material is referred 
to unless the expert is named in the prospectus or offering circular and 
a written consent has been filed in accordance with subsection (d). 

(b) Written Consent Not Required. Subsection (a) shall not apply in 
any of the following instances: 

(1) The application seeks authority to offer or sell securities only to 
named persons, unless the Commissioner by order otherwise requires in 
the particular circumstances. 

(2) In connection with other types of offerings, the Commissioner does 
not require the filing of a written consent of the expert upon a request of 
the applicant because of undue hardship or other sufficient cause. 

(c) Guidelines. The following guidelines apply with respect to the pro- 
visions of Subsecfion (a): 

(1) Expert's Reliance on Expert. When an expert named in connecfion 
with expertized material expressly relies on another expert, such other 
expert must also be named and the written consent of such other expert 
filed, in accordance with Subsection (a). 

(2) Attorneys. 

(A) When a prospectus or offering circular contains an opinion of 
counsel as to the legality of the issue, the written consent of the attorney 
furnishing the opinion must be filed. If any other attorney is also named 
as having prepared an opinion as to the legality of the issue, the written 
consent of such other attorney must also be filed, even though the opinion 
of such attorney is not included in the prospectus or offering circular. 

(B) If any information contained in the prospectus, other than that re- 
ferred to above, is stated to be furnished upon the authority of an attorney, 
such attorney shall be named in the prospectus or offering circular and 
such attorney's written consent to being so named shall be filed. Where 
the same attorney is named with respect to several parts of the prospectus, 
it is not necessary to file a separate written consent with respect to each 
such part but the consent filed must be broad enough to cover all matters 
with respect to which the attorney is named as having acted. 

(C) When an attorney is named in a prospectus or offering circular as 
having acted for the underwriters or selling security holders, no consent 
will be required by reason of such attorney being named as having acted 
in such capacity. 

(D) When the opinion of one attorney relies upon the opinion of anoth- 
er attorney, the written consent of the attorney who prepared the initial 
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opinion must be filed if such attorney is named in the prospectus or offer- 
ing circular. 

(E) When information, such as the nature of title to properties, is stated 
in a prospectus or offering circular to be based on an opinion of counsel, 
the name of the attorney must be disclosed in the prospectus or offering 
circular and such attorney's written consent must also be filed. The name 
of such attorney need not be set forth at the particular place where the in- 
formation based on his or her opinion is given, provided such attorney is 
otherwise identified and named elsewhere in the prospectus or offering 
circular. 

(d) Formal Requirements for Written Consent. 

(1) Except as provided in Subsection (4), each written consent filed 
with the Commissioner pursuant to Subsection (a) shall be dated and 
manually signed, shall identify the prospectus or offering circular to 
which it relates, and shall consent to the inclusion in or reference to spe- 
cific expertized material in the prospectus or offering circular and to the 
inclusion of the name of the expert in the prospectus or offering circular. 

(2) If the prospectus or offering circular is amended after such written 
consent is obtained in any manner affecting the use of the expert's name 
or the expertized material, the further written consent of such expert is 
required in accordance with the foregoing. 

(3) The written consent must be filed as an exhibit to the application 
for qualification (see instructions in the application forms for qualifica- 
tion set forth in Rules 260.1 12, 260.1 13 and 260. 121.1), and such written 
consent may be included in the expertized material or any other docu- 
ment required to be filed as an exhibit with the Commissioner. 

(4) SEC Filings. A written consent of an expert filed with the Securities 
and Exchange Commission in connection with an offering registered un- 
der the Securities Act of 1933, the qualification of which is required pur- 
suant to Part 2 (commencing with Section 25100) of Division 1 of Title 
4 of the Code, shall constitute a filing with the Commissioner pursuant 
to Subsection (a) and shall be effective in lieu of the other requirements 
of this subsection if: 

(A) Such consent does not expressly provide that it shall not constitute 
the consent of the expert for any other purpose, and 

(B) The applicant has incorporated generally by reference in the appli- 
cation all written consents filed with the Securities and Exchange Com- 
mission. 

(e) No Implied Written Consent. Neither the filing of expertized mate- 
rial as an exhibit to an application or as supplemental information in con- 
nection with qualification proceedings, nor the use of or reference to ex- 
pertized material in a prospectus or offering circular or any written report 
or valuation distributed with a prospectus or offering circular, whether 
pursuant to an exemption under, or by order of the Commissioner under. 
Subsection (b) or otherwise, nor any waiver by the Commissioner of a 
written consent which would otherwise be required, shall be deemed to 
take the place of, or to imply, the written consent of the expert required 
by Section 25504.2 of the Code as a condition of liability. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25111(d), 25112(d), 25113(d), 25121(d), 25140(a)(b)(c)(d), 25300(a)(b)(c)(d), 
and 25504.2(e), Corporations Code. 

§ 260.504.2.3. Disclosure of Interest of Expert. 

(a) When an expert is named in a prospectus or offering circular in ac- 
cordance with Section 260.504.2.2, there shall be disclosed in the pro- 
spectus the nature and amount of any direct or indirect material interest 
of any such expert in the issuer of such securities, including any such in- 
terest received or to be received, in connection with the offering which 
is the subject of the prospectus or offering circular, by such expert, or by 
the expert's firm, or by members of such firm participating in the matter, 
other than fees paid in cash or to be paid in cash to such expert, firm or 
members. Employment by the issuer, other than retainer as such expert, 
shall also be disclosed in the prospectus or offering circular. 

(b) The above interest^ will not be deemed material if the amount of 
the interest, including the fair market value of all securities of the issuer 
owned, received and to be received, or subject to options, warrants or 
rights received and to be received by such firm or all members of the firm 



participating in the matter does not exceed $30,000 in the aggregate and 
not more than $10,000 for such expert or any individual member of the 
firm participating in the matter. For the purposes of this section, the term 
"member" means any director or executive officer of any corporate enti- 
ty, a trustee of any trust, a general partner in any venture or partnership, 
and any other person having responsibilities comparable to the foregoing 
with respect to any other expert which is not an individual; and the term 
"firm" includes any organization or association of experts, acting in such 
capacity. This subsection does not create any presumption that an interest 
exceeding the amounts herein defined is material. 
NOTE: Authority cited: Section 25610, Corporations Code. Reference: Sections 
25140 and 25300, Corporations Code. 

§ 260.504.2.4. Notice Pursuant to Section 25504.2(b)(3) of 
the Code. 

A notice pursuant to Subdivision (b)(3) of Section 25504.2 of the Code 
that an expert will not be responsible for a part of a document, report or 
evaluation is not effecfive prior to its receipt by both the issuer and the 
Commissioner. 

NOTE: Authority cited: Section 25610, Corporations Code. Reference: Section 
25504.2, Corporations Code. 

Subarticle 2. Miscellaneous Provisions 

§ 260.507. Form of Application for Approval of Repurchase 
Offer Facing Page. 

An applicadon for approval as to form of an offer to repurchase a secu- 
rity in accordance with Subdivision (b) of Section 25507 of the Code 
shall have as the first page thereof a facing page in the following form 
containing the information therein specified: 

(Department of Corporations Use Only) 

Fee Paid $ 

DEPARTMENT OF CORPORATIONS 

File No. 

(Insert file number of previous filings of appli- 
cant before the Department, if any) 

FEE: 

(To be completed by applicant) 
Date of application: 



Receipt No. 



DEPARTMENT OF CORPORATIONS 

STATE OF CALIFORNIA 

FACING PAGE 

APPLICATION FOR APPROVAL AS TO FORM OF AN OFFER TO REPUR- 
CHASE A SECURITY UNDER SUBDIVISION (b) OF SECTION 25507 OF 
THE CORPORATE SECURITIES LAW OF 1968. 

1. Name of issuer. 

2. Address of principal execufive office of issuer. 

Number and Street City State Zip Code 

3. The name and address of each person making the offer set forth in Exhibit D of 

Item 9. 

4. Name and address of person to whom correspondence regarding this application 

should be addressed. 

5. State whether issuer is a corporation, partnership, trust or other entity and the 

state of incorporation or jurisdiction under which organized. 
6. (a) (b) (c) (d) 

Type of security Number of shares Aggregate value If a cash 

or units covered of considerafion offer 

by the offer. received. aggregate 

amount to 
be offered. 



INSTRUCTIONS 

Completion of Application. The application should be continued in 
typewritten or printed form in the English language, on one side only of 
either legal or letter size paper which should be attached to the facing 
page when submitted. Provide the information required by Items 7 
through 9 below. Identify each statement by reference to the item num- 
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ber. Any item which is inapplicable should be listed by the number of the 
item, followed simply by the word "inapplicable." At each item where 
relevant refer to and incorporate by reference any attached exhibits or 
documents and any documents currently on file with the Department. 
Such reference should indicate the page or portion of the document 
where the information is located. Sign and verify the last page in the man- 
ner shown in the instructions below. 

7. Describe the transaction or distribution of securities in connection 
with which the repurchase offer is to be made, including, but not limited 
to, the following: 

a. If offers are to be made to less than all of the persons who received 
securities in connection with such transaction or distribution, the names 
and addresses of the persons to whom offers will not be made. In the ab- 
sence of unusual circumstances, the Commissioner will not ordinarily 
approve a repurchase offer if concurrent offers are not being made to all 
persons to whom liability may exist. If a request is made for a variance, 
a detailed explanation of the facts and circumstances must be submitted, 
including an explanation of the basis for excluding each person proposed 
to be omitted. 

b. If the consideration paid for the securities was other than cash, a de- 
scription of such consideration and a statement of the method and basis 
by which the valuation of the consideration was determined in connec- 
tion with the repurchase offer, and information demonstrating that such 
valuation is bona fide and fair to the offeree. 

8. Describe the business done and intended to be done by the issuer and 
its subsidiaries and the general development of such business during the 
past three years. Indicate any other names under which the issuer or any 
of its subsidiaries have conducted business during such period. 

9. Exhibits. Attach and incorporate by reference the following exhib- 
its: 

A. Financial statements setting forth the information required by Sec- 
tion 260.613 of these rules. 

B. Unless such information is included in Exhibit D hereto, the name 
and address of each person to whom the offer is to be made, the consider- 
ation paid by such person for the securities and, if a cash offer is being 
made, the amount to be offered such person. 

C. A copy (which may be in the form of a restated or composite copy) 
of applicant's certificate of incorporation, articles of incorporation, cer- 
tificate of determination of preferences, agreement of consolidation or 
merger, and by-laws of a corporation; declaration of trust; agreement of 
partnership, certificate of limited partnership; or any other document or 
instrument adopted to establish or regulate any association, joint stock 
company, trust, or other entity; as such documents are currently in effect. 

D. A form of written offer for which the Commissioner's approval is 
requested. Such offer should contain the following: 

(1) In capital letters of not less than ten-point type the following leg- 
end, printed in contrasting color or type: 

"THIS OFFER OF REPURCHASE HAS BEEN APPROVED BY 
THE COMMISSIONER OF CORPORATIONS IN ACCORDANCE 
WITH SECTION 25507(b) OF THE CORPORATE SECURITIES 
LAW OF 1968 ONLY AS TO ITS FORM. SUCH APPROVAL DOES 
NOT IMPLY A FINDING BY THE COMMISSIONER THAT ANY 
STATEMENTS MADE HEREIN OR IN ANY ACCOMPANYING 
DOCUMENTS ARE TRUE OR COMPLETE; NOR DOES IT IMPLY 
A FINDING THAT THE AMOUNT OFFERED BY THE SELLER IS 
EQUAL TO THE AMOUNT RECOVERABLE BY THE BUYER OF 
THE SECURITY IN ACCORDANCE WITH SECTION 25503 IN A 
SUIT AGAINST THE SELLER, AND THE COMMISSIONER DOES 
NOT ENDORSE THE OFFER AND MAKES NO RECOMMENDA- 
TION AS TO ITS ACCEPTANCE OR REJECTION." 

(2) The name and address of each person making the offer. 

(3) Any variation proposed to be made in the form of the repurchase 
offer to the several parties to whom the offer is made. 

(4) A statement regarding the respect in which the liability under Sec- 
tion 25503 of the Code arose, including the following: 



(a) Identification of the transaction involved, including the date, a 
complete description of the security sold and the nature and amount of 
consideration given therefor. 

(b) Identification of the parties to the transaction involved, including: 
(i) The seller of the security; 

(ii) Every person who directly or indirectly controls the seller; 

(iii) Every partner in the seller firm; 

(iv) Every principal executive officer or director of a seller corpora- 
tion; 

(v) Every person occupying a similar status or performing similar 
functions; 

(vi) Every employee of any of the foregoing who has materially aided 
in the transaction; 

(vii) Every broker-dealer or agent who has materially aided in the 
transaction. 

(c) Identification of the specific section of the Corporate Securities 
Law of 1968 which may have been violated. In this connection, the offer 
need not contain an admission or acknowledgment that a violation has 
occurred or that liability has been incurred. All that is required is a state- 
ment that liability under the particular section may have arisen. 

(d) An explanation of the scope of the liability which may have been 
incurred, and a statement that this liability is being terminated by the of- 
fer. 

(5) If the offer is to repurchase the security for cash, the offer should 
set forth the following: 

(a) The amount to be paid as a monetary sum and that interest will be 
paid thereon at 7% per annum, from the date of the transaction (specify- 
ing such date). If the amount to be paid is not equal to the value of the 
consideration paid for the security by the offeree (because of income paid 
thereon or because the security was sold by the offeree), the method by 
which the amount to be paid was determined should be set forth, showing 
all adjustment, if any, by reason of dividends, distributions, assessments 
or otherwise. Assessments on the security paid by the offeree shall be in- 
cluded as a part of the purchase price paid and as a part of the value of 
the consideration received by the seller. 

(b) If the consideration paid for the securities was other than monetary 
(such as services or property), the repurchase offer must set a cash value 
for the services or property and state the method by which such valuation 
was determined. 

(c) A statement that payment will be made immediately upon delivery 
of the security, or, if no certificates were issued or if the offeree no longer 
owns the security, that payment will be made immediately upon delivery 
of acceptance of the offer. The offer should set forth reasonable provi- 
sions regarding the manner of acceptance, including the name and ad- 
dress of the party to whom acceptance and tender is to be made. 

(6) If rescission is offered, the offer shall set forth in detail the terms 
and conditions thereof, including: 

(a) All of the undertakings required to be performed by the offeror and 
offeree, to place the parties back in the same position as before the trans- 
action. 

(b) If rescission is contingent upon undertakings by parties other than 
offeror or offeree, a detailed statement as to such undertakings. 

(c) The time within which such undertakings are to be performed, 
which shall be a reasonable time, and the date or event from which such 
time begins to run. 

(d) Reasonable provisions regarding the manner of acceptance and 
tender, including the name and address of the party to whom acceptance 
and tender is to be made. 

(7) A statement of the time within which the offer must be accepted, 
which may not be less than 30 days after the receipt of the offer. 

(8) A complete statement of Subdivision (b) of Section 25507 and of 
Sections 25503 and 25504 of the Code. 

(9) A statement indicating that the offeree's right of action, if any, un- 
der Sections 25500, 25501 and 25502 of the Code and under common 
law, is not necessarily foreclosed by acceptance or rejection of the offer. 
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(10) A statement with respect to the Commissioner's authority to im- 
pose a legend condition restricting translerability of the security under 
Section 25534 of the Code and with respect to any action taken by the 
Commissioner pursuant to such section with respect to the security. 

(11) Such information regarding the issuer and the security as is mate- 
rial to the consideration of the offer by the offerees, including informa- 
tion regarding the issuer's organization and management, its operations 
and plan of business, and its financial condition. In general, the informa- 
tion required to be furnished to the offerees is that which would be fur- 
nished for a qualification of a similar offering, considering the nature of 
the transaction, the number of investors and their relationship with the is- 
suer. Such information may be required to be set forth in the form of an 
offering circular. Financial statements shall be in the form prescribed by 
Section 260.613 of these rules. 

(1 2) If the financial condition of the issuer is such that the acceptance 
of the offer by some or all of the of ferees will imperil its ability to contin- 
ue in business, the offer must clearly state the risks undertaken by inves- 
tors who elect to reject, or who do not accept, the offer. If the financial 
condition of the offeror is such that it may be unable to perform upon the 
offer in the event of acceptance by all, or a portion of, the offerees, the 
offer must clearly state the legal consequences and the investment risks 
of such failure of performance as to the issuer and as to the investors. If 
the offeror has insufficient liquid assets to assure payment to all parties 
who may accept the offer, commitments of payment by other persons 
may be included, together with a showing of their ability to perform such 
commitments. 

(NOTE: The application must be signed and verified in the following 
manner.) 

The applicant has duly caused this application to be signed on its be- 
half by the undersigned, thereunto duly authorized. 



By. 



(Applicant) 



(Title) 

I certify (or declare) under penalty of perjury under the laws of the 
State of California that I have read this application and the exhibits there- 
to and know the contents thereof, and that the statements therein are true 
and correct. 

Executed at , on 20 



(Place) 



(Date) 



(Signature) 

Signing of Application. Application should be signed by an officer or 
general partner of the applicant; however, it may be signed by another 
person holding a power of attorney for such purposes from the applicant, 
and if signed on behalf of the applicant pursuant to such power of attor- 
ney, should include as an additional exhibit a copy of said power of attor- 
ney or a copy of the corporate resolution authorizing the attorney to act. 

Incorporation by Reference. In lieu of answering any specific item in 
this form, an applicant may incorporate the information called for by ref- 
erence to any attached document, or to any document currently on file 
with the Department. Such reference should indicate the pages or portion 
of the document where the information is located. 

Filing Fee. The filing fee shall be the amount that would have been 
payable under subdivisions (e), (f), (h) or (i) of Section 25608 if an appli- 
cation had been filed to qualify the transaction in which the securities 
were sold in violation of the qualification provisions. The fihng fee fixed, 
by Section 25608 must accompany each application and the amount of 
filing fee paid is to be set forth on the front page in the upper right hand 
comer. 

By way of illustration, the filing fee for qualification of securities by 
coordination, notification, or permit, under Sections 251 13 or 25121 is 
computed by taking 2/lOths of 1% of the maximum aggregate offering 
price of securities being qualified in California and adding $200. Thus, 
a qualification, for $275,250 would be computed by moving the decimal 



point three places to the left, $275.25, doubling the amount, $550.50, and 
adding $200 for a total of $750.00. 

NOTE: Aulhority cited: Sections 25507(b) and 25610, Corporations Code. Refer- 
ence: Sections 25500, 25501 , 25502, 25503, 25504, 25504.1 and 25507, Corpora- 
tions Code. 

History 

1 . Amendment filed 1 -4-77; effective thirtieth day thereafter (Register 77, No. 2). 
For prior history, see Register 75, No. 4. 

2. Amendinent refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 
2). 

3. Redesignation of Sections 260.507-260.617, not consecutive, from Article 13 
to Subanicle 2 of Article 13 filed 1-10-79; effective thirtieth day thereafter 
(Register 79, No. 2). 

4. Amendment filed 6-12-80; effective thirtieth day thereafter (Register 80. No. 
24). 

5. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

6. Change without regulatory effect (Register 87, No. 29). 

7. Change without regulatory effect amending certification and last paragraph 
filed 9-25-2002 pui^suant to section 100, title 1, California Code of Regulations 
(Register 2002. No. 39). 

§ 260.508. Form of Application for Approval of Repurchase 
Offer. 

History 
1. Repealer filed 1-22-75; effective thirtieth day thereafter (Register 75, No. 4. 
For prior history, see Register 74, No. 4. 

§ 260.534. Transfer Restriction Imposed by Order of the 
Commissioner. 

The issuer of any securities who receives an order issued by the Com- 
missioner pursuant to Section 25534 of the Code shall comply with Sec- 
tion 260.141 .] 1 of these rules, and it shall be unlawful for the holder of 
any such securities to make any disposition thereof in nonconformity 
with such rule, unless such order otherwise provides, or unless such order 
is revoked or modified by the Commissioner or the conditions imposed 
by such order are removed pursuant to Section 260.141.12 of these rules. 

NOTE: Authority cited: Section 25610, Corporations Code. Additional authority 
cited: Division 1, Title 4 and Section 25534, Corporations Code. Reference: Sec- 
tion 25534, Corporations Code. 

History 

1 . Amendment filed 1-4-77; effective thirtieth day thereafter (Register 77, No. 2). 
For prior history, see Register 74, No. 9. 

2. Amendment refiled 1-7-77; effective thirtieth day thereafter (Register 77, No. 

2). 

§ 260.607. Conflicts of Interests. 

(a) The Department is charged with the responsibility of administering 
regulatory statutes which vitally affect the interests of private citizens 
and of the general public. It is important that persons employed in the De- 
partment maintain unusually high standards of honesty, integrity, impar- 
tiality and conduct. They must be constantly aware of the need to avoid 
situations which might result in either actual or apparent misconduct or 
conflict of interests, since any such actual or apparent conflict of interests 
may impair public confidence in the integrity of the Department regard- 
less of whether any improper influence or action has resulted therefrom. 

(b) No employee of the Department shall: 

(1) Engage, directly or indirectly, in any personal business transaction 
or private arrangement for personal profit which accrues from or is based 
upon official position or authority or upon confidential or non-public in- 
formation which he or she gains by reason of such position or authority. 

(2) Solicit or accept, directly or indirectly, any valuable gift, gratuity, 
fee, entertainment, loan, service, or any other thing of monetary value 
from any person with whom he or she transacts business or may reason- 
ably expect to transact business on behalf of the Department or who has 
any other interest which may be substantially affected by the perform- 
ance or nonperformance of the employee's official duties. 

This Clause (2) does not prohibit the acceptance of food and refresh- 
ments of nominal value (not on a repetitive basis), or unsolicited advertis- 
ing or promotional material, such as pens, note pads, calendars, etc., or 
any similar gratuity of nominal value which could not reasonably be al- 
leged to have influenced the official conduct of the employee, and does 



Page 366 



Register 2002, No. 39; 9-27-2002 



Commissioner of Corporations 






• 



not prohibit the acceptance of reimbursement for the expenses of meet- 
ings attended in an official capacity, with the approval of the Commis- 
sioner, to the extent such expenses are not reimbursed in any manner 
from public funds. 

This Clause (2) also does not prohibit an employee who is, or who may 
be, assigned to work on any application, filing or other matter involving 
the California Residential Mortgage Lending Act (commencing with 
Section 50000 of the Financial Code) from making application for or re- 
ceiving a residential mortgage loan (as defined by subdivision (n) of Sec- 
tion 50003 of the Financial Code) from the residential mortgage lender 
licensed under the California Residential Mortgage Lending Act and 
subject to the employee's work on the application, filing or other matter 
so long as the employee immediately reports in writing to the Assistant 
Commissioner in charge of the application, filing or other matter the fact 
of the making of an application for or receiving of a residential mortgage 
loan from the residential mortgage lender. The Assistant Commissioner 
to whom such report is made shall normally relieve the employee in ques- 
tion of the assignment in writing; but the Assistant Commissioner may 
in writing direct the reporting employee to continue with the assignment 
in question if the Assistant Commissioner determines that the personal 
interest of the reporting employee is so insignificant as not to create even 
the appearance of a substantial conflict of interests. In making this deter- 
mination, the Assistant Commissioner may take into consideration the 
extent to which the reporting employee's activities will be supervised 
and the difficulty in assigning the matter to some other employee, but all 
doubts must be resolved in favor of avoiding any substantial conflict of 
interests. 

(3) Discuss or entertain any proposal for future employment by any 
person outside the government with whom he or she is personally trans- 
acting business on behalf of the Department or by the attorney for any 
such person. 

(4) Act in any manner, whether or not specifically prohibited by this 
Section, which might result in, or create the appearance of, using pubhc 
office for private gain, giving preferential treatment to any person, losing 
complete independence or impartiality, or affecting adversely the confi- 
dence of the public in the integrity of the Department. 

(c) No employee of the Department shall: 

(1) Permit his or her name to be associated in any way with any legal, 
accounting or other professional firm or office. 

(2) Have any outside or private employment or activity or affihation 
incompatible with concurrent employment by the Department. 

(3) Be employed in any capacity by any company or firm which holds 
a license from the Commissioner. 

Any employee who proposes to engage in outside employment of any 
kind must report such intention to the Commissioner and receive the writ- 
ten approval of the Commissioner, which shall be placed in his or her per- 
sonnel file, prior to his or her accepting such outside employment. For 
the purposes of this subsection (c) the private employment or affihation 
of an employee's parent, spouse, child, or any other relative living in his 
or her household by any person holding a license from the Commissioner 
is deemed to be incompatible with the employee's concurrent employ- 
ment in the Department, except as otherwise determined by the Commis- 
sioner in a specific case. Nothing in this section is intended to prohibit an 
employee from engaging in teaching, lecturing, or writing activities 
which do not interfere with the performance of his or her duties to the De- 
partment, with or without compensation; provided, however, that any 
publication by an employee which refers to his or her connection with the 
Department must contain an appropriate disclaimer indicating that the 
views expressed are his or her own and do not necessarily reflect the 
views of the Commissioner or the pohcy of the Department. 

(d) (1) Pursuant to subdivision (b) of Section 25607 of the Code, the 
following rules are adopted with respect to the purchasing and holding 
of securities by any assistant, clerk or deputy of the Department, and gov- 
ern all transactions in securities effected by or on behalf of any such per- 
son, including transactions for the accounts of other persons effected by 
such person, directly or indirectly, under a power of attorney or other- 



wise, and including any transactions by any trust or estate in which he or 
she holds a beneficial interest (unless the transactions by such trust or es- 
tate are effected without any knowledge or participation by such person). 
Any assistant, clerk or deputy is considered to have sufficient interest in 
the securities transactions of his or her spouse, children, or any other rela- 
tives living in his or her household that such transactions are subject to 
the provisions of this subsection. 

(2) No assistant, clerk or deputy shall effect any securities transaction 
involving any short sale, put, call, straddle or spread; and no assistant, 
clerk or deputy shall purchase or hold any security in any licensee of the 
Department or in any business outside the State of California which, if 
conducted within this State, would require a hcense from the Commis- 
sioner. 

(3) Within 30 days after December 31st and June 30th of each year, 
each assistant, clerk or deputy shall file a report with the Commissioner 
detailing all of his or her holdings of securities as of those dates on a form 
to be supplied by the Commissioner; and each assistant, clerk or deputy 
shall report to the Commissioner any purchase or disposition of any secu- 
rity (other than a security exempted by Chapter 1 of Part 2 of the Corpo- 
rate Securities Law of 1968) within five days after the date of each such 
transaction. This Clause (3) does not require any report with respect to 
any interest in any professional, charitable, religious, social, civic, politi- 
cal, or other similar organization which is not conducted as a business en- 
terprise for profit, and securities purchased pursuant to the State of Cali- 
fornia Deferred Compensation Plan may be reported only in the 
semi-annual reports herein required. All reports pursuant to this Clause 
(3) shall be furnished directly to the Commissioner or the Chief Deputy 
Commissioner marked "Confidential" and will be maintained in a confi- 
dential file. Only those officials or employees of the Department whose 
access thereto is necessary for the purpose of carrying out the provisions 
of this Section shall be permitted access to such file. 

(4) Any assistant, clerk or deputy assigned to work on any application, 
filing or other matter involving a person in which he or she (or any of the 
persons whose securities transactions he or she is required to report pur- 
suant to this Section) owns any amount of securities or with respect to 
whom for any other reason (including current or prior employment or 
other association) he or she has a personal interest, shall immediately re- 
port such fact in writing to the Commissioner, the Chief Deputy Commis- 
sioner, or the Assistant Commissioner in charge of the matter. TTie offi- 
cial to whom such report is made shall normally relieve the employee in 
question of the as,signment in writing; but such official may in writing di- 
rect the reporting employee to continue with the assignment in question 
if the official determines that the personal interest or the holding of secu- 
rities is so insignificant as not to create even the appearance of a substan- 
tial conflict of interests. In making this determination, the official may 
take into consideration the extent to which the reporting employee's acti- 
vities will be supervised and the difficulty of assigning the matter to some 
other employee, but all doubts must be resolved in favor of avoiding any 
substantial conflict of interests. 

(5) The reporting and disqualification provisions of Clauses (3) and (4) 
of this subsection (d) do not apply to any employee of the Department 
who is assigned to purely stenographic, clerical, or other nondiscretiona- 
ry duties. Pursuant to subdivision (b) of Section 25607 of the Code, all 
purchases and holdings of securities made in accordance with the rules 
contained in this Section (including all purchases and holdings of securi- 
ties by employees exempted from the reporting requirement by this 
Clause (5)), are exempted from the prohibition contained in subdivision 
(a) of Section 25607 of the Code. 

(e) No person shall appear in a representative capacity before the De- 
partment in a particular matter if such person, or anyone assisting him or 
her or participating with him or her in such representation, personally 
considered the matter or gained knowledge of the facts thereof during 
any former employment or association with the Department. Nothing in 
the preceding sentence shall prohibit appearance in a proceeding more 
than two years after a person ceases to be an official or employee of the 
Department, unless it appears to the Commissioner that there is such 
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identity of particular issues or pertinent facts as to create a reasonably 
substantial possibility that confidential information, derived by such per- 
son while an official or employee of the Department, would have contin- 
uing relevance to the proceeding. No person who has been a commission- 
er, a chief deputy commissioner, or an assistant commissioner shall 
within one year after his or her employment has ceased appear in a repre- 
sentative capacity before the Department with respect to any application 
or proceeding that was pending under his or her official responsibility 
(whether or not it was brought to his or her personal attention) at any time 
while he or she was employed by the Department. 

(f) Knowing violation or knowing participation in a violation of any 
of the provisions of this section by any official or employee of the Depart- 
ment shall constitute a breach of his or her duties as an employee of the 
State of California and shall constitute grounds for dismissal for cause. 
NOTE; Authority cited: Section 256 1 0, Corporations Code; and Section 50304. Fi- 
nancial Code. Reference: Sections 25607, Corporations Code; and Section 50303, 
Financial Code. 

History 

1 . Amendment of subsection (d)(3) filed 1-22-75; effective thirtieth day thereaf- 
ter (Register 75, No. 4). 

2. Amendment of section and new Note filed 11-25-96; operative 12-25-96 
(Register 96. No. 48). 

§ 260.608. Fees for Publications. 

(a) Publications issued by the Commissioner shall be available for the 
charges set forth below, except that these charges shall not apply to other 
governmental agencies. 

(b) Individual Copies. Individual copies of the releases, notices of 
rule changes and other publications of the Commissioner may be ob- 
tained upon request from any office of the Department. Mail requests 
should be directed to the Department of Corporations 320 West 4th 
Street, Suite 750, Los Angeles, California 90013-2344. No charge is 
made for individual copies of current publications. The charge for items 
which are not current is the regular charge for copy work. 

(c) Mailing Lists. A charge per year in the amount indicated below 
is made for each individual mailing list to receive releases, notices of rule 
changes and other publications of the Commissioner (other than those re- 
ferred to in subsections (e) and (f) pertaining to a particular law adminis- 
tered by the Department. Requests to be placed on a mailing list should 
be directed to the Department of Corporations, 320 West 4th Street, Suite 
750, Los Angeles, California 90013-2344. 

(1) California Finance Lenders Law ($4.00) 

(2) CaUfomia Residential Mortgage Lending Act ($4.00) 

(3) Capital Access Company Law ($4.00) 

(4) Check Sellers, Bill Payers and Proraters Law ($1.00) 

(5) Corporate Securities Law and Commodity Law ($10.00) 

(6) Escrow Law ($2.00) 

(7) Franchise Investment Law ($2.00) 

(9) General Mailing List ($27.00) includes items (1) through (7). 

(d) Forms. As a convenience to attorneys and other members of the 
public, forms prescribed by these rules may be obtained from any office 
of the Department. No charge will be made in connection with any single 
request for not more than two copies of any form which are picked up at 
any office of the Department. The Department will, upon request, mail 
additional copies of any form or forms at cost, except that the minimum 
charge for any single order will be one dollar ($1.00). Prices will include 
sales tax and postage. 

NOTE: Authority cited: Sections 25608 and 25610, Corporations Code. Refer- 
ence: Section 25608, Corporafions Code. 

History 

1 . Amendment filed 7-20-78; effective thirtieth day thereafter (Register 78, No. 
29). For prior history, see Register 73, No. 52. 

2. Amendment filed 6-12-80; effective thirtieth day thereafter (Register 80, No. 

24). 

3. Editorial correction of Note filed 3-9-83 (Register 83, No. 1 1). 

4. Change without regulatory effect of subsections (b) and (c) pursuant to section 
100(b)(3), fitle 1, California Code of Regulations filed 12-15-89; operative 
1-14-90 (Register 90, No. 1). 



5. Chances without regulatory effect amending subsections (b), (c)( 1 ), (2) and (8) 
and (d) filed 8-24-92; operative 9-23-92 (Register 92, No. 35). 

6. Change without regulatory effect adopting new subsection (c)(8) and amending 
sub.section (d) and Note filed 3-1 1-94 pursuant to title 1 , section 100, Califor- 
nia Code of Regulations (Register 94, No. 10). 

7. Change without regulatory effect amending subsection (f) filed 8-1-94 pur- 
suant to section 100, title 1, California Code of Reeulafions (Reaister 94, No. 
31). 

8. Change without regulatory effect amending subsection (c)(9), adopting new 
subsection (c)(ll) and redesignating and amending subsection (c)(12) filed 
1 2-6-94 pursuant to section 1 00. title 1 , California Code of Regulations (Regis- 
ter 94, No. 49). 

9. Amendment of subsection (e) filed 1-24-96; operafive 2-23-96 (Register 96, 
No. 4). 

10. Change without regulatory effect repealing subsections (c)(l)-( 12) and adopt- 
ing new subsections (c)(l)-(9) filed 2-24-99 pursuant to section 100, fitle 1, 
California Code of Regulations (Register 99, No. 9). 

1 1 . Change without regulatory effect amending subsections (b), (c), (c)(2) and (e) 
filed 5-24-99 pursuant to section 100, fitle 1, California Code of Regulafions 
(Register 99, No. 22). 

12. Change without regulatory effect amending subsections (b) and (c), repealing 
subsecfion (c)(8), amending subsection (c)(9) and repealing subsections (e) and 
(f) filed 9-25-2002 pursuant to section 1 00, title 1 , California Code of Regula- 
tions (Register 2002, No. 39). 

§ 260.608.1 . Broker-Dealer Office or Location. 

NOTE; Authority cited: Secfion 25610, Corporafions Code. Reference: Sections 
25204, 2521 1, 25216, 25241, 25605 and 25608, Corporations Code. 

History 

1. New section filed 9-2-77; effective thirtieth day thereafter (Register 77, No. 
36). 

2. Change without regulatory effect repealing secfion filed 4-22-93 pursuant to 
secfion 100, title 1, California Code of Regulations (Register 93, No. 17). 

§ 260.608.2. Agent Program Fees. 

(a) The fee for filing a Uniform Application for Securities Industry 
Registration and Transfer Form (Form U-4), pursuant to subsections (b) 
and (c) of Section 260.210 is $25 for each agent. 

(b) Upon filing fingerprints of an agent pursuant to subsection (c) of 
Section 260.21 0, a broker-dealer shall reimburse the Department of Cor- 
porations the fee charged by the Department of Justice (Penal Code Sec- 
tion 11105) for processing Noncriminal Applicant Fingerprints. 
NOTE; Authority cited: Secfion 25610, Corporations Code. Reference: Section 
25608, Corporations Code. 

History 

1. New secfion filed 11-29-79 as an emergency; designated effecfive 1-1-80 
(Register 79, No. 48). Certificate of Compliance included. 

2. Amendment filed 3-16-84; designated effective 3-26-84 pursuant to Govern- 
ment Code section 11346.2(d) (Register 84, No. II). 

3. Change without regulatory effect amending subsection (a) filed 1 1-20-91 pur- 
suant to secfion 100, fitle 1, California Code of Regulations (Register 92, No. 
9). 

4. Amendment filed 6-1-98; operative 6-1-98 pursuant to Government Code sec- 
tion 11343.4(d) (Register 98, No. 23). 

§ 260.608.3. Notices and Reports Under Section 25105 
Rules. 

The fee for filing a notice of transaction pursuant to Rule 
260.105.33(c), whether or not the notice specifies that both Rules 
260.105.33 and 260.105.34 are claimed for the transaction, shall be de- 
termined based on the value of the securities sold in the transaction for 
which the notice is filed and in accordance with Section 25608(g) of the 
code, and shall be as follows: 

Value of Securities Sold Filing Fee 

$25,000 or less $25 

$25,001 to $100,000 $35 

$100,001 to $500,000 $50 

$500,001 to$l,000,000 $150 

Over $1,000,000 $300 

No fee is payable upon the filing of an amended notice unless the 
amendment increases the "value of securities sold" in an amount which 
would have increased the fee for the previous notice. In that case, the fee 
due is the amount due based on the value of securities specified in the 
amended notice less the fee originally paid. 

NOTE; Authority cited: Sections 25608(w) and 25610, Corporations Code. Refer- 
ence: Sections 25105 and 25608, Corporations Code. 
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History 

1 . New section filed 9-30-83 as an emergency; effective eleventh day thereafter 
(Register 83, No. 40). A Certificate of Compliance must be transmitted to OAL 
within 120 days or emergency language will be repealed on 1-28-84. 

2. Editorial correction filed 10-3-83 redesignating effective date of 9-30-83 
emergency order to 9-30-83 (Register 83, No. 40). 

3. Certificate of Compliance as to 9-30-83 order transmitted to OAL 1-25-84 and 
filed 2-16-84 (Register 84, No. 7). 

§ 260.613. Financial! Statements. 

(a) All financial statements required by these rules or by any official 
form of the Department shall be prepared in accordance with generally 
accepted accounting principles including a balance sheet as of a date 
within 90 days prior to the date of the application and statements of in- 
come and statements of cash flows for each of the three fiscal years (for 
each of the two fiscal years in the case of a "small business issuer" as de- 
fined by subsection (i) of Section 260.001) preceding the date of the bal- 
ance sheet and for the period, if any, between the close of the last fiscal 
year and the date of the balance sheet. Where the application is for an 
open qualification, there shall be filed, in addition, an audited balance 
sheet as of the end of the person's last fiscal year (unless the last fiscal 
year ended within 90 days of the dale of the application, in which case 
there shall be filed an audited balance sheet as of the end of the person's 
next preceding fiscal year) and statements of income and statements of 
cash flows which shall be audited up to the date of the last audited balance 
sheet filed. 

(b) As used herein, "audited" refers to financial statements covered by 
an auditor's report containing an unqualified opinion of an independent 
certified public accountant. An opinion shall not be considered unquali- 
fied if an explanatory paragraph is included in the auditor's report or the 
notes to the financial statements which discloses information relating to 
material uncertainties (except as to litigation) or going concern issues. 

(c) While the foregoing is established as a general guideline in the 
preparation of financial statements, the Commissioner may in certain 
cases require audited statements of an applicant in connection with a lim- 
ited offering qualification and may in certain cases waive audited state- 
ments in connection with an open qualification. 

(d) Financial statements of a corporation shall be prepared on a consol- 
idated basis with any other corporation(s) in which it owns directly or in- 
directly more than 50% of the outstanding voting securities. 

(e) Financial statements prepared in accordance with the rules and re- 
quirements of the Securities and Exchange Commission in a registration 
statement shall satisfy the requirement of this Section that the financial 
statements be prepared in accordance with generally accepted account- 
ing principles when the financial statements are submitted as part of an 
application for qualification. 

(f) Where the issuer is a small business issuer and the aggregate pro- 
ceeds of the proposed offering plus the total aggregate proceeds to the is- 
suer from the sale of any of its securities in the preceding 1 2 months is 
not more than $500,000, the requirements of subsection (a) may be satis- 
fied by reviewed financial statements. For purposes of this subsection, 
"reviewed financial statements" means financial statements prepared 
and accompanied by a report issued by an independent certified public 
accountant in accordance with generally accepted accounting principles. 
NOTE: Authority cited: Sections 25216 and 25613, Corporations Code. Refer- 
ence: Sections 25113(b)(2) and 25140, Corporations Code. 

History 

1. Amendment of subsection (a) filed 9-19-73; effective thirtieth day thereafter 
(Register 73, No. 38). 

2. Amendment of subsection (a) filed 1-22-75; effective thirtieth day thereafter 
(Register 75, No. 4). 

3. Amendment filed 5-3-83; effective thirtieth day thereafter (Register 83, No. 
19). 

4. Amendment of subsections (a), (b) and (e) filed 7-1-93; operative 7-1-93 
(Register 93, No. 27). 



5. Change without regulatory effect amending subsection (a) filed 9-30-93 pur- 
suant to title 1, section 100, California Code of Regulations (Register 93, No. 
40). 

6. Amendment of subsecfions (a) and (b), new subsection (f) and amendment of 
Note filed 12-19-95; operative 1-18-96 (Register 95, No. 51). 

§ 260.61 7. Charges for Copies of Documents. 

The following charges shall be made for copies and telecopies of docu- 
ments furnished by the Commissioner and for certification thereof 

(a) Two dollars for each certificate under seal affixed thereto, plus 30 
cents for each page or fraction thereof to be certified, whether the copies 
to be certified are furnished by the person requesting the certification or 
by the Commissioner. 

(b) Thirty cents for each page or fraction thereof when the copies are 
not to be certified. 

(c) One dollar for each page or fraction thereof when the copies are 
sent by telephone transceiving equipment. 

NOTE: Authority cited: Sections 25610 and 25617, Corporations Code. Refer- 
ence: Section 25617, Corporations Code. 

History 

1. Editorial correction adding Note filed 3-9-83 (Register 83, No. 1 1). 

2. Amendment of initial paragraph and new subsection (c) filed 3-15-90; opera- 
tive 4-14-90 (Register 90, No. 11). 

3. Change without regulatory effect amending subsection (a) filed 4-21-94 pur- 
suant to title 1, section 100, California Code of Regulations (Register 94, No. 
16). 



Subchapter 2.2. Retireiment Systems 

NOTE: Authority cited for Subchapter 2.2: Sections EC 28002, 28003, 28103 and 
28200, Corporations Code. Reference: Sections 28000 through 28305, Corpora- 
tions Code. 

History 
1 . Repealer of Subchapter 2.2 (Sections 280.000-280.105, not consecutive) filed 
5-1 9-77; effective thirtieth day thereafter (Register 77, No. 21). For prior histo- 
ry, see Registers 71, No. 2, and 72, Nos. 2 and 32. 



Subchapter 2.3. Capital Access Compai 



Article!. Defi 

§280.100. Definitions. 

(a) "Code" means the California Corporations Code. 

(b) "Commissioner" means the Commissioner of Corporations. 

(c) "Department" means the Department of Corporations. 

NOTE: Authority cited: Secfion 28951, CorporaUons Code. Reference: Section 

28951, Corporations Code. 

History 

1. New subchapter 2.3 (articles 1-12, sections 280.100-280.700), article 1 (sec- 
tion 280.100) and section filed 6-24-99; operative 7-1-99 pursuant to Govern- 
ment Code section 11343.4(d) (Register 99, No. 26). 



Article 2. Applicatiorn for Licensure and 
Related Forms 

§ 280.150. Office Location for Filing of Application and 
Related Forms. 

All applications, notices or forms under the Capital Access Company 
Law must be filed in the Sacramento Office of the Department of Corpo- 
rations, located at 1515 K Street, Suite 200, Sacramento, CA 95814. 
NOTE: Authority cited: Section 28951, Corporations Code. Reference: Section 
28951, Corporations Code. 

History 

1. New article 2 (sections 280.150-280.154) and section filed 6-24-99; operative 
7-1-99 pursuant to Government Code section 1 1343.4(d) (Register 99, No. 26). 

2. Change without regulatory effect amending section filed 9-25-2002 pursuant 
to section 100, title 1 , California Code of Regulations (Register 2002, No. 39). 
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§ 280.151. Application for a License Under tlie Capital 
Access Company Law. 

The application for licensure under the Capital Access Company Law shall be made in the following form: 

(Department of Coiporations Use Only) DEPARTMENT OF CORPORATIONS 

Fee Paid $ File No. 

Receipt No. 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

FACING PAGE 

FOR 

APPLICATION FOR A LICENSE UNDER THE 

CAPITAL ACCESS COMPANY LAW 

PRE-LICENSE AMENDMENT NO. POST-LICENSE AMENDMENT NO. 



The application must be TYPEWRITTEN and accompanied by an application fee of $1,400. The application (together with the fee payable to 
the Commissioner of Corporations) must be filed only in the Sacramento Office of the Department of Corporations. 

Special Instructions: Any amendment to this application for licensure under the Capital Access Company Law shall be made by a verified pre-li- 
cense or post-license amendment to the application. A pre-license amendment is required for an amendment to the application prior to licensure; 
a post-license amendment is required subsequent to licensure. An amendment is made by fiHng the completed "Facing Page" with the appropriate 
pre-license or post-license amendment number entered, attaching the pages of that part of the application (including the exhibits) that are revised 
or changed, and attaching another duly executed and verified "Execution Page". (The Execution Page is found at the end of this application.) 

1 . Name of Applicant: 

Fictitious Business Name: 



List the place or places of business at which Applicant will engage in licensed activity. Indicate principal place of business and branch or other 
office locations: (Attach a separate sheet, if necessary.) 



(Number and Street) (City) (County) (State) (Zip) 



• 



("d.b.a." or fictitious business name) (Name of person in charge of business location) 

[The application continues on the following, separate pages.] 
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3. Applicant is organized and will do business as (check as applicable): 



[ ] a corporation 
[ ] a partnership 
[ ] trust 

4. Complete the following: 

Applicant was organized on 



[ ] a limited liability company 

[ ] a limited partnership 

[ ] other (please specify) 



(Date) 
The FULL first, middle (if no middle name, so indicate) and last name, and complete business address MUST be given for each person named 
below: (Attach additional sheets, if necessary.) 
General Partners: 



(Name) 



(Business Address) 



(Name) 



(Business Address) 



(Name) 



(Business Address) 



President/Chief Executive Officer: 



(Name) 



(Business Address) 



Executive Vice President/Vice President: 



(Name) 



(Business Address) 



• 



Secretary: 



(Name) 



(Business Address) 



Treasurer/Chief Financial Officer: 



(Name) 



(Business Address) 



Other Principal Officers: 



(Name) 



(Business Address) 



(Name) 



(Business Address) 



(Name) 
Director(s): 



(Business Address) 



(Name) 



(Business Address) 



(Name) 



(Business Address) 



• 



(Name) 



(Business Address) 



Manager(s)/Member(s) [i.e., a manager member of an association, or a manager appointed or elected by the members of a limited liability compa- 
ny]: 



(Name) 



(Business Address) 
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(Name) (Business Address) 



(Name) (Business Address) 

Triistee(s): 



(Name) (Business Address) 



(Name) (Business Address) 



(Name) (Business Address) 

Employees who have access to or responsibility for funds held by the applicant: 



(Name) (Business Address) 



(Name) (Business Address) 



(Name) (Business Address) 

Any person (other than those persons listed above) that owns or controls, directly or indirectly, the power to direct, or cause the direction of, 
the management and policies of the applicant. If the "person" is a corporation or other business entity, please provide sufficient information 
to identify the individual(s) in positions of management in, or who own or control, the corporation or business entity. (E.g., the name and 
business address of the officers, directors, partners, etc.) (See Corporations Code Sections 28035 and 28036): 

(Name) (Business Address) 

(Name) (Business Address) 

5. Provide the following information for the investment adviser(s) who will make recommendations to the applicant with respect to the investment 
of funds. 

a.. 

(Name) (Business Address) 

(Name) (Business Address) 

(Name) (Business Address) 

b. Provide the following information for each investment adviser: 

1. Is the investment adviser registered under the Investment Advisers Act of 1940? 

[ ] Yes. The investment adviser's SEC File Number: 

[ ] No. Explain why and cite the appropriate statutory authority. (E.g., the investment adviser is exempt from registration under Section 
203(b)(1) of the Investment Adviser Act of 1940.). 

2. Is the investment adviser licensed by the State of California? 

[ ] Yes. The investment adviser's license number: 



• 



[ ] No. Explain why and cite the appropriate statutory authority. (E.g., the investment adviser is exempt from licensure under Section 25202 
of the Corporate Securities Law of 1968.) 

6. a. Furnish the File Number(s) of any other Department of Corporations' license(s) currently held by applicant or affiliates of the applicant: 

b. Furnish the license number(s) and description of any state or federal licenses held by the applicant. (E.g., a California real estate broker's 
license.): . 

7. The applicant's fiscal year end is: 
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Note: If you DO NOT designate a fiscal year end, the Department of Corporations will record your fiscal year end as December 3J. 

8. If any person other than the applicant makes or keeps any of the books, accounts, or other records of the applicant, provide the following informa- 
tion: 

(Name) (Business Address) 

(Relationship to applicant) 

9. The following items MUST BE provided as Exhibits to the application: 

EXHIBIT A. A statement of financial solvency supported by an audited financial statement dated not more than 90 days from the date this application 
is filed with an unqualified opinion prepared by an independent certified public accountant in accordance with generally accepted accounting prin- 
ciples reflecting the required minimum tangible net worth of $250,000, the minimum $5,000,000 to invest, and the financial resources to pay the 
(company's) expenses in transacting business for at least 3 years from the date of licensure. 

EXHIBIT B. A copy of the fidelity bond (including any riders). A certified copy of the bond and any riders shall be filed with the Commissioner 
within 10 days of its execution. [See Rule 280.400.] 

EXHIBIT C. For each person named in Item 4 of this application, please furnish the following: 

1. A Statement of Identity and Questionnaire*, 

2. Fingerprint Card*, and 

3. Notice of Officers, Directors, Partners, "Control" Persons, Managers, Members, Trustees, and Employees of a Capital Access Company*. 
[See Rule 280.153.] 

* These documents shall be treated by the Department of Corporations as being received in confidence pursuant to paragraph (4) of subdivision 
(d) of Section 6254 of the Government Code. 

EXHIBIT D. A detailed plan of business that includes at a minimum the following items: 

1 . Describe in sufficient detail the business activities of the applicant, including but not limited to, the applicant's proposals to appoint officers, 
sell securities, obtain financing or purchase securities of small business firms. 

2. Information as to the education, financial condition and business experience, and criminal convictions of the following: 

a. Any person that owns or controls, directly or indirectly, 10 percent or more of any class of stock or other voting securities of the applicant. 

b. Any person that controls, directly or indirectly, the election of 25 percent or more of the members of the board of directors, executive 
committee, or other policy committee of the applicant. 

c. Any person or entity that has the ability to control the management of the applicant. 

3. A description of any disciplinary actions filed against any other license under which the applicant conducts its business. 

4. A description of any adverse judgments entered in court actions filed against the applicant based upon allegations of fraud, misrepresentation, 
or dishonesty in the conduct of the applicant's business. 

5. A listing of all material judgments filed against the applicant, and the disposition of each material judgements. 

6. A listing of all bankruptcy petitions filed by the applicant for the preceding five years, and the disposition of each bankruptcy petition. 

7. Has any person listed in Item 4 violated* any provision of the Corporate Securities Law of 1968 (or the rules of the Commissioner of Corpora- 
tions thereunder), the Securities Act of 1933, the Securifies Exchange Act of 1934, the Small Business Investment Company Act of 1958, 
the Investment Company Act of 1940 (or any rules of the Securities and Exchange Commission), or the Business and the Industrial Develop- 
ment Corporation Law (or the rules of the Commissioner of Financial Institudons thereunder). If the answer is "yes", set forth below the 
name(s) of the state(s) or foreign country(ies), the specific provision(s) of the law(s) and rule(s), and the date(s) and disposition(s) of the viola- 
tion(s). (Attach additional sheets, if necessary.) 



* For the purposes of this question, "violated" means that the applicant: (1) either has been convicted or pled nolo contendere to a felony 
or misdemeanor; (2) has been held liable in a civil action by final judgment; (3) is or has been permanently or temporarily enjoined by order, 
judgment or decree of any court of competent jurisdiction; and (4) is or has been subject to any order of a commission or administrator under 
any law or rule referred to in this question. If the conviction has been overturned or reversed on appeal, provide a copy of the order and any 
other documents necessary to explain the final disposition. 

A list of officers, directors, partners, members, trustees, employees, or other persons owning or controlUng, directly or indirectly, 1 percent 
or more of the outstanding interests or equity securities of the apphcant who has, within the last 10 years: 
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a. Been convicted of, or plead nolo contendere to, a crime; or 

b. Committed any act involving dishonesty, fraud or deceit, 

if the crime or act is substantially related to the qualifications, functions, or duties of a person engaged in business in accordance with this 
Law. 

EXHIBIT E. Complete the form entitled "Customer Authorization of Disclosure of Financial Records". This form must be TYPEWRITTEN and 

signed by a person authorized to sign on behalf of the applicant. 

EXHIBIT F. If the applicant will be doing business under a fictitious business name, provide a copy of the Certificate of Filing and Proof of Publica- 
tion, both of which bear the County Clerk's filing stamp. Refer to Section 1 7000 of the Business and Professions Code for the requirements of filing 
this statement. 

EXHIBIT G. Submit a copy of applicant's organizational documents and any amendments thereto. (E.g., Articles of Incorporation, Bylaws, Articles 
of Organization, Articles of Partnership, etc.) 

EXHIBIT H. Provide the following if the applicant is a subsidiary: 

1. A statement disclosing the ultimate parent corporation's name and state where incorporated. 

2. A statement disclosing whether applicant has or will have other licensed locations or affiliates in California operating under a similar plan 
or business. 

3. A statement disclosing the complete business address and telephone number of applicant's management officer in California. If none, so 
indicate. 

EXHIBIT I. Submit a copy of the applicant's conflict of interest policies and procedures to demonstrate compliance with Sections 28820, 28822, 
28823, 28824, 28825, 28826, 28827, 28828 and 28829 of the Corporations Code. 

EXHIBIT J. Submit a copy of any contracts that the applicant has entered into with any investment adviser(s). (See Section 28212 of the Corpora- 
tions Code.) 

EXHIBIT K. Submit a consent to service of process from applicant and for applicant's parent organization and/or all of the applicant's subsidiaries 
in the form stated in Rule 280.152. Service made pursuant to the terms of the consent to service of process shall have the same force and validity 
as if served personally on the applicant. 

EXHIBIT L. By signing the application as provided for on the Execution Page, the applicant agrees (or attests) to the following: 

1. To maintain staff adequate to meet the requirements of the Capital Access Company Law, as prescribed by rule or order of the Commissioner 
of Corporations. 

2. To keep and maintain for 60 months the business records and other information required by law or rules of the Commissioner of Corporations 
regarding any activities undertaken in the course of the conduct of its business. 

3. To file with the Commissioner of Corporations any report or applications required under law or rule or order of the Commissioner of Corpora- 
tions, including, but not limited to: Surrender of License Application and Applications to Acquire Control, Merge With, or Purchase or Sell 
All or Substantially All of the Licensee's Business or of the Business of any of the Licensee's Offices to Another Licensee. 

4. To file with the Commissioner of Corporations an amendment to this application prior to any material change in the information contained 
in the application for licensure, including, without limitation, the plan of operation. 

5. To notify the Commissioner of Corporations, in writing, by certified mail, return receipt requested, prior to opening a branch office in this 
state or changing its business location(s) or the location(s) of any branch office(s) from which activities subject to the Capital Access Company 
Law are conducted. 

6. To comply with the provisions of the Capital Access Company Law, Section 6(a)(5) of the Investment Company Act of 1940, the Corporate 
Securities Law of 1968, and with any order or rule of the Commissioner of Corporations. 

7. To submit to periodic and nonroutine examinations by the Commissioner of Corporations and to pay any required fees associated with ex- 
aminations, audits, or investigations conducted by the Department of Corporations, as required by the Capital Access Company Law. 

8. To advise the Commissioner of Corporations by amendment to this application of any material judgment filed against, or bankruptcy petition 
filed by, the applicant within five days of the filing. 

9. Hereby attests that the applicant will ensure compliance with the conflict of interest provisions outlined in Sections 28820-28829 of the Cor- 
porations Code. 

10. Hereby attests that the officers, directors, partners, trustees and members have read and understand the Capital Access Company Law and 
rules adopted thereunder. 

1 1 . Hereby attests that the applicant has compUed with all applicable state and federal tax return filing requirements for the past three years 
or has filed with the Commissioner of Corporations an independent certified public accountant' s or attorney's statement as to why no return 
was filed. 
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1 2. Hereby attests that the apphcant has not committed a crime under the laws of any state or the United States, involving moral turpitude, mis- 
representation, fraudulent or dishonest dealing, or fraud and has disclosed to the Commissioner of Coiporations any final judgment entered 
against it in a civil action upon grounds or allegations of fraud, misrepresentation, or deceit. 

13. Hereby attests that the applicant has not engaged in conduct that would be cause for denial of a license. 

14. Hereby attests that the applicant will submit the economic benefit surveys and questionnaires to the Trade and Commerce Agency in com- 
pliance with Section 28506 of the Capital Access Company Law. 

15. Hereby attests that the applicant is not insolvent. 

16. Hereby attests that the applicant has acted with due care and competence in performing any act for which it is required to hold a license 
under the Capital Access Company Law. 

1 7. Hereby attests that the applicant will comply with all applicable requirements of California and federal law, including the Corporate Securi- 
ties Law of 1968. 

18. Hereby attests that the applicant's organizational documents will include the provisions required in Section 28200 of the Capital Access 
Company Law. 

19. Hereby attests that the applicant will not engage in any business other than the following: 

a. The business of providing financial assistance through the purchase of securities of small business firms doing business or proposing to 
do business wholly or substantially in this state. 

b. The business of providing managerial assistance (including managerial and technical assistance) to small business firms doing business 
or proposing to do business wholly or substantially in this state. 

[The next page is the Execution Page.] 
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EXECUTION PAGE 

Please indicate the name, address, title, and telephone number of the person who should be contacted for information regarding this application. The 
license will be mailed to this person unless otherwise instructed. 

Attention: 

(Name) (Title) (Telephone Number) 

(Number and Street) (City) (State) (Zip Code) 

In the event of the issuance of a license, applicant agrees to comply with the requirements of the Capital Access Company Law and rules adopted, 
and orders issued, by the Commissioner of Corporations, and further agrees that in the event of any change of its officers, directors, or any persons 
named in this application, that a verified amendment to the application reflecting such change shall within fifteen business days from the date of the 
change, be filed with the Commissioner of Corporations setting forth the change, the effective date of the change, the names of the persons involved 
in the change, and a statement of the qualifications of each successor person. 

WHEREFORE, applicant requests that a license be issued by the Commissioner of Corporations authorizing applicant to engage in business under 
the Capital Access Company Law within the State of California. 

The applicant has duly caused this apphcation to be signed on its behalf by the undersigned, thereunto duly authorized. 

Applicant: 

By: 



(Typed Name) 



(Title) 

The undersigned, on behalf of the applicant, acknowledges that this application and all exhibits thereto which are not designated as confidential are 
subject to public inspection pursuant to Section 250.9. 1, Chapter 3, Title 10, California Code of Regulations. A request for confidentiality of certain 
documents may be requested pursuant to Section 250. 10. If a request for confidential treatment is granted (or denied), the person making such request 
will be notified in writing. 

I certify (or declare) under penalty of perjury that I have read the foregoing application, including all Exhibits attached thereto, or filed therewith, 
and know the contents thereof, and that the statements therein are true and correct 

Executed at 



(Signature of Declarant) 
Date 



(Typed Name) 

IF EXECUTED OUTSIDE THE STATE OF CALIFORNIA, ATTACH A VERIFICATION EXECUTED AND SWORN TO BEFORE A 
NOTARY PUBLIC. 

NOTE: Authority cited: Section 28951, Corporations Code. Reference: Sections HISTORY 

28103, 28104,28108, 28110, 28L52, 28153,28200, 28210, 28211, 28320, 28400, 1. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 

28500, 28501, 28502, 28503, 28504, 28506, 28551 and 28604, Corporations section 11343.4(d) (Register 99, No. 26). 

Code. 
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§ 280.152. Consent to Service of Process; Form. 
The consent to service of process shalJ be made on the folJowing form: 



TO THE COMMISSIONER OF CORPORATIONS OF 

THE STATE OF CALIFORNIA 

CONSENT TO SERVICE OF PROCESS 



KNOW ALL MEN BY THESE PRESENTS 



That the undersigned, 
laws of the State of 



(a corporation, partnership or limited hability company organized under the 

). (an individual), (other ) hereby irrevocably appoints the Commis- 
sioner of Corporations of the State of California, or the Commissioners successor in office, to be the undersigned's attorney to receive service of 
any lawful process in any noncriininal suit, action or proceeding against the undersigned, or the undersigned's successor, executor, or administrator 
which arises under the Capital Access Company Law or any nile or order thereunder after this consent has been filed, with the same force and validity 
as if served personally on the undersigned. 

For the purpose of compliance with the Capital Access Company Law, notice of the service and a copy of the process should be sent by registered 
or certified mail to the undersigned at the following address: 



(Name and Address) 



Dated: 



By_ 

Title 



ACKNOWLEDGEMENT 



STATE OF CALIFORNIA ) 
COUNTY OF ) 



On 



before me, (here insert the name and title of the officer), personally appeared 



personally known to me (or proved to me on the basis of satisfactory evidence) to be the person(s) whose name(s) is/are subscribed to the within 
instrument and acknowledged to me that he/she/they executed the same in his/her/their authorized capacity(ies), and that by his/her/their signature(s) 
on the instrument the person(s), or the entity upon behalf of which the person(s) acted, executed the instrument. 



WITNESS my hand and official seal. 
Signature 



(Seal) 



Any certificate of acknowledgement taken in another place shall be sufficient in California if it is taken in accordance with the laws of the place where 
the acknowledgement is made. See, California Civil Code Section 1189. 



NOTE: Authority cited: Sections 28108 and 28951, Corporations Code. Refer- 
ence: Section 28108, Corporations Code. 

History 
1. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 
section 1 1343.4(d) (Register 99, No. 26). 

§ 280.153. IMotice of Officers, Directors, Partners, 

"Control" Persons, Managers, Members, 
Trustees and Employees. 
(a) The notice to accompany the filing of an individual's fingerprints 



required in the following circumstances shall be made on the form set 
forth in subsection (b) of this rule: 

( 1) In compliance with the requirements of Exhibit C to Item 10 of the 
application for license (Rule 280.151); 

(2) In compliance with the requirements for filing an application for 
change of control (Rule 280.250); 

(b) The notice shall be made on the following form: 
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Fee: $20.00 + DOJ Noncriminal Applicant Fingerprint Fee 
(Fees should include the Department of Corporations' filing fee of [$20.00] 
and the fee charged by the Department of Justice [Penal Code Section 1 1105] 
for processing Noncriminal Applicant Fingerprints.) 

Receipt No. 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

NOTICE OF 

OFFICERS, DIRECTORS, PARTNERS, "CONTROL" PERSONS, MANAGERS, MEMBERS, 

TRUSTEES AND EMPLOYEES OF A CAPITAL ACCESS COMPANY"^' 



OFFICIAL USE ONLY 



LAST NAME 

Date submitted CIl: 
Applicant l.D. # 



PLEASE PRINT OR TYPE 
NAME OF COMPANY: 



FILE NO. 



ADDRESS OF MAIN OFFICE: 



(Street) 



(City) 



(State) 



(Zip Code) 



EMPLOYING BRANCH OFFICE: 



NAME OF OFFICER, DIRECTOR, PARTNER, "CONTROL" PERSON, MANAGER, MEMBER, TRUSTEE AND EMPLOYEE: 



(Last) 
POSITION HELD OR TO BE HELD: 
HOME ADDRESS: 



(First) 



(Middle) 



(Street) 



DATE OF BIRTH- 



HEIGHT: 



(City) 
PLACE OF BIRTH: 



(State) 



(Zip Code) 



(Month) (Day) (Year) 
WEIGHT: 



SEX: 



COLOR OF EYES: 
COLOR OF HAIR: 



This document shall be treated by the Department of Corporations as being received in confidence pursuant to paragraph (4) of subdivi- 
sion (d) of Section 6254 of the Government Code. 



NOTE: Authority cited: Section 28951, Corporations Code. Reference: Sections 
28104(a)(1), 28152(d), 28152(e) and (f), 28153 and 28552, Corporations Code. 

History 
]. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 
section 1 1 343.4(d) (Register 99, No. 26). 

§ 280.154. Amendments to Application. 

A licensed capital access company shall, within 30 days after any 



change in the information contained in its application, other than finan- 
cial information, file an amendment with the Commissioner. However, 
for any change in the persons listed in Item 4 of the application, the li- 
censed capital access company must file an amendment with the Com- 
missioner within five days of the change. 

History 
1. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 
section 11343.4(d) (Register 99, No. 26). 
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Artiol© 3o Application Requesting Approval 
t© Surrender License 

§ 280.200. AppSDcation Requesting Approval to Surrender 
License. 
An application requesting approval to surrender a license as a capital 
access company shall be made on the following form: 



File No. 

Date of Apphcation 



COMMISSIONER OF CORPORATIONS 

STATE OF CALIFORNIA 

APPLICATION FOR REQUESTING APPROVAL TO SURRENDER 

CAPITAL ACCESS COMPANY LAW LICENSE 
PURSUANT TO SECTION 28650 OF THE CORPORATIONS CODE 

The Application for Requesting Approval to Surrender a Capital Access Company Law License MUST BE TYPEWRITTEN and may only be filed 
in the Sacramento Office of the Department of Corporations. 

1 . Name of Applicant: 



2. Name under which business is conducted, if different from above: 



3. Address of actual location of principal place of business: 



No. and Street City State ZIP Code 
4. State the reason for surrendering the license: 



5. Does the applicant owe any money or securities to any investor? 

( ) Yes ( ) No If answer is "yes", furnish all of the following information: 

a. Amount of money owed: $ 



b. Arrangements made for the payment of the money owed: 



c. Market value of securities (if applicable): 



d. Arrangements made for the return or delivery of securities: 



6. Has applicant assigned any of its contracts to another person? 

( ) Yes ( ) No If answer is "yes" furnish all of the following information: 

a. Name and business address of the person(s) to whom the contracts were assigned: 



b. Name of contact person: 



c. What alternative was provided with respect to those investors who did not consent to the assignment of their contracts? 



7. Is applicant involved in any legal action or proceeding? 

( ) Yes ( ) No If "yes", furnish complete information with respect to each. 

8. Are there any unsatisfied judgments or liens against applicant? 

( ) Yes ( ) No If "yes", furnish complete information with respect to each. 

9. If the answer was "yes" to any questions in paragraphs 5, 6, 7, or 8 above, attach a statement of financial condition. The Statement of financial 
Condition must be prepared in accordance with generally accepted accounting principles and must have been prepared within 10 days of filing 
this application. Securities of the applicant in which applicant has an interest must be listed in a separate schedule at market price, if any; and 
if no current independent market exists the basis upon which value has been assigned should be stated. 

10. Attach a copy of the closing audit. The closing audit must be performed by an independent certified public accountant and must contain a state- 
ment specifying all deficiencies, if any, noted by the accountant, with respect to all collections and disbursements of funds, together with such 
information as the accountant may wish to include (such as corrective steps taken with respect to any deficiency so noted), or stating that no 
deficiencies were found. 

1 1 . Furnish below the name and address of the person who has or will have custody or possession of apphcant' s books and records which are re- 
quired to be preserved pursuant to Rules 280.650, 280.651 , and 280.652 of Title 10 of the California Code of Regulations. 
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12. The applicant has duly caused this application to be signed on its behalf by the undersigned, thereunder duly authorized. 



By: 



(Applicant) 



(Title) 

1 certify or (declare) under penalty of perjury under the laws of the State of California that 1 have read this appUcation and the exhibits thereto an 
know the contents thereof, and that the statements therein are tme and correct. 



Executed at 



., on 



(Place) 



(Date) 



NOTE: Authority cited: Section 28650, Corporations Code. Reference: Sections 
28650 and 28651, Corporations Code. 

History 
1. New article 3 (section 280.200) and section filed 6-24-99; operative 7-1-99 
pursuant to Government Code section 11343.4(d) (Register 99, No. 26). 



Article 4. Application for Approval to 

Acquire Control, Merge with, or Purchase or 

Sell All or Substantially All of the Licensee's 

Business 

§ 280.250. Application for Approval to Acquire Control, 
Merge with, or Purchase or Sell All or 
Substantially All of the Business of Another 
Person , or to Sell All or Substantially All of the 
Licensee's Business or the Business of the 
Licensee's Officers to Another License. 

(Department of Corporations Use Only) 

Fee Paid $ 

Receipt No. 



• 



DEPARTMENT OF CORPORATIONS 

File No. 



[ ] Acquisition of Control, Section 28500 

[ ] Merger, Section 28601 

[ ] Purchase of Business, Section 28601 

[ ] Sale of Business, Section 28601 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

FACING PAGE 

FOR 

APPLICATION FOR APPROVAL TO ACQUIRE CONTROL, MERGE WITH, OR PURCHASE OR SELL ALL OR SUBSTANTIALLY 

ALL OF THE BUSINESS OF ANOTHER PERSON, OR TO SELL ALL OR SUBSTANTIALLY ALL OF THE LICENSEE'S BUSINESS OR 

OF THE BUSINESS OF ANY OF THE LICENSEE'S OFFICES TO ANOTHER LICENSEE. 

PRE-AUTHORIZATION AMENDMENT NO. 



The Application For Approval To Acquire Control, Merge With, Or Purchase Or Sell All Or Substantially All Of The Business Of Another Person, 
Or To Sell All Or Substantially All Of The Licensee's Business Or Of The Business Of Any Of The Licensee's Offices To Another Licensee MUST 
be TYPEWRITTEN and accompanied by the application fee of $900. The application (together with the fee payable to the Commissioner of Cor- 
porations) must be filed only in the Sacramento Office of the Department of Corporations. 

Special Instructions: An Application for Authorization for a Change of Control under the Capital Access Company Law shall include (1) this com- 
pleted Facing Page, (2) the completed and revised applicable pages of the Application for a License Under the Capital Access Company Law (but 
not the Facing Page for that application) with information contained therein necessary to enable the Commissioner of Corporations to make findings 
required by Corporations Code Sections 28551 and 28604 and attached to this completed Facing Page, and (3) the duly executed and verified Execu- 
tion Page for this application. (A blank Execution Page may be found at the end of the Application for a License.) 



In pursuance of, and in compliance with, the provisions of the Capital Access Company Law, the licensee, 
its principal office located at: 



., with 



(Number and Street) 



(City) 



(State) 
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hereby applies to the Commissioner of Corporations for authorization for a change of control. 

1. a. Date of Organization: 

b. State of Organization: 



2. Please provide the following information: 

a. For applications for approval to acquire control of the licensee, describe in detail how applicant meets the criteria stated in Section 28551 of 
the Corporations Code. 

b. For applications for approval of a merger, purchase or sale of the licensee, describe in detail how applicant meets the criteria stated in Section 
28604 of the Corporations Code. 

[Tlhie application continues on the following, separate pages.] 
(See Special Instructions, above.) 



• 



NOTE: Authority cited: Section 28951, Corporations Code. Reference: Sections 
28550, 28551, 28552 and 28604, Corporations Code. 

History 
1. New article 4 (section 280.250) and section filed 6-24-99; operative 7-1-99 
pursuant to Government Code section 1 1343.4(d) (Register 99, No. 26). 



cle So Advertisii 



§ 280.300. 

(a) No capital access company shall advertise that it or any of its offi- 
cers, employees, or agents are "bonded," "supervised by," "regulated 
by," "audited by" or "examined by" the State of Califomia or any agency 
thereof. 

(b) A capital access company shall refer to its licensure under the Capi- 
tal Access Company Law in any written or printed communication or any 
communication by means of recorded telephone messages, telephonic or 
electronic media, or spoken on radio, television or similar communica- 
tions media, only by the following statement: "Licensed by the Depart- 
ment of Corporations under the Capital Access Company Law." 

NOTE; Authority cited: Section 28155, Corporations Code. Reference: Section 
28951, Corporations Code. 

History 
i . New article 5 (sections 280.300-280.301) and section filed 6-24-99; operative 
7-1-99 pursuant to Government Code section 1 1 343.4(d) (Register 99, No. 26). 

2. Editorial correction of History 1 (Register 99, No. 27). 

§ 280.301. "BSind" Advertising Prohibited. 

A capital access company shall not use so-called "blind" advertise- 
ments. "Blind" advertising is an advertisement used to solicit business 
that gives only a telephone number, post office or newspaper box num- 
ber, or name other than that of the licensee. 

NOTE: Authority cited: Section 28951, Corporations Code. Reference: Section 
28951, Corporations Code. 

History 

1. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 
section 11 343.4(d) (Register 99, No. 26). 

2. Editorial correction inserting History 1 (Register 99, No. 27). 



Article 6o Fees 

§ 280.350. Fees. 

(a) The filing fee for an application for a license shall be one thousand 
four hundred dollars ($1,400). 

(b) The filing fee for an application for approval to acquire control of 
a licensee shall be nine hundred dollars ($900). 

(c) Subject to the limitations in Section 281 10(a)(3) of the Corpora- 
tions Code, the filing fee for an application for approval for a licensee to 
merge with another company, or to purchase all or substantially all of the 
business of another person, or to sell all or substantially all of its business, 
shall be nine hundred dollars ($900). 

NOTE: Authority cited: Section 28951, Corporations Code. Reference: Section 
281 10, Corporations Code. 



History 
1. New article 6 (section 280.350) and section filed 6-24-99; operative 7-1-99 
pursuant to Government Code section 1 1343.4(d) (Register 99, No. 26). 

Article 7. Bonding 

§ 280.400. 

(a) Each licensed capital access company shall provide and maintain 
a fidelity bond covering each officer, director, partner, member, trustee, 
employee, or subject person, as defined in Section 28700, who has access 
to or responsibility for the securities or funds of the capital access compa- 
ny. The fidelity bond may be either a primary commercial blanket bond 
or a blanket position bond written by an insurer licensed by the Califomia 
Insurance Commissioner. The bond shall be filed in the Sacramento Of- 
fice of the Department of Corporations. 

(b) The bond shall be renewed on at least an annual basis and the 
amount the bond shall be at least equal to an amount computed in accor- 
dance with the following schedule: 

Amount of Licensed Capital 
Access Company's Total Assets 
at End of Most Recent Fiscal 
Quarter Prior to Date of Determination 



In Dollars 

5,000,000 to 

7,500,000 to 

10,000,000 to 

1 5,000,000 to 

20,000,000 to 

25,000,000 to 

35,000,000 to 

50,000,000 to 

75,000,000 to 

100,000,000 to 

150,000,000 to 

250.000,000 to 

500,000,000 to 

750,000,000 to 



7,500,000 
10,000,000 
15,000,000 
20,000,000 
25,000,000 
35,000,000 
50,000,000 
75,000,000 
100,000,000 
150,000,000 
250,000,000 
500,000,000 
750,000,000 
1,000,000,000 



1,000,000,000 to 1,500,000,000 

1,500,000,000 to 2,000,000,000 

over 2,000,000,000 



Minimum amount of Bond 
150,000 
175,000 
200,000 
225,000 
250.000 
300,000 
350,000 
400,000 
450,000 
525,000 
600,000 
750,000 
900,000 
1 ,000,000 
1,250,000 
1,500,000 
200,000 for each 
500,000,000 of gross assets 
up to a maximum bond of 2,500,000. 

(c) The sufficiency of the sureties on the bond is at all times subject to 
the approval of the Commissioner. The aggregate hability of the surety 
for all claims shall in no event exceed the penal sum of the bond. 

(d) The bond shall contain a provision that the bond shall not be can- 
celled in whole or in part without 30 days written notice to the Commis- 
sioner by the bonding or insurance company. 

(e) The bond shall also provide that the bonding or insurance company 
issuing the bond provide written notice to the Commissioner within 10 
days of service of any action against the bond and immediately upon pay- 
ment of any claims. 

(f) The Commissioner may at any time require an additional bond to 
be filed when in the Commissioner's opinion any bond then in force is 
insufficient for any reason. 
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NOTE: Authority cited: Section 28951, Corporations Code. Reference: Sections 
28152(d) and 28703, Corporations Code. 

History 

1. New article 7 (section 280.400) and section filed 6-24-99; operative 7-1-99 
pursuant to Government Code section 1 1343.4(d) (Register 99. No. 26). 

Article 8. Unsafe and Unsound Acts 

§ 280.450. 

For purposes of Sections 28551, 28604 and 28703 of the Corporations 
Code, unsafe and unsound acts include, but are not limited, to the follow- 
ing activities: 

(a) Failing to maintain adequate working capital to provide reasonable 
assurance that the licensee will be able to operate actively and in accor- 
dance with its Articles and within the context of the business plan; 

(b) Operating at variance with the basic organizational documents as 
filed pursuant to Coinmissioner's Rule 280.151. 

(c) Amending the organizational documents in a manner that is incon- 
sistent with Section 28200 of the Code. 

(d) Any officer, director, employee, agent, or other participant in the 
management or conduct of the affairs of a licensee engages in any act or 
practice, or omits any act, in breach of his or her fiduciary duty as such 
officer, director, employee, agent, or participant, if, as a result thereof, 
the licensee has suffered or is in imminent danger of suffering financial 
loss or other damage. 

(e) Engaging in any conduct which constitutes fraud of dishonest deal- 
ing or unfair competition, as defined by Section 17200 of the Business 
and Professions Code. 

(f) Permitting any person other than the officers, directors, partners, 
members, trustees, or employees listed in Item 4 of the application to 
have access to or responsibility for the funds of the capital access compa- 
ny. 

(g) Failing to maintain a tangible net worth of $250,000. 
(h) Failing to maintain the required fidelity bond coverage. 

(i) Failing to obtain a majority vote of the board of directors, executive 
committee or other policy body approving the appointment or change in 
the accountant certifying the licensee's financial statements. 

(j) Commingling the general funds of the capital access company with 
the investment funds. 

NOTE: Authority cited: Section 28951, Corporations Code. Reference: Sections 
28551, 28604, and 28703, Corporations Code. 

History 
1. New article 8 (section 280.450) and section filed 6-24-99; operative 7-1-99 

pursuant to Government Code section 1 1343.4(d) (Register 99, No. 26). 

Article 9. Legend Requirement 

§ 280.500. Legend Requirement. 

The certificates representing all securities of the capital access compa- 
ny sold to "accredited investors" for the purposes of providing capital to 
small business firms shall bear on their face a legend prominently 
stamped or printed thereon and in capital letters of not less than 10 point 
size, reading as follows: 

'THE SECURITIES REPRESENTED BY THIS CERTIFICATE 
ARE NOT REDEEMABLE AND MAY BE TRANSFERRABLE 
ONLY TO ACCREDITED INVESTORS AS DEHNED IN SECTION 
28031 OF THE CORPORATIONS CODE." 

NOTE: Authority cited: Section 25951, Corporations Code. Reference: Sections 
28200(b) and (d) and 28031, Corporations Code. 

History 

1. New article 9 (section 280.500) and section fded 6-24-99; operative 7-1-99 
pursuant to Government Code section 1 1343.4(d) (Register 99, No. 26). 



Article 10. Reports to the Commissioner 

§ 280.600. Financial Statements. 

(a) Whenever pursuant to these rules, or pursuant to an order or request 
of the Commissioner pursuant to the Capital Access Company Law, a fi- 



nancial statement or other report is required to be audited or be accompa- 
nied by the opinion of a certified public accountant or public accountant, 
such accountant shall be independent of the licensee, as determined in ac- 
cordance with Section 602.02 of Financial Reporting Release Number 1 
issued by the Securities and Exchange Commission. 

(b) Except as provided in subsection (c), financial statements of a li- 
censed capital access company required pursuant to these rules must be 
on a combining basis with an affiliate, if the licensed capital access com- 
pany or such affihate if the following conditions exist: 

( 1) The affiliate controls, is controlled by, or is under common control 
with, the licensed capital access company, either directly or indirectly, 
and 

(2) The licensed capital access company or the affiliate is substanfially 
dependent, either directly or indirectly, upon the other for services or rev- 
enue. 

(c) Upon written request of a licensed capital access company, the 
Commissioner may waive the requirement that an affiliate be combined 
in a financial statement required pursuant to these rules. A waiver will 
only be granted when the affiliate is operafing under an authority granted 
by a government agency pursuant to which the affiliate is required to sub- 
mit periodic financial reports in a form prescribed by such governmental 
agency that cannot practicably be reformatted into the form prescribed 
by these rules. 

(d) When combined financial statements are required by this section, 
the independent accountant's report or opinion must cover all the entities 
included in the combined financial statements. If the accountant's report 
or opinion makes reference to the fact that a part of the examination was 
performed by another auditor, the plan shall also file the individual finan- 
cial statements and report or opinion issued by the other auditor. 

(e) Licensed capital access companies which have subsidiaries that are 
required to be consolidated under generally accepted accounting prin- 
ciples must present either 

(1) consohdating financial statements, or 

(2) consolidating schedules for the balance sheet and statement of op- 
erations, which in either case must show the capital access company sep- 
arate from the other entities included in the consolidated balances. 

(f) Annual financial statements filed with the Commissioner pursuant 
to Corporations Code Section 25501 (a) shall include as an attachment to 
the financial statements fully disclosing all material transactions with af- 
filiates. 

NOTE: Authority cited: Sections 28500 and 29851, Corporations Code. Refer- 
ence: Section 28501 , Corporations Code. 

History 
1 . New article 10 (sections 280.600-280.605) and section filed 6-24-99; opera- 
tive 7-1-99 pursuant to Government Code section 1 1 343.4(d) (Register 99, No. 
26). 

§ 280.601 . Change of Independent Accountant. 

Whenever the filing of financial statements required pursuant to Sec- 
tion 28501 are to be reported upon or certified by an accountant other 
than the accountant certifying the licensee's most recent filing, the li- 
censee must furnish the Commissioner with a separate letter stating 
whether in the eighteen (18) months preceding the engagement of the 
new accountants there was any disagreement with the former accoun- 
tants on any matter of accounting principles or pracfices, financial state- 
ment disclosure or auditing procedures, which such disagreement if not 
resolved to the satisfaction of the former accountants would have caused 
him to make reference to the subject matter of such disagreement in his 
opinion or report. This letter must be verified by a principal officer of the 
licensee. The licensee shall also request the former accountants to fur- 
nish them with a letter addressed to the Commissioner stating whether he 
or she agrees with the statements contained in the letter of the licensee 
and, if not, stating the respects in which he or she does not agree. The 
notification by the licensee along with the former accountant's letter, if 
necessary, must be furnished to the Commissioner within 45 days of the 
engagement of the new accountants. 

NOTE: Authority cited: Sections 28500 and 28951, Corporations Code. Refer- 
ence: Section 28501, Corporations Code. 
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History 
1. New section filed 6-24-99: operative 7-1-99 pursuant to Government Code 
section 1 1343.4(d) (Register 99, No. 26). 



§ 280.602. InterDm Reports. 

(a) Every capital access company shall file a report within 15 days 
from a determination that it has negative working capital or that its tangi- 
ble net worth is reduced by 120% of its minimum tangible net worth as 
specified in Corporations Code Section 28152. See also Rule 280.450(g). 
The report shall include the capital access company's most recent finan- 
cial statements prepared as of that month. 

(b) The report required by subsection (a) shall be prepared as of a date 
within the 15-day period set forth in subsection (a). Additional reports 
shall be filed in the same form within 10 days of the close of each monthly 
accounting period until three consecutive months have elapsed in which 
the conditions specified in subsection (a) that required the filing of the 
report under subsection (a) no longer exist. 

NOTE: Authority cited: Section 28951, Corporations Code. Reference cited: Sec- 
tion 28502 , Corporations Code. 

History 
1. New section filed 6-24—99; operative 7-1-99 pursuant to Government Code 
section 1 1343.4(d) (Register 99, No. 26). 

§ 280.603. Report of Civol, Comonal or DiscSplinary Action. 

(a) A capital access company shall immediately report in writing to the 
Commissioner any civil, criminal or disciplinary actions filed against the 
capital access company, or any of its officers, directors, partners, mem- 
bers, employees, persons controlling 1 percent or more of the ownership 
interests, trustees, or investment advisers or affiliates. 

(b) For purposes of this rule, "employee" means an individual with ac- 
cess to or responsibility for any funds held by the capital access company. 
NOTE: Authority cited: Section 28951, Corporations Code. Reference: Section 
28502, Corporations Code. 

History 

1. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 
section 11 343.4(d) (Register 99, No. 26). 



§ 280.604. Report of Defalcation. 

(a) A licensee shall immediately report to the Commissioner any de- 
falcation, embezzlement or theft made, or reasonably believed by the 
company to have been made, by any of its officers, directors, partners, 
members, employees or persons controlling 1 percent or more of the 
ownership interests, trustees, investment advisers, or affiliates. 

(b) Employee shall have the same meaning as in Rule 280.603(b). 
NOTE: Authority cited: Section 28951, Corporations Code. Reference: Section 
28502, Corporations Code. 

History 
1. New section filed 6-24—99; operative 7-1-99 pursuant to Government Code 
section 1 1343.4(d) (Register 99, No. 26). 



§ 280.605. Verification of Reports. 

Attached to each financial report filed pursuant to these rules shall be 
a verification that, to the best knowledge and belief of the person making 
the verification, 

(1) the financial statements and supporting schedules are true and cor- 
rect, and 

(2) no partner, officer, member, employee, trustee or director, thereof 
has any proprietary interest in any account classified as that of an inves- 
tor. If the capital access company is a partnership, the verification shall 
be made by a general partner; if by a corporation, by a duly authorized 
officer; by a trust, a trustee; by a limited liability company, by a member. 
NOTE: Authority cited: Sections 28502 and 28951, Corporations Code. Refer- 
ence: Section 28502, Corporations Code. 

History 
1. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 
section 11343.4(d) (Register 99, No. 26). 



Article 11. Books andl Records 

§ 280.650. Records to Be Maintained by Capital Access 
Companies. 

(a) Every licensed capital access company shall maintain and keep 
true, current, and accurate the accounts, books, and other documents re- 
lating to its business which constimte the record forming the basis for fi- 
nancial statements required to be filed pursuant to Section 28501 of the 
Corporations Code.- 

(b) Every licensed capital access company shall maintain and keep 
current the following books, accounts, and other documents: 

(1) Journals (or other records of original entry) containing an itemized 
daily record in detail of all purchases and sales of securities (including 
sales and redemption of its own securities), all receipts and deliveries of 
securities (including certificate numbers if such detail is not recorded by 
custodian or transfer agent), all receipts and disbursements of cash and 
all other debits and credits. Such records shall show for each such trans- 
action the name and quantity of securities, the unit and aggregate pur- 
chase or sale price, commission paid, the market on which effected, the 
trade date, the settlement date, and the name of the person through or 
from whom purchased or received or to whom sold or delivered, and, in 
a subsidiary portfolio investment record, provide the complete legal 
name and accounting and other information (including sufficient in- 
formation to calculate coupons, accruals, maturities, puts, and calls) nec- 
essary to idenfify, value, and account for each investment. 

(2) General and auxiliary ledgers (or other records) reflecfing all as- 
sets, liability, reserve, capital, income and expense accounts, including: 

(i) Separate ledger accounts (or other records) reflecting the follow- 
ing: 

(a) Securifies in transfer (stated in terms of securities quantities only); 

(b) Securifies in physical possession; (stated in terms of securities 
quanuties only) 

(c) Securities borrowed and securities loaned (stated in dollar amounts 
and securities quantities as appropriate); 

(d) Monies borrowed and monies loaned together with a record of the 
collateral therefor and subsfitutions in such collateral (stated in dollar 
amounts and securities quantifies as appropriate); 

(e) Dividends and interest received (stated in dollar amounts only); 
(0 Dividend receivable and interest accrued (stated in dollar amounts 

only). 

(ii) Separate ledger accounts (or other records) for each portfolio secu- 
rity, showing (as of trade dates): 

(a) the quanfity and unit and aggregate price for each purchase, sale, 
receipt, and delivery of securifies and commodities for such accounts, 
and 

(b) all other debits and credits for such accounts. Securities positions 
and money balances in such ledger accounts (or other records) shall be 
brought forward periodically but not less frequenfiy than at the end of fis- 
cal quarters. Any portfoho security, the salability of which is condi- 
tioned, shall be so noted. A memorandum record shall be available set- 
ting forth, with respect to each portfolio security account, the amount and 
declaration ex-dividend, and payment dates of each dividend declared 
thereon. 

(iii) Separate ledger accounts (or other records) for each person with' 
or through which transactions in portfolio securities are effected, show- 
ing each purchase or sale of securities with or through such persons, in- 
cluding details as to the date of the purchase or sale, the quanfity and unit 
and aggregate price of such securifies, and the commissions or other 
compensafion paid to such persons. Purchases or sales effected during 
the same day at the same price may be aggregated. 

(iv) Separate ledger accounts (or other records), which may be main- 
tained by a transfer agent or registrar, showing for each shareholder of 
record of the capital access company the number of shares of capital 
stock of the company held. In respect of share accumulation accounts 
(arising from periodic investment plans, dividend reinvestment plans, 
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deposit of issued shares by the owner thereof, etc.), details shall be avail- 
able as to the dates and number of shares of each accumulation, and ex- 
cept with respect to already issued shares deposited by the owner thereof, 
prices of each such accumulation. 

(3) Corporate charters, certificates of incorporation or trust agree- 
ments, and by-laws, and minute books of stockholders' and directors' or 
taistees' meetings; and minute books of directors" or trustees' committee 
and advisory board or advisory committee meetings. 

(4) A record of each brokerage order given by or in behalf of the capital 
access company for, or in connection with, the purchase or sale of securi- 
ties, whether executed or unexecuted. Such record shall include the name 
of the broker, the terms and conditions of the order and of any modifica- 
tion or cancellation thereof, the time of entry or cancellation, the price at 
which executed, and the time of receipt of report of execution. The record 
shall indicate the name of the person who placed the order in behalf of 
the capital access company. 

(5) A record of all other portfolio purchases or sales showing details 
comparable to those prescribed in paragraph (4) of subsection (b) of this 
section. 

(6) A record of the proof of money balances in all ledger accounts (ex- 
cept shareholder accounts), in the form of trial balances. Such trial bal- 
ances shall be prepared currently at least once a month. 

(7) A record for each fiscal quarter, which shall be completed within 
ten days after the end of such quarter, showing specifically the basis or 
bases upon which the allocation of orders for the purchase and sale of 
portfolio securities to named brokers or dealers and the division of bro- 
kerage commissions or other compensation on such purchase and sale or- 
ders among named persons were made during such quarter. The record 
shall indicate the consideration given to (i) sales of shares of the capital 
access company by brokers or dealers, (ii) the supplying of services or 
benefits by brokers or dealers to the capital access company, its invest- 
ment adviser or any persons affihated therewith, and (iii) any other con- 
siderations other than the technical qualifications of the brokers and deal- 
ers as such. The record shall show the nature of the services or benefits 
made available, and shall describe in detail the application of any general 
or specific formula or other determinant used in arriving at such alloca- 
tion of purchase and sale orders and such division of brokerage commis- 
sions or other compensation. The record shall also include the identities 
of the persons responsible for the determination of such allocation and 
such division of brokerage commissions or other compensation. 

(8) A record in the form of an appropriate memorandum identifying 
the person or persons, committees, or groups authorizing the purchase or 
sale of portfolio securities. Where an authorization is made by a commit- 
tee or group, a record shall be kept of the names of its members who par- 
ticipated in the authorization. There shall be retained as part of the record 
required by this paragraph any memorandum, recommendation, or 
instruction supporting or authorizing the purchase or sale of portfolio se- 
curities. The requirements of this paragraph are applicable to the extent 
they are not met by compliance with the requirements of paragraph (b)(4) 
of this section. 

(9) Files of all advisory material received from the investment adviser, 
any advisory board or advisory committee, or any other persons from 
whom the capital access company accepts investment advice, other than 
material which is furnished solely through uniform publications distrib- 
uted generally. 

(10) Files of all investor suitability statements. Such files shall include 
the individual's name, telephone number, and the basis for establishing 
the suitability of the investor as an "accredited investor." 

(1 1) A record of all complaints received from investors. There shall 
be retained as part of the record required by this paragraph a description 
of the nature of the complaint and the final disposition and resolution of 
the complaint. 

(12) Files containing due diligence documentation of the small busi- 
ness firms that the capital access company invests in, including but not 
limited to the following: 

(a) copies of each issuer's prospectus, if one was prepared; 



(b) copies of each issuer's offering circular, if one was prepared; 

(c) copies of each issuer's most recent annual report; 

(d) copies of each issuer's most recent balance sheet and profit and loss 
and retained earnings statements; and 

(e) copies of written records of any other material information that 
comes to the knowledge or possession of the capital access company be- 
fore the investment is made. 

(13) The term "'other records" as used in the expressions "journals (or 
other records of original entry)" and "ledger accounts (or other records)" 
shall be construed to include, where appropriate, copies of voucher 
checks, confirmations, or similar documents which reflect the informa- 
don required by the applicable rule or rules in appropriate sequence and 
in permanent form, including similar records developed by the use of au- 
tomatic data processing systems. 

NOTE: Authority cited: Sections 28500 and 28951 , Corporations Code. Refer- 
ence: Section 28500, Corporations Code. 

History 

] . New article 1 1 (sections 280.650-280.653) and section filed 6-24-99; opera- 
tive 7-1-99 pursuant to Government Code section 1 1 343.4(d) (Reeister 99, No. 
26). 

§ 280.651 . Records to Be Preserved by Capital Access 
Companies. 

(a) Every licensed capital access company shall: 

(1) Preserve permanently, for the first two years in a readily accessible 
place, all books and records required to be made pursuant to paragraphs 
(1) through (6) of subsection (a) of Rule 280.650; 

(2) Preserve for a period of not less than five years from the end of the 
fiscal year in which any transacdons occurred, the first two years in an 
easily accessible place, all books and records required to be made pur- 
suant to paragraphs (7) through (12) of Rule 280.650 and all vouchers, 
memoranda, correspondence, checkbooks, bank statements, cancelled 
checks, reconciliadons, cancelled stock cerdficates, and other docu- 
ments required to be maintained by 280.650(a) and not enumerated in 
Rule 280.650(b); 

(3) Preserve for a period of not less than five years from the end of the 
fiscal year last used, the first two years in an readily accessible place, any 
adverdsement, pamphlet, circular, form letter or other sales literature ad- 
dressed to or intended for distribution to prospective investors. 

(b)(1) The records required to be maintained and preserved under Rule 
280.650 and this secdon may be produced or reproduced on photograph- 
ic film after three years or, as provided in paragraph (2) of subsection (b), 
on magnedc tape, disk, or other computer storage medium, and be main- 
tained and preserved for the required time in that form. If such records 
are produced or reproduced by photographic film or computer storage 
medium by or on behalf of, a capital access company, such capital access 
company shall: 

(i) Arrange the records and index and file the films or computer storage 
medium in such a manner as to permit the immediate access and retrieval 
of any particular record; 

(ii) Be ready at all dmes to provide, and promptly provide, any facsim- 
ile enlargement of film or computer printout or copies of the computer 
storage medium that the Commissioner, by his/her examiners or other 
representatives, or the directors of such capital access company may re- 
quest; 

(iii) Store separately from the original one other copy of the 
photographic film or computer storage medium for the time required; 

(iv) With respect to records stored on computer storage medium, 
maintain procedures for maintenance and preservation of, and access to, 
records so as to reasonably safeguard records from loss, alteradon, or de- 
strucdon; and 

(2) Under paragraph (b)(1) of this section, a capital access company 
may maintain and preserve on computer tape, disk, or other computer 
storage medium records that, in the ordinary course of the capital access 
company's business, are created by, or on behalf of, the capital access 
company on electronic media or are received by, or on behalf of, the capi- 
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tal access company solely on electronic media or by electronic data trans- 
mission. 

(3) Notwithstanding the provisions of paragraphs (a) and (b) of this 
section, any record, book or other document may be destroyed in accor- 
dance with a plan previously submitted to and approved by the Commis- 
sioner. 

NOTE: Authority cited: Sections 28500 and 28951, Corporations Code. Refer- 
ence: Section 28500, Corporations Code. 

History 
1. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 

section 11 343.4(d) (Register 99, No. 26). 

§ 280.652. Records Prepared or Maintained by Other Than 
Person Required to Maintain and Preserve 
Them. 

(a) If the records required to be maintained and preserved pursuant lo 
the provisions of Rules 280.650 and 280.651 are prepared or maintained 
by others on behalf of the capital access company required to maintain 
and preserve such records, the person required to maintain and preserve 
such records shall obtain from such other person an agreement in writing 
to the effect that such records are the property of the person required to 
maintain and preserve such records and will be surrendered promptly to 
the Commissioner on request. 

(b) In cases where a bank or member of a national securities exchange 
acts as custodian, transfer agent, or dividend disbursing agent, com- 
pliance with this section shall be considered to have been met if such 
bank or exchange member agrees in writing to make any records relating 
to such service available upon request and to preserve for the periods pre- 
scribed in Rule 280.651 any such records as are required to be maintained 
by 280.650. 

NOTE: Authority cited: Section 28500, Corporations Code. Reference: Sections 
28501(a) and 28501(c), Corporations Code. 

History 
1. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 
section 1 1343.4(d) (Register 99, No. 26). 

§ 280.653. Books and Records: Location and Office 
Hours. 
A capital access company shall keep the Commissioner promptly ad- 
vised at all times of the address or addresses at which the books and re- 
cords are maintained and, if the office or location hours at the place where 
the books and records are maintained are other than 8 a.m. to 5 p.m., 
Monday through Friday, the hours and days during which the books and 
records may be reviewed. 

NOTE: Authority cited: Section 28500, Corporations Code. Reference: Sections 
28500 and 28503, Corporations Code. 

History 

]. New section filed 6-24-99; operative 7-1-99 pursuant to Government Code 
section 11 343.4(d) (Register 99, No. 26). 
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§ 280.700. Custody of Securities or Other Similar 
investment — Contract. 

(a) No capital access company shall place or maintain any of its securi- 
ties or similar investments in custody with any person outside the State 
of California. 

(b) No capital access company shall place or maintain any of its secu- 
rities or similar investments in the custody of any person, except pursuant 
to a written contract which shall have been approved, by a majority of the 
board of directors of such capital access company. 

(c) The contract shall require that the securities and investments be 
maintained in accordance with the following: 

(1) The securities and similar investments held in such custody shall 
at all times be individually segregated from the securities and invest- 
ments of any other person and marked in such manner as to clearly identi- 
fy them as the property of such capital access company both upon physi- 
cal inspection thereof and upon examination of the books of the 
custodian; 



(2) The custodian shall have no power or authority to assign, hypothe- 
cate, pledge or otherwise to dispose of any such securities and invest- 
ments, except pursuant to the direction of capital access company and 
only for the account of such capital access company; 

(3) Such securities and investments shall be subject to no lien or charge 
of any kind in favor of the custodian or any persons claiming through the 
custodian. 

(4) Such securities and investments shall be verified by actual ex- 
amination at the end of each annual fiscal period by an independent pub- 
lic accountant retained by the capital access coinpany, and shall be ex- 
amined by an accountant at least one time during each year on an 
unannounced basis. Tliis unannounced examination must be conducted 
independent to the annual certified audit. A certificate of such accoun- 
tant, stating that an examination of such securities has been made, and 
describing the nature and extent of the examination, shall be filed with 
the Commissioner within 45 days after each examination. If the accoun- 
tant notes any material deficiencies during the examination, such defi- 
ciencies must immediately be reported to the Commissioner. 

(5) Such securifies and investments shall, at all times, be subject to in- 
spection by the Commissioner through the Commissioner's employees 
or agents. 

(d) A copy of any contract executed or rafified pursuant to subsection 
(b) of this section shall be transmitted to the Commissioner promptly af- 
ter execution or ratification unless it has been previously transmitted. 

(e) Any contract executed or ratified pursuant to subsection (b) of this 
section shall be ratified by the board of directors of the capital access 
company at least annually thereafter. 

Note: Authority cited: Sections 28500 and 28951, Corporations Code. Refer- 
ence: Section 28500, Corporations Code. 

History 
1. New article 12 (secfion 280.700) and section filed 6-24-99; operative 7-1-99 
pursuant to Government Code section 1 1343.4(d) (Register 99, No. 26) 

Subchapter 2A. Commodity Law 

§ 290.570. Notice of Commodity Merchant Transacting 
Business in this State. 

NOTE: Authority cited: Section 29561, Corporations Code. Reference: Section 

29570, Corporations Code. 

History 

1. New section filed 1-11-91; operative 2-10-91 (Register91, No. 10). 

2. Editorial correcdon of printing error (Register 91, No. 17). 

3. Change without regulatory effect amending A., adopting h. and i. of form, and 
amending Instrucfions filed 1-13-92 pursuant to section 100, title 1, California 
Code of Regulations (Register 92, No. 12). 

4. Change without regulatory effect repealing section filed 5-5-97 pursuant to 
section 100, title 1, California Code of Regulations (Register 97, No. 19). 

§ 290.571 . Notice of Telephonic Seller of a Commodity or a 

Commodity Contract. 

NOTE: Authority cited: Section 29561, Corporations Code. Reference: Section 

29571, Corporafions Code. 

History 

1. New section filed 1-1 1-91; operative 2-10-91 (Register 91, No. 10). 

2. Editorial correcdon of printing error (Register 91 , No. 1 7). 

3. Editorial correction inserting inadvertently omitted Note (Register 94, No. 2). 

4. Change without regulatory effect repealing section filed 5-5-97 pursuant to 
section 100, dtle 1, California Code of Reguladons (Register 97, No. 19). 

Subchapter 2.6o Franchises 

§310.000. Section Numbers. 

NOTE: Authority cited for Subchapter 2.6: Secdons 31 11 1(d), 31 1 1 1(g), 31 1 13, 
31120, 31156, 31502, and 31516 Corporations Code. Reference: Sections 31000 
through 31 156, Corporadons Code. Additional reference: Sections 31303, 31304 
and 31505, Corporadons Code. 

History 
1. New Subchapter 2.6 (§ 310.000, 310.002, 310.011, 310.013, 310.111, 
310.111.1 through 310.1 11. 6, 310.1 12, 310.1 13, 310.1 13.1 through 310.113.5, 
310.114, 310.114.1through 310.114.3, 310.120, 310.122, 310.122.1,310.123, 
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310.155, 310.156,310.156.1, 310.156.2, 310.210, 310.505) filed 1-4-71 as an 
emergency; desianated effective 1-1-71. Certificate of Compliance, Sec. 
1 1422.1, Gov. Code, included (Register 71, No. 2). 

2. Repealer filed 5-19-89; operative 6-18-89 (Register 89, No. 21). 

§310.002. General Definitions. 

The terms defined in Part 1 of the Franchise Investment Law when 
used in this Subchapter 2.6 shall have the meanings set forth in that law. 
In addition, the following definitions shall apply in this Subchapter 2.6. 

(a) "Affiliate" means a person controlling, controlled by, or under 
common control with another person. 

(b) "Code" means the California Corporations Code. 

(c) "Department" means the Department of Corporations (formerly 
the Division of Corporations). 

(d) "Law" means the Franchise Investment Law. 

NOTE; Authority cited: Section 31502, Corporations Code. Reference: Section 
31502, Corporations Code. 

History 

1. Amendment filed 3-15-83; effecfive thirtieth day thereafter (Register 83, No. 
12). 

2. Amendment filed 5-19-89; operative 6-18-90 (Register 89, No. 21). 

3. Editorial correction of NOTE (Register 2001, No. 4). 

§ 31 0.01 1 . Payment of Nominal Franchise Fee. 

There is exempted from the provisions of Chapter 2 (commencing 
with Section 3111 0) of Part 2 of the Law, any offer or sale of a franchise 
which would be subject to registration solely because the franchise is re- 
quired to pay, directly or indirectly, a franchise fee which on an annual 
basis does not exceed the sum of $500. 

NOTE: Authority cited: Sections 31110 and 31502, Corporations Code. Refer- 
ence: Secfions 31011, 311 10, 311 11, 31 112, 31 1 13, 311 14, 31 1 15,311 16, 31 1 17, 

31118, 311 19, 31 120, 31121, 31122, 31 123, 31124, 31125, Corporations Code. 

History 

1 . Amendment filed 1 -A-12\ effective thirtieth day thereafter (Register 72, No. 2). 

2. Amendment filed 5-19-89; operative 6-18-89 (Register 89, No. 21). 

3. Editorial correction of Note (Register 98, No. 32). 

4. Amendment filed 6-4-2001; operative 7-4-2001 (Register 2001, No. 23). 

5. Editorial correction of History 4 (Register 2001, No. 28). 

§ 31 0.01 1 .1 . Purchase Price or Rental of Fixtures, 

Equipment and Certain Other Articles Utilized 
and Necessary in Franchised Business. 

There is exempted from the provisions of Chapter 2 (commencing 
with Section 31 110) of Part 2 of the Law, any offer or sale of a franchise 
which would be subject to registration solely because the franchisee by 
the agreement with the franchisor is obligated to pay in addition to any 
sums for which the exemption of Section 310.011 of these rules is avail- 
able, a sum of not exceeding $ 1 ,000 annually on account of the purchase 
price or rental of fixtures, equipment or other tangible property to be uti- 
lized in, and necessary for, the operation of the franchised business, of 
the price or rental so charged does not exceed the cost which would be 
incurred by the franchisee acquiring the item or items from other persons 
or in the open market. 

NOTE; Additional reference: Section 31011, Corporations Code. Reference: Sec- 
tions 31011, 31110,31111,31112,31113,31114,31115,31116,31117,31118, 

31119, 31120, 31121, 31122, 31123, 31124and 31125, Corporations Code. 

History 

1. New section filed 2-20-74 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 74, No. 8). 

2. Amendment filed 5-19-89; operafive 6-18-89 (Register 89, No. 21). 

§ 31 0.01 3. Circulation of Publications in This State. 

In determining whether a newspaper or other publication has had more 
than two-thirds of its circulation outside this State during the past 12 
months for the purposes of Subdivision (c) of Section 31013 of the Code, 
in the case of a newspaper or magazine which publishes a separate edition 
circulated in this State which does not carry the same advertising as that 



of other editions of the same publication, such separate edition shall be 
considered a separate newspaper or magazine from the other editions of 
the same publication with respect to any advertisement which is not to be 
carried in all editions of the newspaper or magazine. 

§ 310.100. Exemption for Certain Parent Subsidiary 
Franchisors. 

NOTE: Authority cited: Sections 31 100 and 31502. Corporations Code. Refer- 
ence: Sections 31 100, 31 101, 31 1 1 1, 31 1 12, 31 1 13. 31 1 14. 31 1 15, 31116, 31 117, 
31118, 31119, 31120, 31121, 31122, 31123, 31124 and 31125, Corporations 
Code. 

History 

1 . New section filed 3-17-71 as an emergency; effective upon filine (Register 71 , 
No. 12). 

2. Certificate of Compliance-section 1 1422.1, Government Code, filed 7-13-71 
(Register 71, No. 29). 

3. Editorial correction (Register 74, No. 47). 

4. Amendment filed 10-6-86; effective thirtieth day thereafter (Register 86, No. 
41). 

5. Amendment filed 5-19-89 operative 6-18-89 (Register 89, No. 21). 

6. Change without regulatory effect repealing section 310.100 pursuant to secfion 
100 (b) (3), Title 1 , California Code of Regulations filed 4-26-90 (Register 90, 
No. 22). 

§ 31 0.1 00.1 . Out of State Sales. 

NOTE: Authority cited: Sections 31 100 and 31502, Corporations Code. Refer- 
ence: Sections 31 100, 31 1 10, 31 11 1, 31 1 12, 31113, 31 1 14, 31 115, 31 116, 31117, 
31118. 31119, 31120, 31121, 31122, 31123, 31124 and 31125, Corporations 
Code. 

History 

1. New section filed 3-17-71 as an emergency; effecfive upon filing (Register 71, 
No. 12). 

2. Certificate of Compliance Sec. 11422.1, Gov. Code, filed 7-13-71 (Register71, 
No. 29). 

3. Amendment filed 7-20-71 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 71, No. 30). 

4. Amendment filed 10-6-86; effective thirtieth day thereafter (Register 86, No. 
41). 

5. Amendment filed 5-19-89; operative 6-18-89 (Register 89, No. 21). 

6. Editorial correction of NOTE (Register 98, No. 32). 

7. Editorial correction of History 5 (Reeister 2001, No. 4). 

8. Repealer filed 8-5-2002; operative 9^2002 (Register 2002, No. 32). 

§ 31 0.1 00.2. Negotiated Sales. 

(a) General. The offer or sale of a franchise on terms different from the 
terms ofthe offer registered under Section 31 111, 31121 or 31123 of the 
Law is exempt from the requirements of Section 3 1 1 10 of the Law, if all 
of the following conditions are met: 

(1) TTie initial offer is the offer registered under to Section 31111, 
31121 or 3 1123 of the Law. 

(2) When the prospective franchisee receives the offering circular, he 
or she also receives copies of all Notices of Negotiated Sale of Franchise 
filed with the Commissioner within the last 12 months, if any. 

(3) Before selling another franchise, the franchisor amends its regis- 
tered offer to disclose: "The terms of Item(s) of this Offering 

Circular have been negotiated with other franchisees. A copy of all Ne- 
gotiated Sales Notices filed in California in the last twelve months is at- 
tached as Exhibit ." Tliis disclosure should be made in the 

UFOC Item that was negotiated or in an appendix to the UFOC. This dis- 
closure must be made if the negotiated sale occurred within twelve 
months ofthe offering being made. An amendment making only this dis- 
closure is effective when filed. 

(4) The Notice of Negotiated Sale of Franchise in the form set forth in 
subsection (b) is filed with the Commissioner within 15 business days af- 
ter the negotiated sale is consummated. 

(5) The franchisor certifies or declares in an appendix to its application 
for renewal that all notices have been filed with the Commissioner as re- 
quired by paragraph (a)(4) (see Section 310.122 of these rules). 

(b) The Notice of Negotiated Sale of Franchise required by subsection 
(a)(4) of this rule shall be filed on the following form: 
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Department of Corporations 
File No. 



(Insert file number of currently effective 
franchise registration) 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

FRANCHISE INVESTMENT LAW 

NOTICE OF NEGOTIATED SALE OF FRANCHISE 

UNDER SECTION 310.100.2. TITLE 10, 

CALIFORNIA CODE OF REGULATIONS 

1. (a) Name of FILER: 



(b) The above-named filer is filing as a (check one): 

( ) FRANCHISOR ( ) SUBFRANCHISOR 

(c) If FILER is a SUBFRANCHISOR, the name of FRANCHISOR: 



2. (a) Name of FRANCHISEE: 

(b) Contact Person: 

(c) Address: 



(d) Telephone: ( ) 



3. A. (a) Offering Circular Item Number: 



(b) Description of Provisions in Currently Registered Offering Circular: 





(c) Description of Change: 














B. 


(a) Offering Circular Item Num 

(b) Description of Provisions in 


ber: 






Currently Registered Offering 


Circular: 








(c) Description of Change: 














C. 


(a) Offering Circular Item Num 

(b) Description of Provisions in 


ber: 






Currently Registered Offering 


Circular: 







(c) Description of Change: 



(If additional space is needed, attach separate sheet(s) with respect to each addi- 
tional item being changed using the above format) 
4. Date of Sale of Negotiated Franchise: 



5. Name, title, business address and telephone number of individual to be contacted by 
the Department regarding this notice: 

Name: 

Title: 

Business Address: 



Telephone: ( ) 



6. Date of this notice: 



Authorized Signature 



Printed Name of Signatory 



Note. Authority cited: Sections 31100 and 31502, Corporations Code. Refer- chise Investment Law and the registration of which is not necessary or 

ence: Sections 31100, 31 1 10 and 31 1 1 1, Corporations Code. appropriate in the public interest or for the protection of investors, any 

^, _,„,., „„ .'^^^'^y, o„ ,„ . „„ ,, ^-, communication made through the Internet, World Wide Web, or any oth- 

1. New section fded 8-17-89; operative 9-16-89 (Register 89, No. 33). ... . *' . , • . ,• r- 

2. Editorial correction of printing error in form (Register 94, No. 2). ^r similar proprietary or common earner electromc delivery system, of 

3. Amendment filed 1-20-94; operative 2-21-94 (Register 94, No. 3). an offer to sell a franchise ("Internet Offer"), provided: 

§ 31 0.1 00.3. Exemption for Snterneft Offers. ^ ^^ ^^^ ^"^^"'^^ ^^^^' indicates, directly or ir^directly , that the fran- 

(a) There is hereby exempted from the provisions of Section 31 110 of ""^'^ '' "°^ ^^'"g ''^^^'^^ ^° ^^ •"^^'^^"^^ °f ^he State of California; 
the Code as not being comprehended within the purposes of the Fran- 
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(2) The Internet Offer is not otherwise directed to any person in 
California by or on behalf of the franchisor or anyone acting with the 
franchisor's knowledge; 

(3) No franchises are sold in California by or on behalf of the franchi- 
sor until the offering has been registered under the Franchise Investment 
Law and declared effective, and the Uniform Franchise Offering Circular 
(UFOC) has been delivered to the offeree before the sale and in com- 
pliance with the Franchise Investment Law. 

(b) Reliance on an exemption from registration under this rule does not 
preclude a franchisor from relying on any other exemption provided un- 
der the Franchise Investment Law or the ailes promulgated thereunder. 
NOTE: Authority cited: Section 31100, Corporations Code. Reference: Section 
31013. Corporations Code. 

History 

]. New section filed 1-25-2001; operative 1-25-2001 pursuant to Government 
Code section 1 1 343.4(c) (Register 2001, No. 4). 

§ 31 0.1 00.4. Negotiated Sales Exempt Under Section 

31109.1 of the Corporations Code — Summary 
Description. 

The summary description of each material negotiated term required by 
Corporations Code Section 31 109.1(a)(2)(A) shall contain the following 
content: 
1. (a) Offering Circular Item Number: 

(b) Description of Provisions in Currently Registered Offering 

Circular: 



2. 


(a) 




(b) 




(c) 


3. 


(a) 




(b) 



Offering Circular Item Number: 



Description of Provisions in Cunently Registered Offering 
Circular: 



Description of Change: 



Offering Circular Item Number: 



(c) 



Description of Provision in Currently Registered Offering 
Circular: 



Description of Change: 



(c) 



Description of Change: 



(If additional space is needed, attach separate sheet(s) with respect to each addi- 
tional item being changed using the above format) 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Sections 
31 109.1 and 31 1 14, Corporations Code. 

History 
1. New section filed 1-31-2006; operative 3-2-2006 (Register 2006, No. 5). 

§ 31 0.1 01 . Transactions Exempt Under Section 31 1 01 , 
31 1 04, 31 1 08, or 31 1 09 of the Corporations 
Code — Notice of Exemption. 

(a) The Notice of Exemption required to be filed with the Commis- 
sioner of Corporations under subdivision (d) of Section 31101, subdivi- 
sion (f) of Section 31108, or subdivision (e) of Section 3 1 109, shall be 
made on the following form: 



[The next page is 377.] 
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TWe 1(D Commissioner of Corporations § 31(D.l(Dll 

Department Use Only A. Department of Corporations 

Fee paid: $ '_ File No. 



• 



Receipt No. (Insert file number(s) of prior filings 

with the Department, if any) 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

FRANCHISE INVESTMENT LAW 

NOTICE OF EXEMPTION UNDER SECTION 31101, 31 104, 31 108, OR 31 109 

CORPORATIONS CODE 

SEE INSTRUCTIONS 

B. Exemption for which this notice is filed (check one): 

( ) Sections 31 101 ( ) Section 31104 ( ) Section 31108 ( ) Section 31109 

C. Type of Filing (check one): 

( ) Initial notice $450 fee 

( ) Consecutive subsequent notice $150 fee 

( ) Amendment No fee 

D. Calendar year for which this notice is filed: 






(a) Name of FILER: 

(b) Principal business address of FILER: 

(c) The above-named company is filing as a (check one): 

( ) FRANCHISOR ( ) SUBFRANCHISOR 

(d) If FILER is a SUBFRANCHISOR, the name and principal business address of the 
FRANCHISOR: 



(e) Name(s) under which FRANCHISOR does business: 



2. Name and address of agent in California authorized to receive service of process: 



3. Franchise to be offered: 

(a) Name of franchise or subfranchise: 
Description of franchised business: 



Type of franchise (check one): ( ) Francliise ( ) Subfranchise 

(b) Name of franchise or subfranchise: 

Description of franchised business: 



Type of franchise (check one): ( ) Franchise ( ) Subfranchise 

Name, title, telephone number and business address of individual to be contacted by the Depart- 
ment regarding this notice: 

Name: 

Title: 

Business Address: 

Telephone: ( ) 



Date of this notice: 



Name of Filer Authorized Signature 



Printed Name of Signatory 
Document OP 18/99-0 
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(b) The following instructions apply to the form and information re- 
quired by Subsection (a): 

INSTRUCTIONS FOR COMPLETING AND FILING 
NOTICE OF EXEMPTION 

(Sectional references are to the California Corporations Code) 

L General Instructions. 

(a) The notice required of persons claiming the exemption under Sec- 
tion 31101, 31104, 31108, or 31 109 may be filed at any time after July 
1 of the year preceding the calendar year for which the notice is required 
to be filed. For example, the notice for the calendar year 2006 may be 
filed at any time between July 1, 2005 and December 31, 2005. A notice 
may be filed in the same year the exemption is claimed. However, the ef- 
fective date of the notice will be the date the completed notice is filed. For 
example, if a completed notice is filed March 2 1 , 2006, it will be effective 
March 21 , 2006 through December 31, 2006. The subsequent notice for 
2007 should be filed prior to December 31, 2006 (by the end of the year 
in which the current notice is effective). A separate notice must be filed 
for each calendar year, together with the fee specified in Section 
31500(0, prior to any offer or sale of a franchise in this state (other than 
a "material modification" [Section 31018(c)], for the exemption under 
Section 31 101 , 31 104, 31 108 or 3 1 109). The notice for each claimed ex- 
emption must be filed only once for each calendar year, even if franchises 
are sold to one or more franchisees under the exemption claimed for that 
calendar year. 

(b) If the notice is filed by a subfranchisor (Section 31009), the notice 
is applicable only to offers and sales by the subfranchisor filing the no- 
tice. 

(c) No documents need be filed with the notice. 

(d) If the notice form cannot be obtained from the Department, it may 
be typed on a single sheet of 8 1/2 inch by 1 1 inch white bond paper, using 
one side only. If the space in the form is insufficient for one or more items, 
attach a single continuation sheet, designating the continued information 
by item number. 

(e) Amendments. An amendment should be filed only for material 
changes in the information contained in the notice, such as a change in 
the name under which the franchisor does business or an addition to Item 
3 (e.g., new type of franchise). 

2. Instructions for Completing Form. 

Heading: (A) Department file number. Insert the file number(s) as- 
signed to the filing franchisor or subfranchisor in any prior registration 
filings with the Department under the Franchise Investment Law. 

(B) Exemption used. Check the box to indicate the exemption to be 
used by the Filer. 



(C) Type of filing. Check the box as appropriate to indicate whether 
the filing is an initial filing (including a non-consecutive subsequent no- 
tice), consecutive subsequent noUce, or an amendment to a notice pre- 
viously filed for the calendar year specified in the nofice. 

(D) Calendar year. Indicate the calendar year for which the notice is 
filed. 

Item 1. The information provided in parts (a), (b) and (c) relate to the 
company filing the notice (i.e., the "filer") which may be the franchisor 
or a subfranchisor. If a subfranchisor files the notice, part (d) must be 
completed to give the name and business address of the franchisor. Part 
(e) must state the names associated with the franchisor's business. 

Item 2. If the notice is filed by a subfranchisor, the agent(s) for service 
of process of both the franchisor and subfranchisor must be furnished. 

Item 3. Specify the name or dtle given the franchise agreement. Briefly 
describe the franchised business (e.g. "restaurant," "retail sales of bi- 
cycles"). Check the box to specify whether the franchise is one to conduct 
the franchised business (Corp. Code Section 31010) or a subfranchise 
(Corp. Code Secfion 31008.5). 

Item 4. Give the name, title, business address and telephone number 
of the individual the Department may contact in connecdon with the no- 
tice. 

Item 5. The nofice shall be signed on behalf of the filing franchisor or 
subfranchisor by a person authorized to do so. 

3. Filing the Notice. 

The notice may be filed, and the fee may be paid, by mail or delivery 
to any office of the Department of Corporafions. The completed nofice 
is effecUve when received with the fee (Section 31101(d), 31108(f), or 
31109(e)). 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Sections 
31 101, 31104, 31 108, 31109 and 31500, Corporations Code. 

History 

1. New section filed 5-18-84; effective thirtieth day thereafter (Register 84, No. 
20). 

2. Change without regulatory effect amending section filed 7-13-90 pursuant to 
section 100, title 1, California Code or Regulations; operative 8-12-90 (Regis- 
ter 90, No. 35). 

3. Editorial correction of printing error restoring text to form (Register 91, No. 44). 

4. Amendment of section and Note filed 10-12-2000; operative 11-11-2000 
(Register2000, No. 41). 

5. Amendment of section heading, section and Note filed 1-31-2006; operative 
3-2-2006 (Register 2006, No. 5). 

§ 31 0.1 06. Transactions Exempt Under Section 31 1 06 of 
the Corporations Code — Notice of Exemption. 

(a) The Notice of Exemption required to be filed with the Commis- 
sioner of Corporafions under subdivision (b) of Section 31106 of the 
Code shall be made on the following form: 
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Commissioner of Corporations § 31il]).106 



Department Use Only A. Department of Corporations 
Fee paid (per Corporations Code File No. 



Section 31 500(f)): $ (Insert file number(s) of prior filings with the Depiirtmenl, if any) 

Receipt No. 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

FRANCHISE INVESTMENT LAW 

NOTICE OF A TRANSACTION EXEMPT UNDER CORPORATIONS CODE SECTION 31106 

SEE INSTRUCTIONS 

1. Type of Filing (check one): 

( ) Initial Notice $450 Fee 

( ) Subsequent Notice $150 Fee 

2. (a) Name of FILER: 

(b) Principal business address of FILER: 

(c) The FILER is filing as a (check one): 

( ) FRANCHISOR ( ) SUBFRANCHISOR 

(d) If FILER is a SUBFRANCHISOR, the name and principal business address of the FRANCHISOR: 



(e) Name(s) under which FRANCHISOR does business: 



3. Name and address of agent in California authorized to receive service of process: 



4. The following subdivision paragraph under Corporations Code Section 31 106 applies to this transaction (check one): 
( ) (a)(1) 
( ) (a)(2) 
( ) (a)(3 



Franchise sold: 

(a) Name of franchise or subfranchise: 

(b) Description of franchised business: 

(c) Type of franchise (check one): 

( ) Franchise ( ) Subfranchise 

(d) Name of all persons to whom the franchise was sold: 



(e) Date of sale: 



6. Name, title, telephone number and business address of individual to be contacted by the Department regarding this notice: 

Name: 

Title: 

Business Address: 

Telephone: ( ) 

7. Date of this notice: 



Name of Filer Authorized Signature 



Printed Name of Signatory 
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(b) The following instructions apply to the form and information re- 
quired by subsection (a); 

Instructions for Completing and Filing Notice of Exemption 

(Sectional and Chapter references are to the 

California Corporations Code) 

1 . General Instructions. 

(a) The filing of this notice means that the FILER is claiming an ex- 
emption from Chapter 2 (commencing with Section 31110) regarding 
any offer, sale, or other transfer of a franchise or any interest in a fran- 
chise, and that the offer, sale or transfer meets the requirements for filing 
this notice as described in (b) and (c) below. A separate notice must be 
filed for each transaction for which this exemption is claimed, together 
with the fee prescribed in Section 31500(f). 

(b) The condition for filing this notice is one of the following: 

(1) One or more of the owners of the prospective franchisee owning 
at least a 50 percent interest in the prospective franchisee meet both of 
the following: 

(A) The owner or owners have had, within the seven years before the 
date of the sale or other transaction, at least 24 months experience being 
responsible for the financial and operational aspects of a business offer- 
ing products or services substantially similar to those offered by the fran- 
chised business; and 

(B) The owner or owners are not controlled by the franchisor. 

(2) One or more of the owners of the prospective franchisee owning 
at least a 50 percent interest in the prospective franchisee meet both of 
the following: 

(A) The owner or owners are, or have been within 60 days prior to the 
sale or other transaction, an officer, director, managing agent, or an own- 
er of at least a 25 percent interest in the franchisor for at least 24 months; 
and 

(B) The owner or owners are not controlled by the franchisor. 

(3) The offer, sale, or other transfer is of an additional franchise to an 
existing franchise of the franchisor, or to an entity, one or more of the of- 
ficers, directors, managing agents or owners of at least a 25 percent inter- 
est of which is an existing franchisee of the franchisor; provided that, in 
either case, for 24 months or more the franchisee, or the qualifying per- 
son, has been engaged in a business offering products or services sub- 
stantially similar to those to be offered by the franchise being sold, or 
otherwise transferred. 

(c) This notice must be filed, together with the fee prescribed in Sec- 
tion 31500(f), within 15 calendar days after the sale of the franchise. 

(d) If the notice is filed by a subfranchisor (Section 31009), the notice 
is applicable only to sales by the subfranchisor fifing the notice. 

(e) No documents need be filed with the notice. 

(0 If the notice form cannot be obtained from the Department, it may 
be typed on a single sheet of 8-1/2 inch by 1 1 inch white bond paper, us- 
ing one side only. If the space in the form is insufficient for one or more 
items, attach a single continuation sheet, designating the continued infor- 
mation by item number. 

(g) Amendments. An amendment should be filed only for material 
changes in the information contained in the notice. There is no fee for an 
amendment. 

2. Instructions for Completing Form. 
Heading: 

A. Department file number. Insert the file number(s) assigned to the 
filing franchisor or subfranchisor in any prior filings with the Department 
under the Franchise Investment Law. 

Item 1. Type of filing. Check the box as appropriate to indicate wheth- 
er the filing is an inifial filing or subsequent notice. 

Item 2. The information provided in parts (a), (b) and (c) relate to the 
company filing the notice (i.e., the "filer") which may be the franchisor 
or a subfranchisor. If a subfranchisor files the notice, part (d) must be 
completed to give the name and principal business address of the franchi- 
sor. Part (e) must state the names associated with the franchisor's busi- 
ness. 

Item 3. If the notice is filed by a subfranchisor, the agent(s) for service 
of process of both the franchisor and subfranchisor must be furnished. 

Item 4. Check the box that applies to indicate the condition in Section 



3 1 106 that is claimed as the basis for the exemption. 

Item 5. Specify the name or title given the franchise agreement. Briefly 
describe the franchised business (e.g. "restaurant," "retail sales of bi- 
cycles"). Check the box to speci fy whether the franchise is one to conduct 
the franchised business (Corp. Code Section 31010) or a subfranchise 
(Corp. Code Section 31008.5). Give the names of all the purchasers of 
the franchise or subfranchise. State the date of when the sale was consum- 
mated. 

Item 6. Give the name, title, business address and telephone number 
of the individual the Department may contact in connection with the no- 
tice. 

Item 7. The notice shall be signed on behalf of the filing franchisor or 
subfranchisor by a person authorized to do so. 

3. Instructions for Filing the Notice. 

The notice must be filed and the fee paid within 15 calendar days after 
the sale of the franchise. The notice may be filed, and the fee may be paid, 
by mail or delivery to any office of the Department of Corporations. The 
notice is effective when received with the fee (Section 31 106(b)). 
NOTE: Authority cited: Section 31502, Corporations Code. Reference: Sections 
31106 and 31500(f), Corporations Code. 

History 

1. New section filed 7-29-98; operative 8-28-98 (Register 98, No. 31). 

§ 31 0.1 11 . Form of Application. 

(a) All apphcations for registration under this Law shall be filed upon 
the Uniform Franchise Registration AppUcation as defined in subsection 
(b). 

(b) Until June 30, 2008, the term "Uniform Franchise Registration 
Application" means information required from the apphcant in accor- 
dance with either (1) the Uniform Franchise Offering Circular ("UFOC") 
Guidelines, as amended by the North American Securities Administra- 
tors Association, Inc. on April 25, 1993; or (2) the Uniform Franchise 
Disclosure Document ("UFDD") Guidehnes, as adopted by the North 
American Securities Administrators Association, Inc. on June 22, 2007 
and effective July 1, 2007. On or after July 1, 2008, the term "Uniform 
Franchise Registrafion Application" means information required from 
the applicant in accordance with the Uniform Franchise Disclosure Doc- 
ument ("UFDD") Guidelines, as adopted by the North American Securi- 
ties Administrators Association, Inc. on June 22, 2007 and effective July 
1,2007. 

(c) When an application is filed using the UFDD, the applicant shall 
include the required information set forth in Rule 310.1 14.1 in appropri- 
ate corresponding secfions of the UFDD. For purposes of Rule 310.1 14.1 
when filing the UFDD, the term "offering circular" shall mean "disclo- 
sure document" and "UFOC" shall mean "UFDD." 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Sections 

31110, 31111,31114, 31 122 and 31 125, Corporations Code. 

HtSTORY 

1. Amendment filed 10-18-74 as an emergency; effective upon filing (Resister 
74, No. 42). 

2. Certificate of Compliance filed 12-24-74 (Register 74, No. 52). 

3. Amendment filed 1 2-24-74; effective thirtieth day thereafter (Register 74, No. 
52). 

4. Amendment filed 7-20-78; effective thirtieth day thereafter (Register 78, No. 
29). 

5. Amendment filed 11-21-79; designated effective l-l-80(Register 79, No. 47). 

6. Amendment filed 7-17-81 ; effective thirtieth day thereafter (Register 81, No. 
29). 

7. Amendment filed 7-27-88; operative 8-26-88 (Register 88, No. 32). 

8. Editorial correction of printing errors (Register 94, No. 2). 

9. Amendment filed 4-6-94; operative 5-6-94 (Register 94, No. 14). 

10. Amendment filed 4-28-2008; operative 4-28-2008 pursuant to Government 
Code section 11343.4 (Register 2008, No. 18). 

§310.111.1. Subfranchisors. 

When the person filing the application for registrafion is a subfranchi- 
sor, the application shall also include the same information concerning 
the subfranchisor as is required from the franchiser. 
NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 

31111, Corporations Code. 

History 

1 . Repealer of Section 3 10.1 1 1 . 1 and renumbering of Section 310.1 1 1 .2 to Section 
310.1 1 1.1 filed 1 1-21-79; designated effective 1-1-80 (Register 79, No. 47). 
For prior history, see Register 72, No. 29. 
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§ 31 0,1 1 1 .2. Financial! Statement 

(a) Financial Statements required to be filed by these rules or by any 
official form of the Department shall be prepared in accordance with gen- 
erally accepted accounting principles. Financial statements should be au- 
dited by either an independent certified public accountant or independent 
public accountant, except where the particular form or this Section per- 
mits the use of unaudited statements for interim periods or generally. 

(b) The financial statements required to be filed by a franchiser refer 
to a balance sheet as of a date within 90 days prior to the date of the appli- 
cation, and profit and loss statements for each of the three fiscal years pre- 
ceding the date of the balance sheet and for the period, if any, between 
the close of the last fiscal year and the date of the balance sheet. The bal- 
ance sheet as of a date within 90 days prior to the date of the application 
need not be audited. However, if this balance sheet is not audited, there 
shall be filed in addition an audited balance sheet as of the end of the fran- 
chiser' s last fiscal year unless such last fiscal year ended within 90 days 
of the date of the application in which case there shall be filed an audited 
balance sheet as of the end of the franchiser's next preceding fiscal year. 
The profit and loss statements shall be audited up to the date of the last 
audited balance sheet filed, if any. 

(c) Where a franchiser owns directly or indirectly more than 50% of 
the outstanding voting securities of any other corporation, the financial 
statements required to be filed should normally reflect on a consolidated 
basis the financial condition of the franchiser and each of its subsidiaries. 

(d) In extraordinary cases the Commissioner may waive the require- 
ment for audited statements if the statements have been prepared by an 
independent certified public accountant or independent public accoun- 
tant and the Commissioner is otherwise satisfied as to the reliability of 
such statements and as to the ability of the franchiser to perform future 
commitments. Such waiver will ordinarily be granted only upon a show- 
ing that the franchiser has not had prior audited statements; that the close 
of the most recent or current fiscal year is so near the time of filing of the 
application that it would be unreasonably costly or impractical to provide 
audited statements with the application; and that audited statements will 
be furnished within a reasonable time after the end of the most recent or 
current fiscal year. In such cases the Commissioner may impose an im- 
pound condition and such other conditions and restrictions as in his dis- 
cretion may be appropriate. 

(e) The use of unaudited financial statements as provided herein does 
not relieve the applicant or any person from any liability for false and 
misleading statements contained in such financial statements. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31111, Corporation.s Code. 

HtSTORY 

1. Renumbering of Section 310.11 1.4 to Section 310.11 1.2 filed 11-21-79; desig- 
nated effective 1-1-80 (Register 79. No. 47). 

2. Amendment filed 10-28-82; effective thirtieth day thereafter (Register 82, No. 
44). 

§ 31 0.1 1 1 .3. Identification of Persons Affiliated with 
Franchiser. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31111, Corporations Code. 

History 
1. Repealer filed 1 1-21-79; designated effective 1-1-80 (Register 79, No. 47). 

§ 31 0.1 1 1 .5. Other Franchises. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31111, Corporations Code. 

History 

1 . Amendment filed 3-17-72 as an emergency; effective upon filing (Register 72, 
No. 12). 

2. Certificate of compliance filed 7-14-72 (Register 72, No. 29). 

3. Repealer filed 1 1-21-79; designated effective 1-1-80 (Register 79, No. 47). 

§ 31 0.1 1 1 .6. Cross Reference Sheets. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31111, Corporations Code. 



History 
1. Repealer filed ] 1-21-79; designated effective 1-1-80 (Register 79, No. 47). 

SPECIMEN CROSS REFERENCE SHEET 



Item Number 
of Apphcation 



Page in 
Prospectus 



Page in 
Franchise Agreement 



§ 31 0.1 1 2. Signing of Application. 

An application under this Law shall be signed by an officer or general 
partner of the applicant or by a person holding a power of attorney for 
such purposes from the applicant. If signed under a power of attorney, the 
application shall include a copy of the power of attorney or of the corpo- 
rate resolution authorizing the person signing to act on behalf of the 
applicant. 
NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 

31112, Corporations Code. 

History 

1 . Amendment filed 1 0-28-82; effective thirtieth day thereafter (Register 82, No. 

44). 

2. Amendment filed 7-27-88; operative 8-26-88 (Register 88, No. 32), 

§ 31 0.1 1 3. Imposition of Impound. 

In a case where the applicant has failed to demonstrate that adequate 
financial arrangements have been made to fulfill obligations to provide 
real estate, improvements, equipment, inventory, training or other items 
included in the offering, the Commissioner may impose as a condition 
to the registration of a franchise offering an impoundment of the fran- 
chise fees and other funds paid by the franchisee or subfranchisor until 
such obligations have been satisfied. 

NOTE: Additional authority cited: Section 31502, Corporations Code. Reference: 
Section 31113, Corporations Code. 

History 
1. Amendment filed 12-28-73 as an emergency; designated effecfive 1-1-74. 

Certificate of Compliance included (Register 73, No. 52). 

§ 310.113.1. Operation of Impound Condition. 

When an impound condition is imposed in connection with the regis- 
tration of a franchise offering, one hundred percent of franchisee fees and 
all other funds paid by the franchisees or subfranchisors for any purpose 
shall within 48 hours of the receipt of such funds, be placed with the de- 
positary. The funds will be held by the depositary until the Commissioner 
takes further acfion pursuant to Section 310.1 13.4 of these rules. 

All checks shall be made payable to the depositary. 
NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 

31113, Corporations Code. 

History 
1 . Amendment filed 10-28-82; effective thirtieth day thereafter (Register 82, No. 
44). 

§ 31 0.1 1 3.2. Purchase Receipts. 

When an impound condition is imposed, the franchiser shall deliver 
to each franchisee or subfranchisor, a purchase receipt, in the following 
form: The purchase receipt form shall provide space for at least: (I) the 
complete names and addresses of the purchaser; (2) the complete name 
of the individual receiving the payment; (3) the general location of the 
franchise involved and the total purchase price; (4) the amount of the pay- 
ment received; (5) the complete name and address of the depositary with 
whom the payment will be placed; and (6) the date of the payment. Pur- 
chase receipt forms shall be consecutively numbered and prepared in 
triplicate. The original copy is to be given to the purchaser. The duplicate 
copy is to be retained by the franchiser. The triplicate copy is to be pro- 
vided to the depositary along with the payment involved. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Secfion 
31113, Corporafions Code. 

History 
1 . Amendment filed 10-28-82; effective thirtieth day thereafter (Register 82, No. 

44). 
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§310.113.3. Depositary. 

Funds subject to an impound condition shall be placed in a separate 
trust account with an approved depositary. The depositary shall be a na- 
tional bank located in Cahfornia or a California bank or taist company. 
A written consent of the depositary to act in such capacity shall be filed 
with the Commissioner. 

NOTE: Authority cited; Section 31502, Corporations Code. Reference: Section 
31113, Corporations Code. 

History 

1 . Amendment filed 10-28-82; effective thirtieth day thereafter (Register 82, No. 

44). 

§ 31 0.1 1 3.4. Release of Impounds. 

The Commissioner will authorize the depositary to release to the fran- 
chiser such amounts of the impounded funds applicable to a specified 
franchisee (or subfranchisor) upon a showing that the franchiser has ful- 
filled its obligations under the franchise agreement, or that for other rea- 
sons the impound is no longer required for protection of franchisees. 

Any request for an order of the Commissioner authorizing the release 
of impounds to the franchiser shall contain the following: 

(a) A statement of the franchiser that all required proceeds from the 
sale of franchises have been placed with the depositary in accordance 
with the impound condition. 

(b) A statement of the depositary signed by an appropriate officer set- 
ting forth the aggregate amount of impounds placed with the depositary. 

(c) The names of each franchisee (or subfranchisor) and the amount 
held in the impound for the account of each franchisee (or subfranchisor). 

(d) A showing that the franchiser, with respect to each franchise the 
funds for which are sought to be released, has completely performed 
those obligations to provide real estate, improvements, equipment, in- 
ventory, training or other items, as the case may be. 

(e) Such other information as the Commissioner may require in a par- 
ticular case. 

(f) A statement signed by the franchisee (or subfranchisor) that the in- 
formation is correct. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
311 13, Corporations Code. 

History 

1. Amendment filed 10-28-82; effective thirtieth day thereafter (Register 82. No. 

44). 

§ 31 0.1 1 3.5. Surety Bond in Lieu of Impound. 

In lieu of the imposition of an impound condition a franchiser may post 
a surety bond in such amount as shall be required by the Commissioner. 
Such bond shall be issued by a corporate surety admitted to transact busi- 
ness in the State of California, conditioned upon the completion by the 
franchiser of its obligations under the franchise contract to provide real 
estate, improvements, equipment, inventory, training or other items in- 
cluded in the offering. Where more than one franchise may at the same 
time be sold but unopened, the amount of the bond shall equal the aggre- 
gate liability to all such franchises in this state. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31113, Corporations Code. 

History 
1 . Amendment filed 1 0-28-82; effective thutieth day thereafter (Register 82, No. 

44). 

§ 31 0,1 1 4. Offering Prospectus. 

NOTE: Authority cited: Section 31502, Corporations Code. 

History 
1. Repealer filed 7-27-88; operative 8-26-88 (Register 88, No. 32). 

§ 31 0.1 1 4.1 . Offering Circular. 

(a) General. Each offering circular shall contain the information re- 
quired by the Uniform Franchise Registration Application, as defined in 
Section 310.111(b), and as modified by this section. 

(b) Manner of Presenting Information. Present the information in the 
offering circular in a clear, concise fashion that is readily understandable 
by a person unfamiliar with the franchise business. Define the franchisee 
as "you" in Item 1 and use this description throughout the offering circu- 



lar. In Item 1 use the word "we," initials or one or two words to refer to 
the franchisor. Use different initials or a different one or two words to 
refer to other persons contracting with the franchisee under the franchise 
agreement. Except in the 23 Item titles, use these initials or word(s) to 
describe these persons or entities throughout the offering circular. 
(c) California Instructions for the UFOC. 

(1) A preface, exhibit or appendix to the UFOC must state: "THE 
CALIFORNIA FRANCHISE INVESTMENT LAW REQUIRES 
THAT A COPY OF ALL PROPOSED AGREEMENTS RELATING 
TO THE SALE OF THE FRANCHISE BE DELIVERED TOGETHER 
WITH THE OFFERING CIRCULAR". 

(2) "Salesman Disclosure Form" and Item 3. A of the Body of the 
UFOC: In an initial application to register the offer and sale of a fran- 
chise, do not disclose a pending action involving an arrest that did not re- 
sult in conviction or plea of nolo contendere. 

(3) Item 3.C: In addition to the information required by Item 3.C, state 
whether the franchisor, any person or franchise broker in Item 2 of the 
UFOC is subject to any currently effective order of any national securi- 
ties association or national securities exchange, as defined in the Securi- 
ties Exchange Act of 1 934, 1 5 U.S.C. A. 78a et seq., suspending or expel- 
ling such persons from membership in that association or exchange. The 
information required by this provision may be included in Item 3 or in a 
preface, exhibit or appendix, which is part of the offering circular. If the 
information is in a preface, exhibit or appendix, a reference to the preface, 
exhibit or appendix shall be prominently set forth in Item 3. 

(4) Item 5: If the initial fee can vary, include a mathematical formula 
which enables the franchisee to calculate the specific dollar amount of the 
franchise fee. 

(5) Item 17: Additional Paragraph(s) Required. The paragraph(s) re- 
quired by this provision may be included in Item 1 7 or in a preface, exhib- 
it or appendix, which is part of the offering circular. If the paragraph(s) 
are in a preface, exhibit or appendix, a reference to the preface, exhibit 
or appendix shall be prominently set forth in Item 17. 

(A) In addition to the information required by Item 1 7, all offering cir- 
culars shall contain the following paragraph: 

California Business and Professions Code Sections 20000 through 
20043 provide rights to the franchisee concerning termination or non-re- 
newal of a franchise. If the franchise agreement contains a provision that 
is inconsistent with the law, the law will control. 

(B) If the franchise agreement contains one or more of the provisions 
referred to in the following paragraph(s), the appropriate paragraph(s) 
shall be included: 

i. The franchise agreement provides for termination upon bankruptcy. 
This provision may not be enforceable under federal bankruptcy law (1 1 
U.S.C. A. Sec. 101 etseq.). 

ii. The franchise agreement contains a covenant not to compete which 
extends beyond the termination of the franchise. This provision may not 
be enforceable under California law. 

iii. The franchise agreement contains a liquidated damages clause. Un- 
der California Civil Code Section 1671, certain liquidated damages 
clauses are unenforceable. 

iv. The franchise agreement requires binding arbitration. The arbitra- 
tion will occur at (indicate sites) with the costs being borne by (explana- 
tion). Prospective franchisees are encouraged to consult private legal 
counsel to determine the applicability of California and federal laws 
(such as Business and Professions Code Section 20040.5, Code of Civil 
Procedure Section 1281, and the Federal Arbitration Act) to any provi- 
sions of a franchise agreement restricting venue to a forum outside the 
State of California. 

V. The franchise agreement requires application of the laws of (indi- 
cate jurisdiction). This provision may not be enforceable under Califor- 
nia law. 

(6) Item 19: If any earnings claim is made, and the earnings claim fig- 
ure(s) does (do) not include either costs of sales or operating expenses, 
then, in addition to the information required by Item 19, all offering cir- 
culars shall contain the following statement prominently set forth in Item 
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1 9 or sel forth in a preface, exhibit or appendix, which is part of the offer- 
ing circular. If the statement is set forth in a preface, exhibit or appendix, 
a reference to the preface, exhibit or appendix shall be prominently set 
forth in Item 19: 'The earnings claims figure(s) does (do) not reflect the 
costs of sales, operating expenses, or other costs or expenses that must 
be deducted from the gross revenue or gross sales figures to obtain your 
net income or profit. You should conduct an independent investigation 
of the costs and expenses you will incur in operating your (franchised 
business). Franchisees or former franchisees, listed in the offering circu- 
lar, may be one source of this information." 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Sections 
31 1 10, 31 1 1 1, 31 1 14, 31 1 19 and 31 125, Corporations Code. 

History 

1 . Repealer and new section filed 11-21-79; designated effective 1-1-80 (Regis- 
ter 79, No. 46). For prior history, see Registers 74, No. 52 and 74, No. 42. 

2. Amendment of subsections (a) and (c) filed 7-17-81; effective thirtieth day 
thereafter (Register 81, No. 29). 

3. Amendment filed 7-27-88; operative 8-26-88 (Register 88, No. 32). 

4. Amendment filed 1-20-94; operative 2-21-94 (Register 94, No. 3). 

5. Amendment of subsection (a) filed 4-6-94; operative 5-6-94 (Register 94, No. 
14). 

6. Amendment filed 6-10-2003; operative 7-10-2003 (Register 2003, No. 24). 
§ 31 0.11 4.2. Sequence of Presentation. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31 1 14, Corporations Code. 

History 
1 . Repealer filed 1 1-21-79; designated effective 1-1-80 (Register 79, No. 47). 

§ 31 0.1 1 4.3. Adequacy of Discfosure. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31114, Corporations Code. 

History 
1. Repealer filed 11-21-79; designated effective 1-1-80 (Register 79, No. 47). 

§ 31 0.1 1 4.4. Disclosure of Offering Circular by Electronic 
GVleans. 

(a) A franchisor may deliver a franchise disclosure document over the 
Internet or by other electronic means, or in machine-readable media, 
provided all of the following are met: (1) before furnishing a disclosure 
document or making it accessible to the prospective franchisee, the fran- 
chisor has advised the prospective franchisee of the formats in which the 
disclosure docuinent is available and any prerequisites or conditions nec- 
essary for obtaining or reviewing it in a particular format; and (2) the dis- 
closure document: 

(A) is delivered as a single, integrated, document or file; 

(B) has no extraneous content beyond what is required or permitted by 
law and by the UFOC Guidelines, except for the items allowed under sub- 
section (i) below: 

(i) for the sole purpose of enhancing the prospective franchisee's abil- 
ity to maneuver through an electronic version of the disclosure docu- 
ment, the franchisor may include scroll bars, internal links, and search 
features; 

(ii) all other features are prohibited, including audio, video, "pop-up" 
screens, and links to external documents. 

(C) is delivered in a form that intrinsically enables the recipient to 
store, retrieve, and print the disclosure document; and 

(D) conforms as to its content and format to the requirements of law; 
and 

(3) the franchisor: 

(A) can prove that it delivered the disclosure document electronically 
in compliance with this section, and that it did so at or before the time re- 
quired by law; and 

(B) keeps records of its electronic delivery of disclosure documents 
and makes those records available on demand by the Department. 

(b) "'Delivery" requires that the disclosure document be conveyed to 
and received by the prospective franchisee, or that the storage media in 
which the disclosure document is stored be physically delivered to the 
prospective franchisee in accordance with subsection (a). 



(c) Proof of delivery may be demonstrated by a return email from the 
recipient acknowledging receipt of the document, or the recipient's use 
of security codes, passwords, electronic signatures, or similar devices to 
authenticate the recipient's identity, or by any other form of written con- 
firmation of receipt from the prospective franchisee. 

(d) This section does not change or waive any other requirement of law 
concerning registration or presale disclosure of franchise offerings. 
NOTE: Authority cited: Section 31502, Coiporations Code. Reference: Section 
31119, Coiporations Code. 

History 
1. New section filed 1-31-2006; operative 3-2-2006 (Register 2006, No. 5). 

§ 31 0.1 20. Effective Period of Registration. 

A franchise offering is duly registered for a period to expire 1 10 days 
from the end of the applicant's fiscal year which follows the date of the 
application, unless the Commissioner by order specifies a different peri- 
od. 

NOTE: Authority and reference cited: Sections 31 120 and 31502, Corporations 
Code. Reference: Section 31120, Corporations Code. 

History 
1. New section filed 5-19-89; operative 6-18-89 (Register 89, No. 21). For prior 
history, see Registers 78, No. 12 and 71, No. 2). 

§ 310.122. Registration Renewal Statement. 

(a) Applications for renewal of a registration pursuant to Section 
31 122 of the Code shall be made upon the Uniform Franchise Registra- 
tion Application, as defined in Section 310.111(b). 

(b) The following statement shall be attached as an appendix to the 

application, if the franchisor has effected any negotiated sales exempt 

from registration by Section 310.100.2: 

I certify (or declare) that all Nonces of Negotiated Sale of Franchise have been 
filed with the Commissioner as required by paragraph (a) (4) of Section 310.1 00.2 
of these rules. Executed at , California, on the date of 



Name of Franchisor 



By:_ 
Title: 



Signature of Franchisor 



Printed Name of Signatory 
Ifexecuted at any place within or without this state; 1 certify (or declare) under pen- 
alty of perjury under the laws of the State of California that the foregoing is true 
and correct. Executed at , California, on the date of 



Name of Franchisor 



By: 
Title: 



Signature of Franchisor 



Printed NajTie of Signatory 
NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31 122, Corporations Code. 

History 

1 . Repealer and new section filed 1 1-21-79; designated effective 1-1-80 (Regis- 
ter 79, No. 47). 

2. Editorial correction (Register 80, No. 24). 

3. Amendment filed 10-28-82; effective thirtieth day thereafter (Register 82, No. 

44). 

4. Amendment filed 7-27-88; operafive 8-26-88 (Register 88, No. 32). 

5. Amendment filed 8-17-89; operative 9-16-89 (Register 89, No. 33). 

6. Amendment of form filed 1-20-94; operative 2-21-94 (Register 94, No. 3). 

7. Editorial correction of subsection (b) (Register 94, No. 3). 

8. Amendment filed 4-6-94; operative 5-6-94 (Register 94, No. 14). 

§ 31 0.1 22.1 . Underscoring of Changes. 

If the registration renewal statement or any amendment to an applica- 
tion alters the text of the offering prospectus, or of any item, exhibit or 
other document previously filed, the changes in such text shall be indi- 
cated by means of underscoring or in some other appropriate manner. 

NOTE: Authority cited: Secfion 31502, Corporafions Code. Reference: Section 
31122, Corporations Code. 
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History 

1 . Amendmenl filed 1 0-28-82; effective thirtieth day thereafter (Register 82, No. 
44). 

§ 310.123. Application to Amend Registration. 

An amendment to an application filed before or after the effective date 
of the registration of the sale of franchises shall be made on the form used 
for the original application with the appropriate heading checked on the 
facing page prescribed by Section 310.111 of these rules. The facing 
page shall be completely filled in and only such other items of the appli- 
cable form as are being amended shall be included. 

§ 31 0.1 24. Automatic Effectiveness of Amendments to 
Include UFOC. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31124, Corporations Code. 

History 

1. New section filed 10-19-79 as an emergency; effective upon filing (Register 
79, No. 42). A Certificate of Compliance must be filed within 1 20 days or emer- 
gency language will be repealed on 2-16-80. 

2. Repealed by operation of Section 11422.1(c), Government Code (Register 80, 

No. 24). 

§ 310.125. Application for Registration of a Material 
Modification of Existing Franchises. 

An application for registration of a material modification of franchises 
pursuant to Section 3 1 1 25 of the Code shall, in addition to the facing page 
of the Uniform Franchise Registration Application, as defined in Section 
310.iri(b), continue on the following form: 
EXHIBIT 1 

Attach a copy of the item(s) of the Uniform Franchise Offering Circular, com- 
plying with Section 310.114.1 of these rules, if the information is changed. State 
the existing arrangement and the new arrangement with respect to the item(s). The 
cover of the Offering Circular shall state: "The changes set forth herein are volun- 
tary. If a franchisee does not receive the attached disclosure at least five business 
days prior to the execution of a binding agreement, the franchisee may, by written 
notice, mailed or dehvered to the franchisor or (specify agent of the franchisor), 
within five business days following the execution of the agreement rescind the 
agreement to the modifications." 

Describe the proposed modifications, including: 

(a) An identification of the section of the franchise contract or document being 
modified. 

(b) The nature of the modification. 

(c) Whether additional cost will accrue to the franchisee and, if so, an estimate 
of the additional cost. 

(d) State the effect on a franchisee who accepts the change and on a franchisee 
who does not accept the change. 

EXHIBIT 2 

Attach a copy of the franchise contract or document which embodies the modi- 
fication(s). 
EXHIBIT 3 

State the number of franchises presently operating, the number of such fran- 
chises presently operating in California and the number of franchises proposed to 
be modified and the number of franchises proposed to be modified in California. 
EXHIBIT 4 

Attach the Consent to Service of Process if required by Section 31 155 of the 
California Corporations Code, if one has not previously been filed. 
EXHIBIT 5 

The applicant has duly caused this application to be signed on its behalf by the 
undersigned, thereunto duly authorized. 



By- 



(Applicant) 



(Title) 

I certify or declare under penalty of perjury that I have read this application and 

the exhibits thereto and know the contents thereof, and that the statements therein 

aie true and correct. 

Executed at . , Cahfomia, on the date of , 



(Signature) 



If executed at any place within or without this state: 1 certify (or declare) under 
penalty of perjury under the laws of the State of Califomia that the foregoing is true 

and correct. Executed at , on the date 

of , 

Signature 
NOTE: Authority cited: Sections 31125 and 31502. Corporations Code. Refer- 
ence: Sections 31 1 10, 31 1 1 1, 31 1 14, 31 125 and 31 155, Corporafions Code. 

History 

1 . New section filed 7-20-78; effective thirtieth day thereafter (Register 78, No. 
29). 

2. Amendment filed 11-21-79; designated effecfive 1-1-80 (Register 79, No. 47). 

3. Amendment filed 10-28-82; effective thirtieth day thereafter (Register 82, No. 
44). 

4. Amendment filed 5-19-89; operative 6-18-89 (Register 89, No. 21). 

5. Amendment of opening paragraph and Exhibit 5 filed 4-6-94; operative 
5-6-94 (Register 94, No. 14). ^ 

§ 31 0.1 55. Consent to Service of Process. 

The consent to service of process required by Section 3 11 55 of the 
Code shall be upon the Uniform Consent to Service of Process prescribed 
in the Uniform Franchise Registration Application. 
Note: Authority cited: Section 31502, Corporations Code. Reference: Sections 
311 10, 3111 1, 311 14 and 31 155, Corporations Code. 

History 

1. Amendment filed 10-18-74 as an emergency; effecfive upon filing (Register 
74, No. 42). 

2. Certificate of Compliance filed 12-24-74 (Register 74, No. 52). 3. Amendment 
filed 1 1-21-79; designated effecfive 1-1-80 (Register 79, No. 47). 

3. Amendment filed 1 1 -2 1-79; designated effective 1-1-80 (Register 79, No 47). 

4. Amendment filed 10-28-82; effecfive thirtieth day thereafter (Register 82, No. 
44). 

§ 31 0.1 56. Filing and Use of Advertisements. 

The Department will not issue letters of nondisapproval of advertising 
filed under Section 31 156 of the Code. However, if the person desiring 
to use the advertisement requests an order shortening the three business 
day waiting period before use of the advertisement becomes permissible 
under that Section, such order will be issued when an appropriate show- 
ing of the need therefor is made by the filer. If a registration has become 
effective, such effectiveness shall automatically constitute an order 
shortening the three business day waiting period, with respect to any of- 
fering prospectus on file at the time of the effectiveness of such registra- 
tion, relating to the offer and sale of the franchises covered by such regis- 
tration, so as to permit the use of such offering prospectus at any time 
thereafter. 

§ 31 0.1 56.1 . Standards Relating to Advertisements. 

Any advertisement of a franchise should disclose fairly and accurately 
such relevant facts concerning the franchise, the terms and conditions 
thereof and the material rights and liabilities created thereunder as are 
necessary to make the advertisement not misleading. Normally, an ad- 
vertisement should also comply with the following more specific stan- 
dards: 

(a) An advertisement should not contain any statement or inference 
that a purchase of a franchise is a safe investment or that failure, loss or 
default is impossible or unlikely, or that earnings or profits are assured. 

(b) Earnings Claims must conform with Item 19 of the offering circu- 
lar prescribed by the Uniform Franchise Registration Application, as de- 
fined in Section 310.111(b). 

(c) Any advertisement which refers to the registration of the franchises 
under the Franchise Investment Law of the State of Califomia shall con- 
tain in capital letters of not less than 10-point type the following legend: 

"THESE FRANCHISES HAVE BEEN REGISTERED UNDER THE 
FRANCHISE INVESTMENT LAW OF THE STATE OF CALIFOR- 
NIA. SUCH REGISTRATION DOES NOT CONSTITUTE APPROV- 
AL, RECOMMENDATION OR ENDORSEMENT BY THE COM- 
MISSIONER OF CORPORATIONS NOR A HNDING BY THE 
COMMISSIONER THAT THE INFORMATION PROVIDED HERE- 
IN IS TRUE, COMPLETE AND NOT MISLEADING." 

(d) An advertisement should normally contain the name and address 
of the person using the advertisement. 

(e) If the advertisement contains any endorsement or recommendation 
of the franchises by any public figure, whether express or implied (for ex- 



Page 378.6 



Register 2006, No. 5; 2-3-2006 



Title 10 



Commissioner of Corporations 



ample, by the inclusion of such person's photograph or name in the ad- 
vertisement), full disclosure shall be made of any compensation or other 
benefit given or promised by the franchisor or any person associated with 
the franchisor to such person, directly or indirectly. The disclosure re- 
quired in this Subsection (e) shall be made in the same document contain- 
ing the advertisement or, if such advertisement is presented on radio or 
television, as a part of the same program, without any intermission or oth- 
er intervening material. 

(f) Any advertisement which refers to an exemption from or reduction 
in taxation under any law should be based on an opinion of counsel, and 
the name of such counsel should be stated in the advertisement. 
NOTE; Authority cited: Section 31502, Corporations Code. Reference: Sections 
31 1 ll(p) and (q), and 311 56, Corporations Code. 

History 

1. Amendment filed 3-15-83; effective thirtieth day thereafter (Register 83, No. 
12). 

2. Amendment of subsection (b) filed 7-27-88; operative 8-26-88 (Register 88, 
No. 32). 

3. Amendment of subsection (b) filed 4-6-94; operative 5-6-94 (Register 94, No. 
14). 

§ 310.156.2. Hon Filing of Certain Advertisements. 

The term "advertisement" as used in Section 31 156 of the Code does 
not include, and there need not be filed with the Commissioner any no- 
tice, circular or other communication which is published or transmitted 
only after a registration of the franchise is in effect and which contains 
only the statements required or permitted to be included therein by the 
following provisions of this rule: 

(a) Such communications may include any one or more of the follow- 
ing items of information, which need not follow the numerical sequence 
of this paragraph: 

1 . the name of the franchiser; 

2. a brief description of the type of franchise being offered; 

3. a brief description of the type of business to be conducted by the 
franchisee; 

4. the total dollar investment (which must include all obligations) re- 
quired to be made on a franchise purchase, or if the amount of such in- 
vestment varies, the method of its determination or the probable price 
range; 

5. the city and/or state in which franchises are being offered; 

6. the name and address of the sender of the communication. 

(b) Every communication used pursuant to this rule shall contain the 
following: 

1. A statement in bold type of not less than 10-point type that: 
"THESE FRANCHISES HAVE BEEN REGISTERED UNDER THE 

FRANCHISE INVESTMENT LAW OF THE STATE OF CALIFOR- 
NIA. SUCH REGISTRATION DOES NOT CONSTITUTE APPROV- 
AL, RECOMMENDATION OR ENDORSEMENT BY THE COM- 
MISSIONER OF CORPORATIONS NOR A FINDING BY THE 
COMMISSIONER THAT THE INFORMATION PROVIDED HERE- 
IN IS TRUE, COMPLETE AND NOT MISLEADING." 

2. The name and address of a person or persons from whom an offering 
prospectus may be obtained. 

§ 31 0.1 56.3. Exemption for Snternet Advertisements. 

(a) Any communication made in connection with an offer or sale of a 
franchise posted on a website on the Internet ("Internet advertisement") 
is exempt from the requirements of Corporations Code Section 3 1 1 56 for 
filing advertisements with the Commissioner provided a franchisor com- 
plies with all of the following: 

(1) The franchisor files with the Commissioner a written notice, 
executed by an officer or general partner of the franchisor having direct 
responsibility for the conduct of the franchisor's activities, and verified 
pursuant to Section 2015.5 of the Code of Civil Procedure, that includes: 

(A) The Uniform Resource Locator ("URL") address or similar ad- 
dress or device identifying the location of any Internet advertisement; 

(B) A statement that the franchisor, or anyone acting with the franchi- 
sor' s knowledge, agrees to comply with the Cahfomia Franchise Invest- 
ment Law, and Rules thereunder, when posting any Internet advertise- 
ment on a website; and 



(C) The franchisor's name, address, telephone number, and contact 
person. 

(2) The Internet advertisement is not directed to any person in the State 
of California by or on behalf of the franchisor or anyone acting with the 
franchisor's knowledge. For the purposes of this section, "directed to any 
person in the State of California," means directed to a specifically named 
person, or group of persons, and not to the public generally, and includes, 
but is not limited to, non-passive forms of communication such as e- 
mail, instant messages, or other similar modes of communication; and 

(3) A preface, exhibit or appendix of the franchisor's offering circular 
includes the URL address of the franchisor's website, and the following 
statement, in clear readable type, of not less than 12-point size: 

OUR WEBSITE HAS NOT BEEN REVIEWED OR APPROVED 
BY THE CALIFORNIA DEPARTMENT OF CORPORATIONS. ANY 
COMPLAINTS CONCERNING THE CONTENT OF THIS WEBSITE 
MAY BE DIRECTED TO THE CALIFORNIA DEPARTMENT OF 
CORPORATIONS at www.corp.ca.gov. 

(b) Any notice filed in compliance with subsection (a) shall be effec- 
tive from the date the notice is filed with the Commissioner until the end 
of the franchisor's then-currently effective registration period, as speci- 
fied in Section 310.120. The exemption may be renewed for additional 
periods of one year by submitting to the Commissioner no later than the 
end of the franchisor's then-currendy effective registration period, as 
specified in Section 310.120, an additional written notice that complies 
with the requirements of subsection (a). 

(c) Nothing in this regulation shall be construed to limit the Commis- 
sioner's authority to bring any action against any person violating any of 
the provisions of the California Francliise Investment Law. 

NOTE: Authority cited: Sections 31156 and 31506, Corporations Code. Refer- 
ence: Sections 31110, 31111, 31114 and 31 156, Corporations Code. 

History 

1. New section filed 6-10-2003; operative 7-10-2003 (Register 2003, No. 24). 

§ 31 0.21 0. Persons Identified in an Application. 

(a) For the purposes of Section 31210 of the Code a person shall be 
deemed identified only if all the information required by: 

(1) Item 2 (Identity and Business Experience of Persons Affiliated 
With The Franchisor; Franchise Brokers) and Item 3 (Litigation) of an 
offering circular upon the format prescribed by the Uniform Franchise 
Registration Application, in accordance with Item 2 of the Special In- 
structions for the Uniform Franchise Offering Circular ("UFOC") (see 
Section 310.114.1(c) of these rules), or; 

(2) a Salesman Disclosure Form prescribed by the Uniform Franchise 
Registration Application provided that, in an initial application to regis- 
ter the offer and sale of a franchise, Item 2. A. of the Salesman Disclosure 
Form does not disclose a pending action involving an arrest that did not 
result in conviction or plea of nolo contendere , has been filed with the 
Commissioner. 

(b) The term "Uniform Franchise Registration Application" means the 
Uniform Franchise Registration Application, as defined in Section 
310.111(b). 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31210, Corporafions Code. 

History 

1. Amendment filed 11-21-79; designated effechve 1-1-80 (Register 79, No. 47). 

2. Amendment of subsection (a) filed JO-28-82; effective thirtieth day thereafter 
(Register 82, No. 44). 

3. Amendment filed 7-27-88, operative 8-26-88 (Register 88, No. 32). 

4. Amendment of subsection (b) filed 4-6-94; operative 5-6-94 (Register 94, No. 
14). 

§ 31 0.303. Notice of Violation. 

An application for approval as to form of a written notice of violauon 
in accordance with Secfion 31303 of the Code shall be made in writing 
and may be in letter form. There shall be attached to this applicafion as 
an exhibit a form of the written notice for which the Commissioner's ap- 
proval is requested which should contain the following: 

(a) In capital letters of not less than 10-point type the following leg- 
end, printed in contrasting color or type: 

"THIS NOTICE DISCLOSING VIOLATION OF THE FRAN- 
CHISE INVESTMENT LAW HAS BEEN APPROVED BY THE 
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COMMISSIONER OF CORPORATIONS ONLY AS TO ITS FORM. 
SUCH APPROVAL DOES NOT IMPLY A FINDING BY THE COM- 
MISSIONER THAT ANY STATEMENTS MADE HEREIN OR IN 
ANY ACCOMPANYING DOCUMENTS ARE TRUE OR COM- 
PLETE AND THE COMMISSIONER MAKES NO RECOMMENDA- 
TION AS TO WHETHER OR NOT RESORT SHOULD BE HAD TO 
THE CIVIL REMEDIES PROVIDED IN THE FRANCHISE INVEST- 
MENT LAW." 

(b) The name and address of each party to whom the notice is to be di- 
rected. If such parties are too numerous to make the submission of sepa- 
rate notices convenient, such parties and their addresses may be shown 
upon a Hst attached to the application. 

(c) A statement regarding the respect in which the violation under Sec- 
tion 31303 of the Code arose, including the following: 

(1) Identification of the transaction involved, including the names of 
the franchiser and/or subfranchisors, the date, the particular franchise, 
and the nature and amount of the consideration received by the seller of 
the franchise. 

(2) Identification of the specific section concerning which the viola- 
tion occurred. 

(3) An explanation of the liability of the franchiser and/or sub franchi- 
sors to the franchisee under that specific section. 

(d) Such information regarding the franchiser which is material and 
pertinent to the franchisee, including information regarding the franchis- 
er's management, its operations and plan of business, its financial condi- 
tion and the terms of its organization. In addition, the franchisee shall be 
furnished (I) a disclosure statement, contained in a document separate 
from the notice of violation, pursuant to the disclosure requirement of 
Section 31 101(c) or Section 31 1 14, as applicable, and (2) a statement set- 
ting forth the specific misrepresentation or omission together with the in- 
formation necessary to correct such misrepresentation or omission. 

(e) A statement indicating the franchisee's right of action, if any, under 
Section 3 1 300 of the Code, together with the statement that no action may 
be brought to enforce this right of action unless brought not later than 90 
days after delivery of the notice. 

(f) A complete statement setting forth Section 31303 of the Code. 

(g) The notice must not be subject to any condition not authorized by 
Section 3 1303 of the Code. 

Because of the importance of the date of delivery of the notice, the 
franchiser/subfranchisor seeking to use this procedure should provide for 
a means of delivery which will provide a method whereby the time of re- 
ceipt of the notice by the franchisee will be ascertainable. At the time the 
notice is submitted for approval as to form, the applicant should indicate 
the method of delivery of the notice that will be used. 

History 
1. New section filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 

4). 

§ 31 0.304. Notice of Violation. 

An application for approval as to form of a written notice of violation 
in accordance with Section 31304 of the Code shall be made in writing 
and may be in letter form. There shall be attached to this application as 
an exhibit a form of the written notice for which the Commissioner's ap- 
proval is requested which should contain the following: 

(a) In capital letters of not less than 10-point type the following leg- 
end, printed in contrasting color or type: "THIS NOTICE DISCLOSING 
VIOLATION OF THE FRANCHISE INVESTMENT LAW HAS 
BEEN APPROVED BY THE COMMISSIONER OF CORPORA- 
TIONS ONLY AS TO ITS FORM. SUCH APPROVAL DOES NOT IM- 
PLY A FINDING BY THE COMMISSIONER THAT ANY STATE- 
MENTS MADE HEREIN OR IN ANY ACCOMPANYING 
DOCUMENTS ARE TRUE OR COMPLETE AND THE COMMIS- 
SIONER MAKES NO RECOMMENDATION AS TO WHETHER OR 
NOT RESORT SHOULD BE HAD TO THE CIVIL REMEDIES PRO- 
VIDED IN THE FRANCHISE INVESTMENT LAW." 



(b) The name and address of each party to whom the notice is to be di- 
rected. If such parties are too numerous to make the submission of sepa- 
rate notices convenient, such parties and their addresses may be shown 
upon a list attached to the application. 

(c) A statement regarding the respect in which the violation under Sec- 
tion 31304 of the Code arose, including the following: 

(1) Identification of the transaction involved, including the names of 
the franchiser and/or subfranchisors, the date, the particular franchise, 
and the nature and amount of the consideration received by the seller of 
the franchise. 

(2) Identification of the specific section concerning which the viola- 
tion occurred. 

(3) An explanation of the liability of the franchiser and/or subfranchi- 
sors to the franchisee under that specific section. 

(d) Such information regarding the franchiser which is material and 
pertinent to the franchisee, including information regarding the franchis- 
er' s management, its operations and plan of business, its financial condi- 
tion and the terms of its organization. In addition, the franchisee shall be 
furnished. 

(1) a disclosure statement, contained in a document separate from 
the notice of violation, pursuant to the disclosure requirement of Section 
31101(c) or Section 31114, as applicable, and 

(2) a statement setting forth the specific misrepresentation or omis- 
sion together with the information necessary to correct such misrepresen- 
tation or onnission. 

(e) A statement indicating the franchisee' s right of action, if any, under 
Section 3 1301 of the Code, together with the statement that no action may 
be brought to enforce this right of action unless brought not later than 90 
days after delivery of the notice. 

(f) A complete statement setting forth Section 31304 of the Code. 

(g) The notice must not be subject to any condition not authorized by 
Section 31304 of the Code. 

Because of the importance of the date of delivery of the notice, the 
franchiser/subfranchisor seeking to use this procedure should provide for 
a means of delivery which will provide a method whereby the time of re- 
ceipt of the notice by the franchisee will be ascertainable. At the time the 
notice is submitted for approval as to form, the applicant should indicate 
the method of delivery of the notice that will be used. 

HtSTORY 
1. New section filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 

4). 

§ 310.505. Charges for Copies of Documents. 

The following charges shall be made for copies and telecopies of docu- 
ments furnished by the Commissioner and for certificadon thereof: 

(a) Two dollars for each certificate under seal affixed thereto, plus 30 
cents for each page or fraction thereof to be certified, whether the copies 
to be certified are furnished by the person requesting the certification or 
by the Commissioner. 

(b) Thirty cents for each page or fraction thereof when the copies are 
not to be certified. 

(c) One dollar for each page or fraction thereof when the copies are 
sent by telephone transceiving equipment. 

NOTE: Authority cited: Section 31502, Corporations Code. Reference: Section 
31505, Corporations Code. 

History 

1. New subsection (c) filed 1-22-74; effective thirtieth day thereafter (Register 74, 
No. 4). 

2. Change without regulatory effect amending section and adopting Note filed 
4-2 1-94 pursuant to title 1, section 100, CalifomiaCodeofRegulations (Regis- 
ter 94, No. 16). 

Subchapter 2.9. Commodities 

NOTE; Authority cited for Subchapter 2.9: Section 29591, Corporations Code, 
Chapter 452 of the Statutes of 1979. Reference: Division 4.5, Tide 4, Corporations 
Code, Chapter 452 of the Statutes of 1979. 
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History 2. Certificate of Compliance filed 1-16-74 (Register 74, No. 3). 
1. Repealer of Subchapter 2.9 (Sections 350.500 through 350.541.1, notconsecu- 3. Repealer of Subchapter 2.9 (Sections 350.500 through 350.545.2, not consecu- 
tive) and new Subchapter 2.9 (Sections 350.500 through 350.545.2, not consec- tive) filed 3-1 3-80; effective thirtieth day thereafter (Register 80, No. 1 1 ). For 
utive) filed 10-1-73 as an emergency; effective upon filing (Reeister 73, No. priorhistory, see Registers 74, No. 9; 74, No. 28; 74, No. 51; 75, No. 1; 75, No. 
40). For prior history, see Register 69, No. 52, 70, Nos. 12 and 50, 72, Nos. 2 18; 75, No. 1 9: 75, No. 5 1 : 76, No. 25; 77, No. 36; 78, No. 6; 78, No. 1 2; 78, No. 
and 30, 73, No. 10. 36; 78, No. 45; and 78, No. 48, 
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General Prowisions 



§ 901 . Delayed Fyods Availability. 

NOTE; Authority cited: Sections 866.5 and 866.6, Financial Code. Reference: Sec- 
tions 866.5 and 866.6 Financial Code; and Section 4213, Commercial Code. 

History 

1. Repealer and new Subchapter 3 (Sections 901 through 997, not consecutive) 
filed 4-19-73; effective thirtieth day thereafter (Register 73, No. 16). For prior 
history, see Original Title 10; Register 3; Registers 57, No. 10; 65, No. 14; 68, 
No. 48; 71 , No. 48; and 72, No. 51 . 

2. Repealer filed 1 1 -30-81 ; effective thirtieth day thereafter (Register 8 1 , No. 49). 

3. New section filed 1-1 0-85; effective upon filingpursuant to Government Code 
Section 1 1 346.2(d) (Register 85, No. 2). 

4. Change without regulatory effect renumbering former section 901 to new sec- 
tion 30.101 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 902. Commuoocations to Department. 

NOTE: Authority and reference cited: Section 14201, Financial Code. 

History 
1 . Repealer filed 1 1 -30-8 1 ; effective thinieth day thereafter (Register 8 1 , No. 49). 

§ 903. Additional Data and information: Time of Filing. 
NOTE: Authority and reference cited: Section 14201, Financial Code. 

History 
1 . Repealer filed 1 1-30-8 1 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§ 904. Ejihibits Previously Filed. 

NOTE: Authority and reference cited: Section 14201, Financial Code. 

History 
1 . Repealer filed 1 1-30-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§ 905. Prohibited Advertising. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14157 and 14204, Financial Code. 

History 

1. Amendment filed 1 1-13-80; effective thirtieth day thereafter (Register 8, No. 
46). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

3. Change without regulatory effect renumbering and amending former section 
905 to new section 30. 101 filed 8-1 9-97 pursuant to section 100, title 1, Califor- 
nia Code of Regulations (Register 97, No. 34). 

§ 906. [Rulings. 

History 

1 . Repealer filed 1 1 -30-8 1 ; effecti ve thirtieth day thereafter (Register 8 1 , No. 49) . 

§ 907. Definitions. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14157, 14201 and 14858, Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. New subsection (b) (7) filed 1 1-1 3-80; effective thirtieth day thereafter (Regis- 
ter 80, No. 46). 

3. Editorial correction relettering subsection (b) (7) to subsection (1) (Register 80, 
No. 51). 

4. Amendment of subsection (f) filed 1 1-30-81; effective thirtieth day thereafter 
(Register 81, No. 49). 

5. Amendment filed 9-8-83; effective thirtieth day thereafter (Register 83, No. 

37). 

6. Amendment filed 10-17-84; effective thirtieth day thereafter (Register 84, No. 

42). 



7. Change without regulatory effect renumbering former section 907 to new sec- 
tion 30.102 filed 8-19-97" pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 908. Articles of Incorporation and Bylaws: Submission 
to Commissioner. 

NotE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14100, 14101, 14102, and 14103, Financial Code. 

History 

1 . Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Amendment of subsection (b) filed 1 1-30-81 ; effective thirtieth day thereafter 
(Register 81, No. 49). 

3. Change without regulatory effect renumbering and amending former section 
908 to new section 30. 1 03 filed 8-1 9-97 pursuant to section 1 00, title I , Califor- 
nia Code of Regulafions (Register 97, No. 34). 

§ 909. Bond and Insurance Coverage. 

NOTE: Authority cited: Sections 14201 and 14409, Financial Code. Reference: 
Sections 14204 and 14409, Financial Code. 

History 

1 . Repealer and new section filed 6-15-93; operafive 7-15-93 (Register 93, No. 
25). For prior history, see Register 83, No. 1 1. 

2. Change without regulatory effect renumbering former section 909 to new sec- 
tion 30.104 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 910. Field of Membership: Family of Member. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14100, 14103, 14155 and 14800, Financial Code. 

History 

1 . Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Amendment filed 2-16-84; effective thirtieth day thereafter (Register 84, No. 
7). 

3. Change without regulatory effect renumbering former section 910 to new sec- 
tion 30.105 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. .34). 

§ 91 1 . Unclaimed Funds. 

Unclaimed or abandoned funds should not be taken into income or be- 
come assets of a credit union. Such funds must be reported to the State 
Controller's Office, Bureau of Unclaimed Property, in accordance with 
Chapter 7, Title 10 of Part 3 of the Code of Civil Procedure. 
NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14204, 14453 and 14700, Financial Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 
§ 912. Criminal Actions: Report to Commissioner. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Secrions 
14155 and 14205, Financial Code. 

History 

1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1 ). 

2. Change without regulatory effect renumbering former section 912 to new sec- 
tion 30.107 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 913. Report of Defalcation Required. 

NOTE: Authority cited: Secdon 14201, Financial Code. Reference: Sections 
14155 and 14205, Financial Code. 

History 

1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1 ). 

2. Change without regulatory effect renumbering former section 913 to new sec- 
tion 30.108 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 914. Central Credit Unions: Groups of Employees of a 

Common Employer. 

NOTE: Authority cited: Sections 14201 and 15451, Financial Code. Reference: 
Section 15451, Financial Code. 

History 

1. New section filed 7-12-74; effective thirtieth day thereafter (Register 74, No. 

28). 

2. Amendment filed 3-15-80; effective thirtieth day thereafter (Register 80, No. 
11). 

3. Amendment of subsection (a) filed 1 1-30-81 ; effective thirtieth day thereafter 
(Register 81, No. 49). 
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4. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

5. Amendment filed 9-8-83; effective thirtieth day thereafter (Register 83, No. 
37). 

6. Amendment filed 10-17-84; effective thirtieth day thereafter (Register 84, No. 
42). 

7. Change without regulatory effect renumbering former section 914 to new sec- 
tion 30.109 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 915. Correspondent Credit Union Services. 

Note. Authority cited: Section J4201 , Financial Code. Reference: Section 14202, 
Financial Code. 

History 

1. New section filed 3-15-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Amendment of subsection (e) filed 1 1-30-81; effective thirtieth day thereafter 
(Register 81, No. 49). 

3. Repealer filed 9-8-83 as an emergency; effecfive upon filing (Register 83. No. 
37). 



Article 2. Applications 

§ 916. Application Form: Where Filed. 

NotE: Authority and reference cited: Section 14201, Financial Code. 

History 
1. Repealer filed ! 1-30-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§ 917. Application: To Establish a Branch Office. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14155, 
Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Repealer filed 1 1-30-81 ; effective thirtieth day thereafter (Register 8 1 , No. 49). 

§ 918. Out-of-state Credit Unions. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14157, 14200, 14203, 14205, 14250, 14351, 14353 and 14409, Financial Code. 

History 

1. New section filed 1 1-13-80; effective thirtieth day thereafter (Register 80, No. 
46). 

2. Editorial correction of subsection (b)(3) (Register 80, No. 51). 

3. Amendment of subsection (b) filed 1 1-30-81 ; effective thirtieth day thereafter 
(Register 81, No. 49). 

4. Editorial coiTCction of NOTE (Register 82, No. 10). 

5. Change without regulatory effect renumbering former section 918 to new sec- 
tion 30.200 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



Article 3. Management 

§ 920. Delegation of Duties. 

NOTE; Authority cited: Section 14201, Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Repealer filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 53). 

§921. Quorum. 

NOTE: Authority cited: Section 14201, Financial Code. 

History 
1. Repealer filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 32). 

§ 922. Investments. 

NOTE: Authority cited: Sections 14201 and 14653.5, Financial Code. Reference: 
Sections 14204, 14205, 14652, 14653 and 14653.5, Financial Code. 

History 

1. Amendment filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 

32). 

2. Amendment filed 7-7-87; operative 8-6-87 (Register 87, No. 28). 



3. Amendment of subsection (b)(6) and Note filed 12-16-92; operative 1-15-93 
(Register92, No. 51). 

4. Change without regulatory effect amending subsection (a)(4) filed 3-8-93; op- 
erative 3-8-93 pursuant to fitle 1, section 100, California Code of Regulations 
(Register 93, No. 11). 

5. Change without regulatory effect renumbering former section 922 to new sec- 
tion 30.300 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 923. Board of Directors: Minutes. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 8320, 
Corporations Code; and Sections 14100 and 14502, Financial Code. 

History 

1. Amendment filed 8-8-84; effective thirtieth day thereafter (Reeister 84, No. 
32). 

2. Change without regulatory effect renumbering former section 923 to new sec- 
tion 30.301 filed 8-19-97 pursuant to secfion 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 924. Other Business: Authority Required. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14002 and 14204, Financial Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Repealer filed 1 0-1 7-84; effective thirtieth day thereafter (Register 84, No. 42). 

§ 925. Verification of Accounts. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14553 and 14203, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect renumbering former section 925 to new sec- 
tion 30.302 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 926. Loan Interest Refunds. 

NOTE: Authority cited: Section 14201, Financial Code. 

History 

1 . Repealer filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 53). 
§ 927. Dividends. 

NOTE: Authority cited: Sections 14201 and 14862, Financial Code. Reference: 
Sections 14002, 14204, 14456, 14862 and 14900-14907, Financial Code. 

History 

1. Amendment filed 7-15-76; effective thirtieth day thereafter (Register 76, No. 
29). 

2. Amendment of subsection (0 filed 3-13-80; effective thirtieth day thereafter 
(Register 80, No. 11). 

3. Repealer and new section filed 9-27-82 as an emergency; effective upon filing 
(Register 82, No. 40). 

4. Order of Repeal of 9-27-82 emergency order adopting new Section 927 filed 
9-27-82 by OAL pursuant to Government Code Section 1 1349.6; repealer of 
Section 927 filed on 9-27-82 remains effective for 1 20 days unless a Certificate 
of Compliance is transmitted to OAL by 1-25-83 (Register 82, No. 40). 

5. Editorial con-ection of HISTORY NOTE No. 4 and deletion of Section 927 to 
reflect repealer as filed 9-27-82 (Register 82, No. 47). 

6. Certificate of Compliance as to 9-27-82 order filed 1-12-83 (Register 83, No. 
3). 

7. New section filed 1-12-83; effective thirtieth day thereafter (Register 83, No. 
3). 

8. Amendment of subsection (b) filed 10-17-84; effective thirtieth day thereafter 
(Register 84, No. 42). 

9. Change without regulatory effect renumbering former section 927 to new sec- 
tion 30.303 filed 8-19-97 pursuant to section 100, dtle 1, California Code of 
Regulations (Register 97, No. 34). 

§ 928. Purchase of Notes from Liquidating Credit Union. 

NOTE: Authority cited: Secfion 14201, Financial Code. Reference: Sections 
14204, 14656 and 14701, Financial Code. 

History 

1 . Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Amendment filed 9-18-84; effective thirtieth day thereafter (Register 84. No. 
38). 

3. Change without regulatory effect renumbering former section 928 to new sec- 
tion 30.304 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 
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§ 929. COassif jcaltooni of Shares. 

NOTE: Authority cited: Sections 14201, 14862 and 14866, Financial Code. Refer- 
ence: Sections 14100, 14862 and 14865, Financial Code. 

History 

1. New section filed 7-15-76; effective thirtieth day thereafter (Register 76, No. 
29). 

2. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

3. Repealer and new section filed 9-27-82 as an emergency; effective upon filing 
(Register 82, No. 40). 

4. Order of Repeal of 9-27-82 emergency order adopting new Section 929 filed 
9-27-82 by OAL pursuant to Government Code Section 1 1 349.6; repealer of 
Section 929 filed on 9-27-82 remains effective for 120 days unless a Certificate 
of Compliance is transmitted to OAL by 1-25-83 (Register 82, No. 40). 

5. Editorial collection of HISTORY NOTE Nos. 3 and 4 and deletion of Section 
929 to reflect repealer as filed 9-27-82 (Register 82, No. 47). 

6. Certificate of Compliance as to 9-27-82 order filed 1-12-83 (Register 83, No. 

3). 

7. New section filed 1-12-83; effective thirtieth day thereafter (Register 83, No. 
3). 

8. Change without regulatoi^ effect renumbering former section 929 to new sec- 
tion 30.305 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 930. Share Draft Accounts. 

NOTE: Authority cited: Secfions 14201 and 14862, Financial Code. 

History 

1. New section filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Repealer filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 53). 



§ 931. Share Draft Accounts: Operating Requirements. 

NOTE: Authority cited: Sections 14201 and 14862, Financial Code. 

History 

1 . New section filed 3-13-80; effective thirtieth day thereafter (Register 80, No 
11). 

2. Repealer filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 53). § 939- Regular Reserve: Shares Insured. 

NOTE; Authority cited: Section 14201, Financial Code. Reference: Section 14700, 



§ 936. Extensions, Refinances or Revisions. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14007 and 14950, Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Amendment filed 7-31-85; effective thirtieth day thereafter (Register 85. No. 
31). 

3. Change without regulatory effect renumbering former section 936 to new sec- 
tion 30.401 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97. No. 34). 

§ 937. Charge-Off of Obligations. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14007, 14204 and 14701, Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Amendment filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 
32). 

3. Amendment filed 7-31-85; effective thirtieth day thereafter (Register 85, No. 
31). 

4. Change without regulatory effect renumbering former section 937 to new sec- 
tion 30.402 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 938. Regular Reserve: Losses Chargeable Thereto. 

NOTE; Authority cited: Section 14201, Financial Code. Reference: Sections 
14007 and 14701, Financial Code. 

History 

1. Amendment filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 
32). 

2. Amendment filed 7-31-85; effective thirtieth day thereafter (Register 85. No. 
31). 

3. Change without regulatory effect renumbering former section 938 to new sec- 
tion 30.403 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



§ 932. [Investments on Fixed Assets and Service 

Corporations. 
NOTE; Authority cited: Sections 14201 and 14404, Financial Code. Reference: 
Secfions 14204, 14402, 14403, 14650, 14651 and 15100, Financial Code. 

History 

1. New section filed 9-8-87; operative 10-8-87 (Register 87, No. 37). 

2. Change without regulatory effect renumbering former section 932 to new sec- 
tion 30.306 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 933. Reimbursement for Expenses. 



Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Amendment filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 
32). 

3. Change without regulatory effect renumbering former section 939 to new sec- 
tion 30.404 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 940. Regular Reserve: Transfer to Undivided Profits. 
NOTE; Authority cited: Section 14201, Financial Code. Reference: Sections 



NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14410, 14002, 14007 and 14700, Financial Code. 



Financial Code. 

History 

1. New section filed 8-24-94; operative 9-23-94 (Register 94, No. 34). 

2. Change without regulatory effect renumbering former section 933 to new sec- 
don 30.307 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulafions (Register 97, No. 34). 



8eseir¥es 



History 

1. New section filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Amendment filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 
32). 

3. Amendment filed 7-31-85; effecfive thirtieth day thereafter (Register 85, No. 
31). 

4. Change without regulatory effect renumbering former section 940 to new sec- 
fion 30.405 filed 8-19-97 pursuant to section 100, fitle 1, California Code of 
Regulations (Register 97, No. 34). 



§ 935. Regular Reserve: Additional Reserves. 

NOTE: Authority cited: Sections 14201 and 14702, Financial Code. Reference: 
Secfions 14007, 14203, 14204 and 14702, Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Editorial correcfion of NOTE filed 3-9-83 (Register 83, No. 11). 

3. Amendment filed 9-18-84; effective thirtieth day thereafter (Register 84, No. 
38). 

4. Amendment filed 7-31-85; effective thirtieth day thereafter (Register 85. No. 
31). 

5. Change without regulatory effect renumbering former section 935 to new sec- 



Article 5. Insurance 

§ 942. Insurance Protection for Obligations Secured by 
Personal Property. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Secfions 
14007, 14204, 14953, 14955 and 15100, Financial Code. 

History 

1. Amendment of subsections (d) and (e) filed 1 1-26-82; effective thirtieth day 
thereafter (Register 82, No. 48). 

2. Amendment of subsection (e) filed 9-8-83; effective thirtieth day thereafter 
(Register 83, No. 37). 

tion 30.400 filed 8-19-97 pursuant to section 100, title 1, California Code of 3. Amendment filed 7-31-85; effective thirtieth day thereafter (Register 85, No. 
Regulations (Register 97, No. 34). 3 1). 
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4. Change withoul regulatory effect renumbering former section 942 to new sec- 
tion 30.500 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 943. Vendor's Single Interest (V.S.I.) Insurance. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14007, 14201, 14204, 14953, 14955 and 15100, Financial Code. 

History 

1 . Editorial conection adding new NOTE filed 11 -2982 (Register 82, No. 48). 

2. Amendment filed 7-31-85; effective thirtieth day thereafter (Register 85, No. 
31). 

3. Change without regulatory effect renumbering former section 943 to new sec- 
tion 30.501 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 944. Group Life Insurance; Accident and Health 

Insurance; Group Automobile Insurance. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14201, 14204, 14953, 14955 and 15100, Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
II). 

2. Amendment of subsection (e) filed 1 1-26-82; effective thirtieth day thereafter 
(Register 82, No. 48). 

3. Change without regulatory effect renumbering former section 944 to new sec- 
tion 30.502 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 945. Accident and Health Insurance. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 14201 , 
Financial Code. 

History 
1 . Repealer filed 3-1 5-80; effective thirtieth day thereafter (Register 80, No. 1 1 ). 

§ 946. Group Automobile Insurance. 

NOTE: Authority cited: Secfion 14201, Financial Code. Reference: Section 14201, 
Financial Code. 

History 
1 . Repealer filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 11). 

§ 947. Reasonable Cause: Right to Approve or Disapprove 
of the Issuer Selected to Underwrite Insurance. 

NOTE; Authority cited: Section 14201, Financial Code. 

History 
1 . Repealer filed 1 1-26-82; effective thirtieth day thereafter (Register 82, No. 48). 



Article 6. Books and Records 

§ 951 . Books and Records: Standard for Keeping. 

NOTE; Authority cited: Section 14201, Financial Code. Reference: Secfions 
14203, 14204, 14252 and 14300, Financial Code. 

History 

1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1). 

2. Amendment filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 
32). 

3. Change without regulatory effect renumbering former section 951 to new sec- 
tion 30.600 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 952. Books and Records: Location and Office Hours. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Secfions 
14203, 14250 and 14251, Financial Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 1 1). 

2. Change without regulatory effect renumbering former section 952 to new sec- 
tion 30.601 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 953. Books and Records: Retention. 

NOTE: Authority cited: Secfion 14201, Financial Code. Reference: Secfions 
14203, 14204, 14250 and 14251, Financial Code. 

History 
1. Amendment filed 3-13-80; effecfive thirtieth day thereafter (Register 80, No. 
11). 



2. Editorial conection of NOTE filed 3-9-83 (Register 83, No. 11). 

3. Amendment filed 8-8-84: effective thirtieth day thereafter (Reeister 84, No. 
32). 

4. Amendment filed 4-28-86; effective thirtieth day thereafter (Register 86, No. 
18). 

5. Change without regulatory effect renumbering former section 953 to new sec- 
tion 30.602 filed 8-19-97 pursuant to secfion 100, fitle 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 954. Accounting: Change of System. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14203, 14204, 14250 and 14300, Financial Code. 

History 

1. Editorial conection adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 8-8-84; effective thirtieth day thereafter (Reeister 84, No. 
32). 

3. Change without regulatory effect renumbering former section 954 to new sec- 
fion 30.603 filed 8-19-97 pursuant to section 100, fitle 1, California Code of 
Regulations (Register 97, No. 34). 

§ 955. Press-Numbered Receipts. 

NOTE: Authority cited: Secfion 14201, Financial Code. Reference: Sections 
14203, 14204, 14250 and 14300, Financial Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Repealer filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 32). 

§ 956. Disbursements. 

NOTE; Authority cited: Secfion 14201, Financial Code. Reference: Sections 
14203, 14204, 14250 and 14300, Financial Code. 

History 

1. Amendment filed 3-13-80; effecfive thirtieth day thereafter (Register 80, No. 
11). 

2. Editorial con-ection of NOTE filed 3-9-83 (Register 83, No. 11). 

3. Amendment of subsecfion (a) filed 10-17-84; effective thirtieth day thereafter 
(Register 84, No. 42). 

4. Change without regulatory effect renumbering former secfion 956 to new sec- 
tion 30.604 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 957. Deposit of Funds. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Secfions 
14204 and 14406, Financial Code. 

History 

1. Editorial conrection adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 8-8-84: effecfive thirtieth day thereafter (Register 84, No. 
32). 

3. Amendment filed 7-31-85; effecfive thirtieth day thereafter (Register 85, No. 
31). 

4. Change without regulatory effect renumbering former section 957 to new sec- 
fion 30.605 filed 8-19-97 pursuant to secfion 100, fide 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 958. Forms. 

NOTE: Authority cited: Secfion 14201, Financial Code. Reference: Sections 
14201 and 15150, Financial Code. 

History 

1. Amendment filed 3-13-80; effecfive thirtieth day thereafter (Register 80, No. 
11). 

2. Repealer filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 32). 

§ 959. Statements of Accounts or Passbooks Required. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Secfions 
14007, 14204, 15151, 15152 and 15153, Financial Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 
32). 

3. Amendment filed 7-31-85; effective thirtieth day thereafter (Register 85, No. 
31). 

4. Change without regulatory effect renumbering former section 959 to new sec- 
tion 30.606 filed 8-19-97 pursuant to secfion 100, tide 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 960. Uniform Classification of Accounts. 

NOTE: Authority cited: Section 14252, Financial Code. Reference: Secfion 14252, 
Financial Code. 
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History 
1 . Repealer filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 1 1 ). 

§ 961. Accounting for Real Estate Acquired by 
Foreclosure. 

NOTE: Authority cited: Section 14201, Financial Code. 

History 

1. Repealer filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 32). 



cle 7. Reports 



§ 965. Reporting Elected Officials and Management 

Personnel. 
NOTE: Authority cited: Sections 14201 and 14255, Financial Code. Reference: 
Sections 14155, 14204, 14205 and 14255, Financial Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 

32). 

3. Change without regulatory effect renumbering former section 965 to new sec- 
tion 30.607 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 965. Annual Report. 

NOTE: Authority cited: Section 14201, Financial Code. 

History 
1 . Repealer filed 8-8-84; effective thirtieth day thereafter (Register 84, No. 32). 

§ 967. Treasurer's Financial Statement and Report of 
Delinquent Loans. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14103(d), 14456, 14502 and 14551, Financial Code. 

History 

1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Change without regulatory effect renumbering former section 967 to new sec- 
tion 30.701 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



• 



cle 8= Loans 



§ 970. Loan Fee or Other Costs Prohibited. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 15000, 
Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

2. Repealer filed 1 1-26-82; effective thirtieth day thereafter (Register 82, No. 48). 

§ 971. Loan Officers: Prohibited from Signing Checks. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Secfions 
14602 and 14603, Financial Code. 

History 

1 . Amendment filed 1 1-26-82; effective thirtieth day thereafter (Register 82, No. 
48). 

2. Change without regulatory effect renumbering former section 971 to new sec- 
tion 30.800 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 972. Loan Officers: Approval of Extension of Credit. 

NOTE: Authority cited: Section 14201 , Financial Code. Reference: Section 14602, 
Financial Code. 

History 

1 . Amendment filed 1 1-26-82; effective thirtieth day thereafter (Register 82, No. 
4). 

2. Amendment filed 9-8-83; effective thirtieth day thereafter (Register 83, No. 
37). 

3. Change without regulatory effect renumbering former section 972 to new sec- 
tion 30.801 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulauons (Register 97, No. 34). 

§ 973. Credit Information. 

NOTE: Authority cited: Section 14201, Financial Code. 



History 

1 . Repealer filed 1 1-26-82; effective thirtieth day thereafter (Register 82, No. 48). 

§ 974. Liability of Member. Limitations. 

NOTE: Authority cited: Section 14201, Financial Code. 

History 

1 . Repealer filed 1 1 -26-82; effective thirtieth day thereafter (Register 82, No. 48). 

§ 975. Liability of Directors, Officers and Committee 
Members: Limitation. 

NOTE: Authority cited: Section 14201, Financial Code. 

History 

1 . Repealer filed 1 1-26-82; effective thirtieth day thereafter (Register 82, No. 48). 
(A) by a first or second lien on the property and the loan shall not, to- 
gether with any loan secured by a prior encumbrance, exceed 80% of the 
appraised value of the property (except to the extent the loan will be in- 
sured by an instrumentality of the federal government or by a policy of 
private mortgage insurance written by an insurance company admitted 
in California) nor have a term that exceeds 40 years, if the loan is secured 
by a first lien, or 30 years, if the loan is secured by a second lien; or 

§ 976. Loans Secured by Real Property. 

NOTE: Authority cited: Secfion 14201, Financial Code. Reference: Sections 
14204, 14950, 14953, 14955, 14956, 14957 and 14959, Financial Code; and Sec- 
fions 1917.320 and 2924i, Civil Code. 

History 

1. Amendment of subsections (c) and (d)(1) filed 7-15-76; effecfive thirtieth day 
thereafter (Register 76, No. 29). 

2. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. 
11). 

3. Amendment of subsections (c) and (g) filed 1 1-26-82; effecfive thirtieth day 
thereafter (Register 82, No. 48). 

4. Amendment filed 10-31-91; operafive 12-2-91 (Register 92, No. 7). 

5. Amendment of subsections (b)(3) and (c) and new subsecfions (c)(l)-(5) filed 
3-1-93; operafive 3-31-93 (Register 93, No. 10). 

6. Amendment of subsections (b)(2), (b)(3)(A), (b)(3)(C), (b)(5) and Note filed 
12-1-93; operative 1-3-94 (Register 93, No. 49). 

7. Change without regulatory effect renumbering former section 976 to new sec- 
fion 30.802 filed 8-19-97 pursuant to secfion 100, fitle 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 976.1 . Member Business Loans. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Secfions 
14950, 14951, 14952, 14953, 14954, 14955, 14957, 14958 and 15100, Financial 
Code. 

History 

1. New section filed 9-23-88; operative 10-23-88 (Register 88, No. 40). 

2. Change without regulatory effect renumbering former section 976.1 to new sec- 
tion 30.803 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 977. Property Acquired by Foreclosure. 

NOTE: Authority cited: Secfion 14201, Financial Code. Reference: Sections 
14201 and 14204, Financial Code. 

History 

1. Editorial correcfion adding NOTE filed 11-29-82 (Register 82, No. 48). 

2. Repealer filed 10-1 7-84; effective thirtieth day thereafter (Register 84, No. 42). 

§ 978. Repossessions and Sale of Repossessed Personal 
Property. 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Sections 
14201 and 14204, Financial Code. 

History 

1. Editorial correction adding NOTE filed 1 1-29-82 (Register 82, No. 48). 

2. Repealer filed 10-17-84; effecfive thirtieth day thereafter (Register 84, No. 42). 

§ 979. Open End Loan Accounts. 

NOTE: Authority cited: Section 14201, Financial Code. 

History 
1 . Repealer filed 1 1 -26-82; effective thirtieth day thereafter (Register 82, No. 48). 
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§ 980. Late Charge. 3. Change without regulatory effect renumbering former section 990 to new sec- 

NOTE: Authority cited: Section 14201, Financial Code. Reference: Section 15001, l!"" 30.1000 filed 8-19-97 pursuant to section 100, title 1, California Code of 

Financial Code Regulations (Register 97, No. 34). 

History §991. Independent Accountant. 

1 . New section filed 3-1 3-80; effective thirtieth day thereafter (Register 80, No. ^^^^, Authority cited: Sections 14201 and 14252, Financial Code. Reference: 

Section 14252, Financial Code. 

History 

1 . Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 
3. Repealer of subsection (d) filed 9-8-83; effective thirtieth day thereafter (Reg- 2. Change without regulatory effect renumbering former section 991 to new sec- 



2. Amendment of subsection (d) filed 1 1-26-82; effective thirtieth day thereafter 
(Register 82, No. 48). 



ister 83, No. 37). 

4. Amendment filed 10-1 7-84; effective thirtieth day thereafter (Register 84. No. 

42). 

5. Change without regulatory effect renumbering former section 980 to new sec- 
tion 30.804 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 981 . Interest Rate Activity. 

NOTE: Authority cited: Sections 14201 and 14202. Financial Code. Reference: 
Section 14202, Financial Code. 

History 

1. New section filed 6-5-81; effective thirtieth day thereafter (Register 81, No. 

23). 

2. Repealer filed 9-8-83; effective thirtieth day thereafter (Register 83, No. 37). 



tion 30.1001 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



Article 11. Accusations and Hearing 
Procedure 

NOTE: Authority and reference cited: Section 14201, Financial Code. 

History 
1 . Repealer of Article 1 1 (Sections 995-997) filed 1 1-30-81; effective thirtieth 
day thereafter (Register 81, No. 49). For prior history, see Register 73, No. 16. 

Subchapter 4. Industrial Loans 

(Originally Printed 3-22-45) 



Article 9. Appraisals 



Article 1. General Provisions 



§ 985. Appraisal of Real Property. 

NOTE: Authority cited: Section 14201 , Financial Code. Reference: Section 14953 
Financial Code. 

History 

1. Amendment filed 3-13-80; effective thirtieth day thereafter (Register 80, No. Code. 

11). History 

2. Amendment filed 1 1-26-82; effective thirtieth day thereafter (Register 82, No. 1 • New section filed 2-22-88; operative 3-23-88 (Register 88, No. 10). For histo- 
4gx J ^ b |.y ^f former Section 1 101, see Register 81, No. 49. 

T . , . f u .• /u\fi J iA n 0-1 ee .■ ,u-^- .u a .u ft 2. Change without regulatory effect renumbering former section 1 101 to new sec- 

3. Amendment of subsection (b) filed 10-17-84; effective thirtieth day thereafter | I y ^^ ^^^^.^^ jqq ^-^^^ ^ California Code of 

(Register 84, No. 42). Regulations (Register 97, No. 34). 

4. Amendment of subsections (a) and (b), and repealer of subsection (c) filed 

6-21-88; operative 7-21-88 (Register 88, No. 26). § 1 1 02. Communications to Department. 

5. Change without regulatory effect deleting subsection (a) designator and repeal- NOTE; Authority and reference cited: Section 18347, Financial Code, 
ing subsection (b) filed 8-17-95 pursuant to section 100, title 1, California Code HISTORY 

of Regulafions (Register 95, No. 33). 1 . Repealer filed 12-3-81;effecnve thirtieth day thereafter (Register 81, No. 49). 

6. Change without regulatory effect renumbering former section 985 to new sec- 
tion 30.900 filed 8-19-97 pursuant to section 100, title 1, California Code of § 1 1 03. Additional Data. 



§ 1 1 01 . Delayed Funds Availability. 

NOTE: Authority cited: Sections 866.5, 866.6 and 18347, Financial Code. Refer- 
ence: Secfions 866.5 and 866.6, Financial Code; and Section 4213, Commercial 



Regulations (Register 97, No. 34). 

§ 986. Appraisal of Personal Property. 

NOTE; Authority cited: Section 14201, Financial Code. Reference: Section 14953 
Financial Code. 

History 

1. Editorial correction adding NOTE filed 11-29-82 (Register 82, No. 48). 

2. Amendment of subsections (a) and (b), and new subsection (c) filed 6-21-88 
operative 7-21-88 (Register 88, No. 26). 

3. Chan 
tion 30.901 filed 8-19-97 pursuant 
Regulations (Register 97, No. 34). 

§ 987. Reappraisal May Be Required by Commissioner. 

NOTE: Authority cited: Section 14201, Financial Code. 

History 
1. Repealer filed 1 1-26-82; effective thirtieth day thereafter (Register 82, No. 48). 



NOTE: Authority and reference cited: Section 18347, Financial Code. 

History 
1. Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 

§1104. Exhibits Previously Filed. 

NOTE; Authority and reference cited: Section 18347, Financial Code. 

History 

1 . Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 



§1105. Rulings. 

lee without regulatory effect renumbering former section 986 to new sec- _, . , . , r j r, ■ ,0-,..-, t- • ,^ j 

30.901 filed 8-19-97 pursuant to section 100, title 1, California Code of NOTE: Authonty and reference cited: Section 18347, Financial Code. 



Article 10. independent Audit 



History 
1 . Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1 1 06. Information to Certificate Holder or Debtor. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Sections 
18231 and 18315, Financial Code. 

HiSlORY 

1. Amendment filed 11-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 



§ 1 1 07. Other Business. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8344, 



§ 990. Preparation of Independent Audit Report. 

NOTE; Authority cited: Sections 14201 and 14252, Financial Code. Reference: Financial Code. 

Section 14252, Financial Code. HISTORY 

History l Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

1. Amendment filed 1-25-78; effective thirtieth day thereafter (Register 78, No. 45). 

^^- 2. Change without regulatory effect renumbering former section 1 1 07 to new sec- 

2. Amendment filed 9-18-84; effective thirtieth day thereafter (Register 84, No. tion 40.101 filed 8-19-97 pursuant to section 100, title 1, CaUfomia Code of 
38). Regulations (Register 97, No. 34). 



• 
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§ 11 08. Employees: Knowledge of Law and Rules 
Required. 

NOTE: Authority and reference cited: Section 18347, Financial Code. 

History 
1 . Repealer filed 1 2-3-81 ; effective thirtieth day thereafter (Register 8 1 , No. 49). 

§ 1109. Sale of Capital Stock: Expenses and 

Commissions. 

NOTE: Authority and reference cited: Section 18347, Financial Code. 

History 



§ 111 7. Management Fees. 

History 
1 . Change without regulatory effect renumbering former section 1 1 1 7 to new sec- 
tion 40.105 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1118. Management Fees: Examination of Records of 
Parent or Affiliate. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8390, 
Financial Code. 

History 



1 . Repealer filed 1 2-3-8 1 ; effective thirtieth day thereafter (Register 8 1 , No. 49). i Repealer filed 1 2-3-8 1 ; effective thirtieth day thereafter (Register 8 1 , No. 49). 



§1110. Management Personnel: Notification of Changes. 
NOTE: Authority cited: Sections 18345 and 18347, Financial Code. Reference: 
Secfions 18345 and 18347, Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Editorial correcfion of NOTE filed 10-1 3-82 (Register 82, No. 42). 



§ 1 1 1 9. Impairment of Capital Defined: Section 1 8368(a), 
Financial Code. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 
18368(a), Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 



3. Chanse without regulatory effect renumbering former section 1 1 10 to new sec- 2. Change without regulatory effect renumbering former section 11 19 to new sec- 
tion 40.102 filed 8-19-97 pursuant to section 100, title 1, California Code of tion 40.106 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). Regulations (Register 97, No. 34). 

§1110.1. Change of Ownership. §1120. Application of Rules. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 181 32, ^OTE: Authority and reference cited: Section 18347, Financial Code. 



Financial Code. 

History 

1. New secfion filed 3-2-76; effective thirtieth day thereafter (Register 76, No. 
10). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 

3. Repealer filed 12-3-81;effective thirtieth day thereafter (RegisterSl, No. 49). 

§1111. ResponsobSlity for Acts of Employees. 

NOTE: Authority and reference cited: Section 18347, Financial Code. 

History 

1 . Repealer filed 12-3-8 1 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§ 1 1 1 2. Criminal Actions: Report to Commissioner. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18117, 

Financial Code. 

History 

1. Editorial correction of NOTE filed 10-13-82 (Register 82, No. 42). 

2. Change without regulatory effect renumbering former section 1 1 12 to new sec- 
tion 40.103 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 11 3. Report of Defalcation Required. 

NOTE: Authority cited: Secfion 1 8347, Financial Code. Reference: Section 18117, 
Financial Code. 

History 

1. Editorial correcfion of NOTE filed 10-13-82 (Register 82, No. 42). 

2. Change without regulatory effect renumbering former section 1113 to new sec- louc h i«i/i^ c- ■\nA 
fion 40.104 filed 8-19-97 pursuant to section 100, title 1, California Code of '^' '^ ^^° *^^^^' ^'"^^lal code 



History 
1. Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1 1 21 . Definition of "Not Disapproved" or 
"Nondisapproved." 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Secfions 
18062, 18062.1 and 18138, Financial Code. 

History 
1 . Repealer filed 1 2-3-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 



Article 2o Applicationis 

§ 1125. Articles of Incorporation and Bylaws: Submission 
to Commissioner. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18101.5 and 18102, Financial Code. 

History 

1. Amendment filed 12-3-81; effective thirtieth day thereafter (Register 81 , No. 
49). 

2. Change without regulatory effect renumbering former section 1 1 25 to new sec- 
fion 40.200 filed 8-19-97 pursuant to secfion 100, fitle 1, California Code of 
RegulaUons (Register 97, No. 34). 

§ 1126. Applications: To Establish and Organize an 
Industrial Loan Company or Establish a 
Branch Office. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 



Regulanons (Register 97, No. 34). 

§ 1 1 1 4. Restricted Surplus. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8319, 
Financial Code. 

History 
1. Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 



§1115. 

History 
1. Order of Repeal filed 6-3-85 by OAL pursuant to Government Code Section 
1 1 349.7; effective thirtieth day thereafter (Register 85, No. 26). 



History 

1. Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1127. Applications: To Establish a Restricted industrial 
Loan Company. 

NOTE: Authority cited: Secfion 1 8347, Financial Code. Reference: Secfion 18650, 
Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 

2. Repealer filed 1 2-3-81 ; effective thirtieth day thereafter (Register 8 1 , No. 49). 



§ 1128. Application for Permission to Change Location. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Secfions 
18165 and 18166, Financial Code. 

History 

1 . Repealer filed 1 2-3-8 1 ; effective thirtieth day thereafter (Register 8 1 , No. 49). 



§ 1 1 1 6. Investments. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18022, 
Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. § 1129. Change of Location Defined. 

'^^)- NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 

2. Repealer filed 12-3-81;effectivethirtiethday thereafter (Register 81, No. 49). 18117, 18147, 18165 and 18166, Financial Code. 
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History 
1 . Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§ 1130. Application for Approval to Close a Branch Office. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8 1 54, 
Financial Code. 

History 

1 . Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1 1 31 . Application to Acquire Ten Percent Stock 
Ownership. 

NOTE: Authority cited: Section 1 8347. Financial Code. Reference: Section 1 81 38, 
Financial Code. 

History 

1. New section filed 3-2-76; effective thirtieth day thereafter (Register 76, No. 
10). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Repealer filed 12-3-8 1 ; effective thirtieth day thereafter (Register 8 1, No. 49). 



History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Amendment filed 5-9-80; effective thirtieth day thereafter (Register 80, No. 
19). 

3. Amendment filed 1-20-83; effective thirtieth day thereafter (Register 83. No. 
4). 

4. Change without regulatory effect renumbering former section 1 1 37 to new sec- 
tion 40.304 filed 8-19-97 pursuant to section 100, fitle 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1138. Accounting Records: Electronic Data Processing 
Systems. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8029, 
Financial Code. 

History 

1 . New section filed 1 1-3-77; effective thirtieth day thereafter (Reeister 77, No. 
45). 

2. Change without regulatory effect renumbering former section 1 138 to new sec- 
tion 40.305 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



Article 3. Books and Records 

§ 1132. Books and Records: To Be Maintained at Principal 
or Administrative Office in California. 

History 
I . Change without regulatory effect renumbering former section 1 1 32 to new sec- 
tion 40.300 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1133. Books and Records: Standard for Keeping. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18029, 
Financial Code. 

History 

1. Amendment field 9-12-79; effective thirtieth day thereafter (Register 79, No. 

37). 

2. Amendment of title filed 10-1 8-79; effective thirtieth day thereafter (Register 

79, No. 42). 

3. Amendment filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

4. Change without regulatory effect renumbering former section 1 1 33 to new sec- 
tion 40.301 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§1134. Forms. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Chapter 3 
(commencing with Section 18190) of Division 7 and Section 18408, Financial 
Code. 

History 

1. Amendment filed 9-12-79; effective thirtieth day thereafter (Register 79, No. 
37). 

2. Amendment of title filed 10-18-79; effective thirtieth day thereafter (Register 
79, No. 42). 

3. Change without regulatory effect renumbering former section 1 1 34 to new sec- 
tion 40.302 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 35. Accounting for Real Property Held for Sale. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8041 , 
Financial Code. 

History 

1. Amendment with renumbering of all subsections filed 8-13-90; operative 9- 
12-90(Register90. No. 42). 

2. Editorial correction of printing error in subsection (a) (Register 91, No. 33). 

3. Change without regulatory effect renumbering former section 1 1 35 to new sec- 
tion 40.303 filed 8-19-97 pursuant to section 100, title I, California Code of 
Regulations (Register 97, No. 34). 

§ 1136. Accounting for Real Property Held for Sale. 

History 
1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1137. Uniform Classification of Accounts. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8029, 
Financial Code. 



Article 4. Reserves 

§ 1 1 40. Reserve for Losses. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 1 8343, 
Financial Code. 

History 

1 . Amendment of secfion and new Note filed 7-1-96; operative 7-31-96 (Regis- 
ter 96, No. 27). 

2. Change without regulatory effect renumbering former section 1 140 to new sec- 
tion 40.400 filed 8-19-97 pursuant to secfion 100, fitle 1, California Code of 
Regulafions (Register 97, Sfo. 34). 

§ 1 1 41 . Charge-Off of Receivables. 

NOTE; Authority cited: Secfion 1 8347, Financial Code. Reference: Section 1 8343, 
Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Amendment of subsections (a)(1) and (b) filed 7-1-96; operative 7-31-96 
(Register 96, No. 27). 

3. Change without regulatory effect renumbering former section 1 141 to new sec- 
fion 40.401 filed 8-19-97 pursuant to secfion 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1142. Additional Reserve for Losses May Be Required. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18343, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77. No. 
45). 

2. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 1 1 42.1 . Special Reserves — Real Estate Loans. 

NOTE; Authority cited: Secfion 18347, Financial Code. Reference: Secfions 
18320 and 18343, Financial Code. 

History 

1 . New secfion filed 1-20-83; effecfive thirtieth day thereafter (Register 83, No. 
4). 

2. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 1 1 42.2. Real Estate Owned. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Secfions 
18320 and 18343, Financial Code. 

History 

1. New section filed 1-20-83; effective thirtieth day thereafter (Register 83, No. 
4). 

2. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 1 1 42.3. Special Reserve— Thrift Ratio. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Secfions 
1 83 19, 1 8320 and 1 8343, Financial Code. 

History 
1. New section filed 1-20-83; effecfive thirtieth day thereafter (Register 83, No. 

4). 
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2. Change without regulatory effect adding subsection (f) filed 8-24-92 pursuant 
to section 1 00, title 1 , California Code of Regulations; operative 9-23-92 (Reg- 
ister 92, No. 35). 

3. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 11 1 43. Control of Accounts Charged-Off . 

History 

1 . Change without regulatory effect renumbering former section 1 143 to new sec- 
tion 40.402 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1144. Recoveroes on Accounts Charged-Off. 

History 

1 . Change without regulatory effect renumbering former section 1 1 44 to new sec- 
tion 4l).403 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 145. Restoration off Accounts Charged-Off. 

History 

1 . Change without regulatory effect renumbering former section 1 145 to new sec- 
tion 40.404 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1146. Extensions, Refinances, or Revisions. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18347, 
Financial Code. 

History 

1 . Amendment of section and new Note filed 7-1-96; operative 7-31-96 (Regis- 
ter 96, No. 27). 

2. Change without regulatory effect renumbering former section 1 146 to new sec- 
tion 40.405 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1147. Unearned Income. 

History 

I. Change without regulatory effect renumbering former section 1 147 to new sec- 
tion 40.406 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1148. Fees Paid in Connection with a Loan. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8343, 
Financial Code. 

History 

1. New section filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 

2. Change without regulatory effect renumbering former section 1 148 to new sec- 
tion 40.407 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



§ 11 51 . Certificate Ratio for New Industrial Loan 
Companies. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 83 19, 
Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77. No. 
45). 

2. Repealer filed 1-20-83; effective thirtieth day thereafter (Register 83, No. 4). 

§ 11 51 .1 . Certificate Ratio: Application and Criteria for 
Increasing Ratio Under Section 18320 of the 
Financial Code. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8320, 
Financial Code. 

History 

1. New section filed 3-2-76; effective thirtieth day thereafter (Register 76, No. 
10). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Amendment filed 1-20-83; effective thirtieth day thereafter (Register 83, No. 
4). 

4. Change without regulatory effect renumbering former section 1151.1 to new 
section 40.501 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 11 52. Repurchase Provision. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18315, 
Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Amendment filed 4-29-91; operative 5-29-91 (Register 91, No. 21). 

3. Change without regulatory effect renumbering former section 1 1 52 to new sec- 
tion 40.502 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 53. Investment Certificates. 

History 
1. Repealer filed 8-13-90; operauve 9-12-90 (Register 90, No. 42). 

§ 1 1 54. Form and Amount of Fidelity Bond. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Sections 
18346 and 18346.1, Financial Code. 

History 

1. New section filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 
4). 

2. Amendment filed 4-29-91 ; operative 5-29-91 (Register 91 , No. 21 ). 

3. Change without regulatory effect renumbering former section 1 1 54 to new sec- 
tion 40.503 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



investment Certificates 



Article 6. Loans and Obligations 
Receivable 



§ 1149. Investment Certificate Disclosures. 

NotE: Authority cited: Section 18505, Financial Code. Reference: Sections 

18505 and 18506, Financial Code. 

History 

1 . Amendment filed 1 0-8-85 as an emergency; effective upon filing (Register 85, 
No. 41). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-5-86. 

2. Certificate of Compliance transmitted to OAL 1-31-86 and filed 3-3-86 (Reg- 
ister 86, No. 10). 

3. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 11 50. Certificate Ratio. 

NotE: Authority cited: Sections 18315 and 18347, Financial Code. Reference: 
Section 18319, Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thulieth day thereafter (Register 77, No. 
45). 

2. Amendment filed 8-13-90; operative 9-J2-90 (Register 90, No. 42). 

3. Change without regulatory effect renumbering former section 1 150 to new sec- 
tion 40.500 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



§ 1 155. Statement of Loan or Documents Used to Comply 
with Financial Code: Form: Contents. 

NotE; Authority cited: Section 18347, Financial Code. Reference: Sections 
18231, 18300 and 18301, Financial Code. 

History 

1. Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 
4). 

2. Amendment filed 1 1-3-77; effective thirtieth dav thereafter (Register 77, No. 

45). 

3. Amendment filed 4-24-91; operafive 5-29-91 (Register 91, No. 21). 

4. Repealer of subsections (b)-(f) and subsection relettering filed 7-1-96; opera- 
tive 7-31-96 (Register 96, No. 27). 

5. Change without regulatory effect renumbering former section 1 155 to new sec- 
tion 40.600 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§1156. Dealer Credit File. 

History 
1 . Change without regulatory effect renumbering former section 1 156 to new sec- 
tion 40.601 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 
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§ 1 157. Diversification of Receivables. 

History 
1 . Change without regulatory effect renumbering former section 1 1 57 to new sec- 
tion 40.602 filed S'-IQ-Q? pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1157.1. Factoring and Accounts Receivable Financing. 

NOTE: Authority cited: Section 18347. Financial Code. Reference: Section 18190, 
Financial Code. 

History 

1 . New section filed 1 1-3-77; effective thirtieth day thereafter (Resister 77, No. 

45). 

2. Change without regulatory effect renumbering former section 1 157.1 to new 
section 40.603 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 1 1 57.2. Service Contracts. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18190, 
Financial Code. 

History 

1 . New section filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 

2. Change without regulatory effect renumbering former section 1157.2 to new 
section 40.604 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 1 1 58. Reports of Collections. 

History 

1 . Change without regulatory effect renumbering former section 1 1 58 to new sec- 
tion 40.605 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1159. Acceleration of Repayment: Limitations. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8358, 
Financial Code. 

History 

1 . Amendment of subsection (c) filed 8-13-90; operative 9-12-90 (Register 90, 
No. 42). 

2. Editorial correction of printing error in subsection (c) (Register 91, No. 33). 

3. Change without regulatory effect renumbering former section 1 1 59 to new sec- 
tion 40.606 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1160. Instruments Signed by Borrowers: Copies: 
Pertinent Provisions. 

History 

1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1161. Predating or Postdating Loan Documents 
Prohibited. 

History 

1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1162. Consumer Loan Balloon Payment. 

NOTE: Authority cited: Sections 18272 and 18347, Financial Code. Reference: 
Sections 18206 and 18358, Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 

2. Amendment of subsection (a) and new subsection (b) filed 12-26-86; desig- 
nated effective 1-1-87 (Register 86, No. 52). 

3. Change without regulatory effect renumbering former section 1 1 62 to new sec- 
tion 40.607 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 63. Charges Subsequent to Loan. 

NOTE: Authority cited: Sections 18272 and 18347, Financial Code. Reference: 
Sections 18206 and 18358, Financial Code. 

History 
1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1164. Schedule of Charges: Filing: Posting. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8320, 
Financial Code. 



History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 11 65. Closing Statement and Escrow Instructions. 

History 

1 . Change without regulatory effect renumbering former section 1 165 to new sec- 
tion 40.608 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 66. Charges: Limited to Amounts Disbursed. 

History 

1 . Change without regulatory effect renumbering former section 1 1 66 to new sec- 
tion 40.609 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§1167. Notary Fees. 

History 

1 . Change without regulatory effect renumbering former section 1 167 to new sec- 
tion 40.610 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1168. Forms: Limitation on Distribution. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18347, 
Financial Code. 

History 

1. Amendment filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

2. Editorial correction of printing error in subsection 1) (Register 91 , No. 33). 

3. Change without regulatory effect renumbering former section 1 168 to new sec- 
tion 40.61 1 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 69. Requirements for Loans Made or Obligations 

Acquired Pursuant to Sections 18210, 18265, 
18266, and 18273 of the Financial Code. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Secfions 
18210, 18265, 18266 and 18273, Financial Code. 

History 

1. Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 
4). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Amendment of subsection (a), new subsection (d), amendment and renumber- 
ing of subsection (d) to subsection (e) filed 8-13-90; operative 9-1 2-90 (Regis- 
ter 90, No. 42). 

4. Editorial correction of printing error in subsection (d) (Register 91, No. 33). 

5. Editorial correction of subsection (e) (Register 95, No. 12). 

6. Change without regulatory effect renumbering former section 1 169 to new sec- 
tion 40.612 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 11 70. Security Requirement for Loans Made Pursuant to 
Section 18208, Financial Code. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 18208, 
Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Change without regulatory effect renumbering former secfion 1 170 to new sec- 
tion 40.613 filed 8-19-97 pursuant to secfion 100, title 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 1171. Definition of Term "Traded Securities" in Section 
18208, Financial Code. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Secfion 18208, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77, No. 
45). 

2. Change without regulatory effect renumbering former section 1171 to new sec- 
fion 40.614 filed 8-19-97 pursuant to section 100, tifie 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 1172. Collection Expenses. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Section 
18218(b), Financial Code. 
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History §1179.1. Application for Authorization. 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 183 11, 
45). Financial Code. 

2. Change without regulator^' effect renumbering former section 1 172 to new sec- HISTORY 

lion 40.615 filed 8-19-97 pursuant to section 100, title 1, California Code of 1. Change without regulatory effect renumbering former section 1179.1 to new 
Regulations (Register 97, No. 34). section 40.701 filed 8-19-97 pursuant to section 100, title 1, California Code 

of Regulations (Register 97, No. 34). 

§ 1173. Limitation of Escrow Fee Pursuant to Section g ^^j^^. iViaximum Terms and Final Payment for Motor 

18217, Rnancoal Code. Vehicle Leases. 

NOTE: Authority cited: Section 1 347, Financial Code. Reference: Section 1 82 1 7, ^^^^. ^^^^^^. ^■^^^. ^^^^.^^^ j 3347 ^.^^^^^.^^^ ^^^^ Reference: Section 1 83 14, 
Financial Code. r- • 1 /-> j 

Financial Code. 

History History 

1 . Amendment 1 1-3-77; effective thirtieth day thereafter (Register 74, No. 45). , Change without regulatory effect renumbering former section 1 1 79.2 to new 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). section 40.702 filed 8-19-97 pursuant to section 100, title 1, California Code 

of Regulations (Register 97, No. 34). 

§ 1 1 74. Single Payment Loans Made Pursuant to Section § 1 1 79_3_ Limitation on Outstanding Lease Obligations. 

18207, Financial Code. Note: Authority cited: Section 18347, Financial Code. Reference: Section 18316, 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18207, Financial Code. 

Financial Code. HISTORY 

History 1. change without regulatory effect renumbering former section 1 179.3 to new 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. section 40.703 filed 8-19-97 pursuant to section 100, title 1, California Code 
45). of Regulations (Register 97, No. 34). 

2. Change without regulatory effect renumbering former section 1 174 to new sec- ™-»=««=„=„„„ 

tion 40.616 filed 8-19-97 pursuant to section 100, title 1, California Code of « .■ n -, ^n ,p«, > g ■■ < m . 

Regulations (Register 97, No. 34). Articls 7. Cliarges oo Scheouied Balances 

§1175. Refinance of Single Payment Loans. §1180. Special Rebate. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8207, NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8248, 

Financial Code. Financial Code. 

History History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. ^- Repealer of Article 7 (sections 1 180 through 1 182) and new Article 7 (sections 
45) 1 1 80 through 1 1 84) filed 1-22-74; effective thirtieth day thereafter (Register 

74, No. 4). 

2. Change without regulatory effect renumbering former section 1 175 to new sec- ^ . ^ » <ri j , 1 t -,-, jrr ,■..•■■ . . c ,r, ■ -,-, x, 
tion 40.617 filed 8-19-97 pursuant to section 100, title 1, California Code of "■ Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

Regulations (Register 97, No. 34). '^-^• 

3. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1 1 76. Loan Secured by Assignment of ObSigation § 1 1 81 . Installment Due Date: Deferment and Calculation. 

Secured by Reai Property. Note: Authority cited: Section 18347, Financial Code. Reference: Section 18248, 

History Financial Code. 

1. Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. HISTORY 

4). 1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45) 

2. Change without regulatory effect renumbering former section 1 176 to new sec- "^ 

tion 40.618 filed 8-19-97 pursuant to section 100, title 1, California Code of 2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 
Regulations (Register 97, No. 34). o .. ^ «« r^ ^ ^ *^i^ 

§1182. Deferment Charges. 

§1177. Waivers Prohibited. ^ History 

1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 
History 

1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). § 1 1 83. Deferment Charges: Required Notice and Records. 

2. Editorial correction deleting extraneous NOTES (Register 95, No. 12). HISTORY 

1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§1178. Reconveyance Fees. ^^34 First Installment Due Date Under 18246, Financial 

NOTE: Authonty cited: Section 1 8347, Financial Code. Reference: Section 1 8007, 
Financial Code. 



Code. 



History Note: Authority cited: Section 18347,FinancialCode. Reference: Section 18246, 

Financial Code. 



1. New section filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No 

45). 



History 



T ^. .,, , ,. ff , u • f .-11-70. 1. Amendment filed 11 -3-77; effective thirtieth day thereafter (Register 77, No. 

2. Change without regulatory effect renumbenng former section 1178 to new sec- 45) v t. > 

tion 40.619 filed 8-19-97 pursuant to section 100, title 1, California Code of ^ „ , ^, j„ ,-, ^^ • ^ ,^ ^ . 

Regulations (Register 97, No. 34). 2- Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 



Article BS. Leases Articles, insurance 

§ 1 1 85. Credit insurance. 

§1179. Requirements for Lease Obligations. History 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 183 10, 1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 
Financial Code. 

History §1186. Insurance Premiums: Charge Before Effective 

1 . New Article 6.5 (Secfions 1 1 79-1 179.3) filed 5-9-80; effective thirtieth day Date. 

thereafter (Register 80, No. 1 9). HISTORY 

2. Change without regulatory effect renumbering former section 1 1 79 to new sec- 1 . Change without regulatory effect renumbering former section 1 1 86 to new sec- 
tion 40.700 filed 8-19-97 pursuant to section 100, title 1, California Code of tion 40.800 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). Regulations (Register 97, No. 34). 
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§1187. Insurance. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

HrSTORY 

1. Repealer of sub.sections (a) and (b) with amendment t"iled 8-13-90; operative 
9-1 2-90 (Register 90, No. 42). 

2. Change without regulatory effect renumbering former section 1 1 87 to new sec- 
tion 40.801 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 88. Insurance Which May Be Required and Sold. 

NOTE: Authority cited: Section 18347. Financial Code. Reference: Sections 
18294 and 18358, Financial Code. 

History 

1 . Repealer and new section filed 11 -4-77; effective thirtieth day thereafter (Reg- 
ister 77, No. 45). 

2. Amendment of subsection (a) with renumbering, new subsections (b) and (c) 
filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

3. Editorial coiTection of printing error in Note (Register 91, No. 33). 

4. Editorial conection of subsection (a)(2)(4) (Register 95, No. 12). 

5. Change without regulatory effect renumbering former section 1 1 88 to new sec- 
tion 40.802 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 89. Insurance Which May Not Be Required, but May Be 
Sold. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Section 18294, 
Financial Code. 

History 

1. Amendment of subsection (a) filed 6-27-74: effective thirtieth day thereafter 
(Register 74, No. 26). 

2. Repealer and new section filed 1 1-4-77; effective thirtieth day thereafter (Reg- 
ister 77, No. 45). 

3. Amendment filed 4-24-91; operative 5-29-91 (Register 91, No. 21). 

4. Change without regulatory effect renumbering former section 1 1 89 to new sec- 
tion 40.803 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1190. Coverage of Insurance: Limitation. 

NOTE: Authority cited: Secrion 18347, Financial Code. Reference: Section 18294. 
Financial Code. 

History 

1. Repealer and new section filed 1 1-3-77, effective thirtieth day thereafter (Reg- 
ister 77, No. 45). 

2. Repealer of subsection (d) filed 8-13-90; operative 9-12-90 (Register 90. No. 
42). 

3. Change without regulatory effect renumbering former section 1 190 to new sec- 
tion 40.804 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 90.1 . Term of Insurance: Limitation. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 18294, 
Financial Code. 

History 

1. New secrion filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Change without regulatory effect renumbering former section 1190.1 to new 
section 40.805 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulafions (Register 97, No. 34). 

§ 1 1 90.2. Prohibition Against Duplicate Insurance. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 18294, 
Financial Code. 

History 

1. New section filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Change without regulatory effect renumbering former section 1190.2 to new 
section 40.806 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulafions (Register 97, No. 34). 

§ 1190.3. Vendors Single Interest Insurance and 

Participating Deductible Coverage Insurance. 

NOTE: Authority cited: Secrion 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 



History 

1 . New section filed 1 1-3-77; effective thirtieth day thereafter (Resister 77, No. 
45). 

2. Amendment filed 4-24-91; operative 5-29-91 (Register 91, No. 21). 

3. Change without regulatory effect renumbering former section 1190.3 to new 
section 40.807 filed 8-19-97 pursuant to section 100, title 1. California Code 
of Regulafions (Register 97, No. 34). 

§ 1 1 90.4. Prohibited Collateral Sales. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8441 , 
Financial Code. 

History 

1. New section filed 1 1-3-77. effecfive thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1 1 90.5. Sales of Insurance. 

NOTE: Authority cited: Secrion 1 8347, Financial Code. Reference: Section 1 8294, 
Financial Code. 

History 

1 . New section filed 1 1-.3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Change without regulatory effect renumbering former section 1190.5 to new 
secrion 40.808 filed 8-19-97 pursuant to section 100, ritle 1, California Code 
of Regulations (Register 97, No. 34). 

§ 1191. Requirements and Limitations on Additional 

Required Insurance When Existing Insurance 
Expires Before Maturity of Loan. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Secrion 1 8294, 
Financial Code. 

History 

1. Amendment of subsection (0 filed 11-3-77; effecrive thirtieth day thereafter 
(Register 77, No. 45). 

2. Amendment of subsecrions (a)-(e) filed 8-1 3-90; operative 9-1 2-90 (Register 
90, No. 42). 

3. Editorial cortection of prinring error in subsection (e) (Register 91, No. 33). 

4. Editorial correcrion of subsecrions (b) and (c) (Register 95, No. 12). 

5. Change without regulatory effect renumbering former section 1191 to new sec- 
rion 40.809 filed 8-19-97 pursuant to secrion 100, ritle 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1192. Prohibition Against Requirement of Particular 
Agent or Broker. 

History 
1 . Change without regulatory effect renumbering former section 1 192 to new sec- 
rion 40.810 filed 8-19-97 pursuant to secrion 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1193. Refund of Policy Fees Charged with Household 
Fire Insurance Policies. 

History 
1 . Change without regulatory effect renumbering former section 1 1 93 to new sec- 
rion 40.811 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1194. Requirement of Cancellation of Existing Insurance 
Prohibited. 

History 
1 . Change without regulatory effect renumbering former section 1 194 to new sec- 
rion 40.812 filed 8-19-97 pursuant to secrion 100, ritle 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 1195. Adjustment of Insurance Claims: Limitations. 

History 
1 . Change without regulatory effect renumbering former section 1 195 to new sec- 
rion 40.813 filed 8-19-97 pursuant to secrion 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1 1 96. Cancellation of Insurance Policy. 

History 
1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1 197. Requirement of Notice to Borrower in Event of 
Increase of an Insurance Premium. 

NOTE; Authority cited: Secrion 18347, Financial Code. Reference: Sections 
18290 and 18294, Financial Code. 
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History 

1 . Amendment filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

2. Change without regulatory effect renumbering former section 1 197 to new sec- 
tion 40.814 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 11 98. Reasonable Cause: Right to Approve or 
Disapprove of the issuer SeSected to 
Underwrite insurance. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18294, 
Financial Code. 

History 

1. Repealer of subsection (b)(3), subsection renumbering, repealer of subsection 
(c), subsection relettering and new Note filed 7-1-96; operative 7-31-96 
(Register 96, No. 27). 

2. Change without regulatory effect renumbering former section 1 198 to new sec- 
tion 40.815 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1 1 99. Cost of TotBe Insurance: Limitation. 

History 

1. New section filed 1-22-74; effective thirtieth day thereafter (Register 74. No. 
4). 

2. Repealer filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 45). 



• 



jiisyrance 



§ 1200. Credit Insurance: Extension Thereof. 

NOTE: Authority cited: Secfion 1 8347, Financial Code. Reference: Section 1 829 1 . 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1201. Liroitation on Soliciting Sale of Credit Insurance. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8290, 
Financial Code. 

History 

1. Amendment filed 1-2-74; effecUve thirtieth day thereafter (Register 74, No. 
49). 

2. Amendment of subsection (b) filed 8-13-90; operative 9-12-90 (Register 90, 

No. 42). 

3. Change without regulatory effect renumbering former section 1201 to new sec- 
tion 40.900 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1202. Umitationi on Sale of Credit Disability Insurance. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18290, 
Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Amendment of subsection (b) and repealer of subsection (c) filed 7-1-96; op- 
erative 7-31-96 (Register 96, No. 27). 

3. Change without regulatory effect renumbering former section 1202 to new sec- 
tion 40.901 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1203. Limitations on Refinance of Loans Covered by 
CredDt insurance. 

NOTE: Authority cited: Section 18347, Financial Code. Reference Sections 18290 
and 18358, Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Amendment to subsections (a)-(c) filed 8-13-90; operafive 9-12-90 (Register 
90, No. 42). 

3. Editorial correction of printing error in subsection (b) (Register 91, No. 33). 

4. Change without regulatory effect renumbering former section 1 203 to new sec- 
tion 40.902 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 



§ 1204. Rebates of Unearned Credit Insurance Premiums. 

NOTE: Authority cited: Section 1 8327, Financial Code. Reference: Section 1 8290, 
Financial Code. 

History 

1. Amendment filed 11-3-77, effective thirty days thereafter (Register 77, No. 
45). 

2. Amendment to subsection (a) filed 8-13-90; operative 9-12-90 (Register 90, 
No. 42). 

3. Editorial correction of printing error in subsection (b) (Register 91, No. 33). 

4. Change without regulatory effect renumbering former section 1 204 to new sec- 
tion 40.903 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1205. Limitation on Sale of Credit Insurance: Refinance 
of Conditional Sale Contract. 

History 

1 . Change without regulatory effect renumbering former section 1 205 to new sec- 
tion 40.904 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1206. Required Record for Credit Life Insurance Claims. 

History 

1 . Change without regulatory effect renumbering former section 1 206 to new sec- 
tion 40.905 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1207. Credit Disability Insurance: General Limitations. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Secfions 
18290, 18291, 18292 and 18293, Financial Code. 

History 

1. Amendment of subsections (c) and (0 filed 11-3-77; effective thirtieth day 
thereafter (Register 77, No. 45). 

2. Repealer of subsections (a)-(c), (e) and (g), amendment of subsections (d) and 
(0 renumbered (a) and (b) filed 8-1 3-90, operative 9-12-90 (Register 90, No. 
42). 

3. Change without regulatory effect renumbering former secfion 1 207 to new sec- 
tion 40.906 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 



Article 10. Appraisals 

§ 1210. Obligation or Loan Considered Unsecured Unless 
Collateral Appraised or Value Determined. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Secfion 18271, 
Financial Code. 

History 

1. Amendment filed 1-22-74; effecfive thirtieth day thereafter (Register 74, No. 
4). 

2. Amendment filed 11-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Amendment filed 8-13-90; operative 9-13-90 (Register 90, No. 42). 

4. Editorial correction (Register 95, No. 12). 

5. Change without regulatory effect renumbering former section 1 2 10 to new sec- 
tion 40.1000 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1211. Standard Publication l^ay Be Used to Ascertain 
Market Value. 

NOTE; Authority cited; Section 18347, Financial Code. Reference: Secfion 18266, 
Financial Code. 

History 

1. Amendment filed 9-8-88; operative 10-8-88 (Register 88, No. 38). 

2. Change without regulatory effect renumbering former section 1211 to new sec- 
tion 40.1001 filed 8-19-97 pursuant to secfion 100, fitle 1 , Califomia Code of 
Regulations (Register 97, No. 34). 

§1212. Reappraisal. 

History 
1. Change without regulatory effect renumbering former secfion 1212 to new sec- 
fion 40.1002 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1213. Personal Property Appraisals Pursuant to SectDoo 
18266 of the Financial Code. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Secfion 18266, 
Financial Code. 
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History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 

2. Amendment filed 9-8-88; operative 10-8-88 (Register 88, No. 38). 

3. Amendment of opening paragraph filed 7-1-96; operative 7-31-96 (Register 
96, No. 27). 

4. Change without regulatory effect renumberina former section 1213 to new sec- 
tion 40.1003 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§1213.1. Appraisal of Real Property. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18216 and 18266, Financial Code. 

History 

1. New section filed 9-8-88; operative 10-8-88 (Register 88. No. 38). 

2. Change without regulatory effect of subsection (a)(1) pursuant to secfion 100, 
Title 1 , California Code of Regulations filed 9-19-88; operative 1 0-8-88 (Reg- 
ister 88, No. 38). 

3. Change without regulatory effect deleting subsection (a) designator, amending 
first paragraph and repealing subsections (a)(l)-(2) filed 8-17-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 33). 

4. Change without regulatory effect renumbering former section 1213.1 to new 
secfion 40.1004 filed 8-19-97 pursuant to section 100, title 1, California Code 
of Regulations (Register 97, No. 34). 

§ 1 21 4. Cost of Appraisals. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Section 18216, 
Financial Code. 

History 

1. Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 
4). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Repealer of subsections (b)-(d) and amendment filed 8-13-90; operative 
9-12-90 (Register 90, No. 42). 

4. Editorial correcfion (Register 95, No. 12). 

5. Change without regulatory effect renumbering former section 1214 to new sec- 
tion 40.1005 filed 8-19-97 pursuant to secfion 100, fitle 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1215. Requirements for Approval of Qualified Real 
Property Appraiser. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8266, 
Financial Code. 

History 

1. Amendment filed 8-13-90; operafive 9-12-90 (Register 90, No. 42). 

2. Change without regulatory effect repealing secfion filed 8-17-95 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 95, No. 33). 

§ 1216. Application for Approval of Real Property 
Appraiser. 

NOTE; Authority cited: Section 1 8347, Financial Code. Reference: Secfion 1 8266, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 

2. Repealer of subsecfions (e) and (f) with renumbering of reinaining subsections, 
amendments of renumbered subsection (h) filed 8-13-90; operative 9-12-90 
(Register 90, No. 42). 

3. Editorial correction of first paragraph (Register 95, No. 12). 

4. Change without regulatory effect repealing section filed 8-17-95 pursuant to 
section 100, fitle 1, California Code of Regulafions (Register 95, No. 33). 

§ 1217. Application by Appraiser Approved by Other 

Agencies. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Secfion 1 8266, 
Financial Code. 

History 

1. Amendment filed 8-13-90; operafive 9-12-90 (Register 90, No. 42). 

2. Change without regulatory effect repealing section filed 8-17-95 pursuant to 
section 100, fitle 1, California Code of Regulations (Register 95, No. 33). 



§ 1 21 8. Evidence of Approval of Real Property Appraiser. 
Maintenance Required. 

History 
1. Change without regulatory effect repealing section filed 8-17-95 pursuant to 
section 100, tifie 1, California Code of Regulafions (Register 95, No. 33). 



Article 1 1 . Repossession and Sale of 
Personal Property 

§ 1220. Duty of an Industrial Loan Company. 

History 
1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1 221 . Register of Repossessions Required. 

History 

1 . Change without regulatory effect renumbering former section 1 221 to new sec- 
fion 40.1 100 filed 8-19-97 pursuant to section 100, fifie 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 1222. Sale of Security. 

History 

1. Repealer filed 8-13-90; operafive 9-12-90 (Register 90, No. 42). 

§ 1 223. Evidence of Fair Market Value. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Secfion 18029, 
Financial Code. 

History 

1. Amendment with renumbering of subsection (b) filed 8-13-90: operative 
9-12-90 (Register 90, No. 42).^ 

2. Change without regulatory effect renumbering former section 1223 to new sec- 
tion 40. 1 101 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 1224. Expenses and Costs of Repossession or Sale: 
Expenses and Costs of Repairs. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Secfion 182 1 8, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Change without regulatory effect renumbering former section 1224 to new sec- 
fion 40. 11 02 filed 8-19-97 pursuant to section 100, title 1 , California Code of 
Regulafions (Register 97, No. 34). 

§ 1225. Sales to Certain Persons Prohibited. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Section 18448, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77, No. 
45). 

2. Change without regulatory effect renumbering former section 1 225 to new sec- 
fion 40.1 103 filed 8-19-97 pursuant to secfion 100, fifie 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 1226. Credit or Refund Upon Resale After Repossession. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Secfions 
18029 and 18266, Financial Code. 

History 

1. Amendment with renumbering of all subsections filed 8-13-90; operative 9- 
12-90(Register90, No. 42). 

2. Editorial correction of printing error in first paragraph (Register 91, No. 33). 

3. Editorial correction of subsecfion (a) (Register 95, No. 12). 

4. Change without regulatory effect renumbering former section 1226 to new sec- 
fion 40.1 104 filed 8-19-97 pursuant to section 100, fifie 1, California Code of 
Regulafions (Register 97, No. 34). 

§ 1227. Records: Maintenance Required. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Secfion 18029, 
Financial Code. 

History 

1. Amendment with renumbering of all subsections filed 8-13-90: operative 
9-12-90 Register 90, No. 42). 

2. Editorial correction of subsecfions (a)(3) and (5) (Register 95, No. 12). 
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3. Change without regulatory effect renumbering former section 1227 to new sec- § 1237. Legal Name of Industrial Loan Company Required. 
tion 40.1 103 filed 8-19-97 pui^uant to section 100, title 1 , California Code of ^qj^. Authority cited: Section 18347, Financial Code. Reference: Sections 



Regulations (Register 97, No. 34). 



cie 12= Advertising 



§ 1230. Advertising: Submission for Examination. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18062, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer of subsection (a) and amendment filed 8-13-90; operative 9-12-90 
(Register 90, No. 42). 



18024 and 18055, Financial Code. 

History 

1. New section filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1238. Advertising of Gifts: Limitations. 

History 

1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1239. Advertising Making Unauthorized Pretensions That 
an Industrial Loan Company Ss a Bank Will Be 
Disapproved. 

History 

1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 



§ 1232. Maintenance of Advertising Copy 

History 



3. Editorial correction (Register 95, No. 12). 

4. Change without regulatory effect renumbering former section 1230 to new sec 
tion 40.1200 filed 8-19-97 pursuant to section 100, title 1, California Code of s 1240. Investment Certificates 
Regulations (Register 97, No. 34). 

History 

§ 1231. Disapproved Advertising. '■ ^^^^^^^^ ^''^^ ^-^-^^' ^P"'"""' '^~^^''^^ (Register96, No. 27). 

History § 1240.1. Full-Paid Investment Certificate. 

1 . Repealer filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 45). NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8055, 

Financial Code. 

History 
1 . New section filed 1 1-3-77; effective thirtieth dav thereafter (Register 77, No. 

45) 

l.Change without regulatory effect renumbering former section 1232 to new sec- ^ „ ,/-,,-,, ^^ •-,-,, ^^ ^^ ■ ^^ v, ^-.s 

tion 40.1201 filed 8-19-97 pursuant to secdon 100, title 1, California Code of 2. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 
Regulations (Register 97, No. 34). e^«>9ft« i * ^^ _*-jf * aji _4- • 

^ §1240.2. Investment Certificates: Advertising. 

NOTE: Authority cited: Secfion 1 8347, Financial Code. Reference: Section 1 8055, 
Financial Code. 

History 

1 . New section filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§1241. Financial Statements. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18055, 
Financial Code. 

History 

1 . Repealer and new secfion filed 1 1-3-77; effective thirtieth day thereafter (Reg- 
ister 77, No. 45). 

2. Change without regulatory effect renumbering former section 1241 to new sec- 
fion 40.1203 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 



§ 1233. Advertising Specified Terms of Loans: Must Apply 
to All Loans Unless Qualified. 
History 

1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1234. Specified Rates or Charges Quoted: Additional 

Information Required: IVlust Apply to All Loans 

Unless Qualified. 

History 
1 . Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1234.1. Loan Advertising: Use of Phrases. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Secfion 18055, 
Financial Code. 

History 

1. N|w secfion filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. "^^^,^. ^^^^^^^-^^ ^.^^^. g^" j^„ ^^^^^^ p-^^^^Z, ^^^^ Reference: Section 18506, 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 



§ 1242. Advertising Guaranty Corporation. 

NOTE: Authority 
Financial Code. 



§ 1235. "IMo Brokerage": Limitations on Use. 

History 

1. Repealer filed 8-13-90; operaUve 9-12-90 (Register 90, No. 42). 



History 

1 . New secfion filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 



§ 1236. Credit Instruments: Limitations. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18055 
Financial Code. 

History 
1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. Financial Code. 

45) 



Article 13= Reports 

§ 1245. Filing of Annual Report. 

NOTE: Authority cited: Secfion 1 8347, Financial Code. Reference: Section 18405, 



History 



~ r, 1 f u .• / \ -.u u • f u ^t- o «i A 1. Amendment filed 11-3-77; effective thirtieth day thereafter (Register 77, No. 

2. Repealer of subsection (a) with renumbering of remaining subsections filed .r- ' ^ v ^^ c , w 

8-1 3-90; operative 9-12-90 (Register 90, No. 42). - •'• 

, ^^ .^ , „ u • ^ • ,oo<c. 2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

3. Change without regulatory effect renumbering former secfion 1 236 to new sec- 
tion 40.1202 filed 8-19-97 pursuant to section 100, title 1, California Code of § -,246. Annual Report Must Be in Two Parts. 
Regulations (Register 97, No. 34). "^ 

History 

§ 1236.1 . Qualified Loan Offers: Positive Statements. ^- ^'^^^^' ^''^^ ^-^^-^^' ^P^""^""^ ^'^-'^^ ^^^^'''^' ^0, No. 42). 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8055, § 1 247. Preparation of Independent Audit Report. 

Financial Code. js^Q^g. Authority cited: Section 18347, Financial Code. Reference: Sections 

History 1 8029, ] 8405, 1 8409, 1 84 1 and 1 84 ll , Financial Code. 

1 . New section filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. HISTORY 

-'■ 1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 45). 
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2. Amendment filed 5-9-80; effective thirtieth day thereafter (Register 80, No. 
19). 

3. Amendment filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

4. Editorial correction of subsections (c) and (d)(]) (Register 95, No. 12). 

5. Change without regulatory effect renumbering former section 1247 to new sec- 
tion 40.1 300 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1248. Statement of Independence of Independent 
Accountant. 

History 

1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1249. Statistical Report. 

History 
1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1250. Special Report. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 

45). 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1 251 . Reports to Officers and Directors. 

History 

1 . Change without regulatory effect renumbering former section 1 251 to new sec- 
tion 40.1301 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1252. Condensed Statement of Financial Condition. 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Section 18406, 
Financial Code. 

History 

1 . Amendment filed 3-2-76; effecfive thirtieth day thereafter (Register 76, No. 
10). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Change without regulatory effect renumbering former section 1252 to new sec- 
fion 40.1 302 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1 252.1 . Audited Financial Statements for Public 

Inspections. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8406, 
Financial Code. 

History 

1. New section filed 3-2-76; effective thirtieth day thereafter (Register 76, No. 
10). 

2. Amendment filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77, No. 
45). 

3. Change without regulatory effect renumbering former section 1252.1 to new 
secfion 40.1303 filed 8-19-97 pursuant to section 100, fitle 1, Califomia Code 
of Regulations (Register 97, No. 34). 

§ 1253. Order Deleting or Supplementing Form of 
Financial Statement. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 1 8406, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45) 

2. Change without regulatory effect renumbering former section 1253 to new sec- 
tion 40.1304 filed 8-19-97 pursuant to section 100, title 1, Califomia Code of 
Regulations (Register 97, No. 34). 

§ 1254. Affidavit of Publication. 

History 
1 . Repealer filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77, No. 45). 

§ 1255. Time of Publication of Financial Statement. 

History 
1 . Repealer filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77, No. 45). 



Article 14. Guarantee of Thrift Accounts 

§ 1260. Rules and Amendments to Rules and Plan of 

Operation to Be Submitted to Commissioner. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18521 and 18522, Financial Code. 

History 

1. Repealer and new section filed 1 l-3-77;effective thirtieth day thereafter (Reg- 
ister 77, No. 45). 

2. Repealer filed 7-1-96; operafive 7-31-96 (Register 96, No. 27). 

§ 1 261 . Location of Office and Records. 

History 

1. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§1262. Accounting and Fiscal Year. 

History 
1. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 1 263. Custodian, Trustee or Management Agency 
Account. 

History 

1. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§1264. Bond. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8503, 
Financial Code. 

History 

1. Amendment filed 8-13-90; operafive 9-12-90 (Register 90, No. 42). 

2. Editorial correction (Register 95, No. 12). 

3. Repealer filed 7-1-96; operafive 7-31-96 (Register 96, No. 27). 

§ 1265. Officers, Directors and Employees: Maintenance of 
Current List with Commissioner. 

History 
1. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 1266. Payment of Assessment: Default. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18538, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 7-1-96; operafive 7-31-96 (Register 96, No. 27). 

§ 1267. Investments: Limitation. 

History 
1. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 1268. Evidence of Membership. 

History 

1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§1269. Borrowing. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Secfion 1 8500, 
Financial Code. 

History 

1. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§1270. Advertising. 

History 
1 . Repealer filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 45). 

§1271. Annual Report. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18503, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 7-1-96; operafive 7-31-96 (Register 96, No. 27). 

§ 1 271 .1 . Distribution and Contents of Financial 
Statement. 

NOTE: Authority cited: Secfion 18505, Financial Code. Reference: Sections 
18505 and 18506, Financial Code. 
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History 

1 . New section filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

2. Amendment filed 10-8-85 as an emergency; effective upon fihng (Register 85, 
No. 41). A Certificate of Compliance must be transmitted to OAL within 120 
days or emergency language will be repealed on 2-5-86. 

3. Certificate of Compliance transriiitted to OAL 1-31-86 and filed 3-3-86 (Reg- 
ister 86, No. 10). 

4. Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 

§ 1272. Reports and Notices. 

History 

1 . Repealer filed 7-1-96; operative 7-31-96 (Register 96, No. 27). 



eie15= Hearings and Accusations 

NOTE; Authority cited: Section 18347, Financial Code. Reference: Sections 
18134 and 18347, Financial Code. 

History 
1. Repealer of Article 15 (Secfions 1275-1277) filed 12-3-81; effecfive thirtieth 
day thereafter (Register 81 , No. 49). 



Article t 



Ixceptions t© Rules 



§ 1 280. Exceptions to Rules: Loans of $1 0,000 or More. 

NOTE: Authority cited: Secfion 18347, Financial Code. Reference: Section 18191, 
Financial Code. 

History 

1 . Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 
4). 

2. Editorial correction of NOTE filed 10-13-82 (Register 82. No. 42). 

3. Change without regulatory effect renumbering former section 1280 to new sec- 
tion 40.1600 filed 8-19-97 pursuant to section 100, title 1 , California Code of 
Regulations (Register 97, No. 34). 

§ 1281. Exceptions to Rules: Non-Thrift Companies. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Chapter 9, Di- 
vision 7, Financial Code. 

History 
1 . Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1282. Exceptions to RuBes: Premium Finance Agencies. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18560 and 18594, Financial Code. 

History 

1 . New section filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 
4). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Editorial correction filed 10-13-82 (Register 82, No. 42). 

4. Change without regulatory effect renumbering former section 1282 to new sec- 
tion 40.1601 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1283. Exception to RuSes: Mortgage Bankers. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18705, 
Financial Code. 

History 

1. New secfion filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

2. Amendment filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 
49). 



3. Repealer filed 7-1-96; operafive 7-31-96 (Register 96, No. 27). 

Article 17. Prenmium Finance Agencies 

§ 1285. Down Payments — Record Keeping. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Sections 
18029 and 18593, Financial Code. 

History 

1. New Article 17 (Sections 1290 through 1294) filed 1-22-74; effective thirtieth 
day thereafter (Register 74, No. 4). 

2. Renumbering from Section 1290 filed 6-27-74; effective thirtieth day thereaf- 
ter (Register 74, No. 26). 

3. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

4. Amendment filed 8-13-90; operafive 9-12-90 (Register 90, No. 42). 

5. Editorial correction of first paragraph and History 1 and 2 (Register 95, No. 
12). 

6. Change without regulatory effect renumbering former section 1 285 to new sec- 
tion 40.1700 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1286. Deposits or Letters of Credit Pursuant to Section 
18593 of the Financial Code. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8593, 
Financial Code. 

History 

1 . Renumbering from section 1 29 1 filed 6-27-74; effective thirtieth day thereafter 
(Register 74, No. 26). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Amendment filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

4. Editorial correcfion (Register 95, No. 12). 

5. Change without regulatory effect renumbering former section 1 286 to new sec- 
tion 40.1701 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 

§1287. Annual Report. 

NOTE: Authority cited: Section 18347, Financial Code. Reference: Section 18405, 
Financial Code. 

History 

1 . Renumbering from section 1292 filed 6-27-74; effective thirtieth day thereafter 
(Register 74, No. 26). 

2. Amendment filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

3. Editorial correction of printing error restoring NOTE (Register 91, No. 33). 

4. Editorial correction (Register 95, No. 12). 

5. Change without regulatory effect renumbering former section 1 287 to new sec- 
tion 40.1702 filed 8-19-97 pursuant to section 100, fitle 1, California Code of 
Regulations (Register 97, No. 34). 

§ 1288. Premium Finance Agreement Copy or Documents 
Used to Comply with Financial Code: Form: 
Contents. 

NOTE: Authority cited: Section 18347. Financial Code. Reference: Sections 
18605, 18606, 18607, 18631 and 18637, Financial Code. 

History 

1 . Renumbering from section 1292 filed 6-27-74; effecfive thirtieth day thereafter 
(Register 74, No. 6). 

2. Amendment filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

3. Editorial correction of subsection (d) (Register 95, No. 12) 

4. Change without regulatory effect renumbering former section 1288 to new sec- 
tion 40.1703 filed 8-19-97 pursuant to section 100, title 1, California Code of 
Regulations (Register 97, No. 34). 
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§ 1289. Instrumenfts Signed by Borrower: Copies. 

History 

1 . Renumbering from section 1 294 filed 6-1 7-74; effective thirtieth day thereafter 
(Register 74^ No. 26). 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 



i€ie18= Mortgage Bankers 



§1290. CaBculatton of Charges. 

NOTE: Authority cited: Section 1 8.347, Financial Code. Reference: Section 1 8702, 

Financial Code. 

History 

1. New Article 18 (sections 1290, 1290.1, 1290.2) filed 6-27-74; effective thir- 
tieth day thereafter (Register 74, No. 26). For Former sections 1290-1294, see 
Register 74, No. 4). 

2. Amendment filed 1 1-3-77; effective thirtieth day thereafter (Register 77, No. 
45). 

3. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§ 1 290.1 . Assignment for Security. 

NOTE: Authority cited: Section 1 8347, Financial Code. Reference: Section 1 8703, 
Financial Code. 

History 

1 . Amendment filed 1 1-3-77; effecfive thirtieth day thereafter (Register 77, No. 
45). 

2. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 

§1290.2. Guarantees. 

History 
1. Repealer filed 8-13-90; operative 9-12-90 (Register 90, No. 42). 



Limited Divideod Housing 
Corporations 



NOTE: Authority and reference cited: Sections 34943 and 34944, Health and Safe- 
ty Code. 

History 
1. Repealerof Subchapters (Sections 1292-1296) filed 3-20-78: effective 30th 
day thereafter (Register 78, No. 12). For prior history, see Register 73, No. 26. 



jonaptei 



Health Care Service Plans 



(Originally Printed 6-5-76) 

History 
1 . Change without regulatory effect renumbering former Subchapter 5.5 (sections 
1300.43-1300.826) to new Title 28, Division 1, Chapter 1 (sections 
1300.43-1300.826) filed 12-22-2000 pursuant to section 100, title 1, Califor- 
nia Code of Regulations (Register 2000, No. 5 1). 

Sybchapter 6. Ca9ifornia Finance 

Lenders Law 

(Finance Company Rules) 

(Originally Piinted 3-22-45) 

Note: Pursuant to Section 1570 of the finance company rules, only the following 
sections shall apply to a commercial loan of a bona fide principal amount of $5,000 
or more or to a finance company in connection with any such loan: 1404, 1408, 
1409, 1411, 1425, 1426, 1427, 1428, 1429, 1430.5, 1431, 1435, 1446, 1451, 1452, 
1460, 1499, 1550, 1552, 1556, and 1557. 

Note: Authority cited: Section 22150, Financial Code. Reference: Section 
22000, et seq., Financial Code. 



§1 



e 1c General Provisions 

of Division. 



NOTE: Authority cited for Subchapter 6: Sections 22400 and 24400, Financial 
Code. Issuing agency: Commissioner of Corporations. 

History 
1. Repealer of subchapter 6 and new subchapter 6 (§ 1400-1413, 1420, 1421, 
1425-1435, 1445-1460, 1475-1478, 1485-1498, 1510-1517, 1525, 1526, 



1535-1542, 1550-1558, 1565-1569, 1570) filed 3-3-71 as an emergency; ef- 
fective upon filing. Certificate of Compliance included (Register 71, No. 10). 
For prior history see Registers 53, No. 2 and 70, No. 48. 

2. Repealer filed 7-3-75 as procedural and organizational; effective upon filing 
(Register 75, No. 27). 

3. Amendment of subchapter 6 heading and new Note filed 2-21-85; effective 
thirtieth day thereafter (Register 85, No. 8). 

4. Change without regulatory effect amending first Note in subchapter 6 filed 
6-3-94 pursuant to title 1 , section 100, California Code of Regulations (Regis- 
ter 94, No. 22). 

5. Change without regulatory effect amending subchapter 6 heading and NOTES 
filed 6-14-95 pursuant to section 100, title 1, California Code of Regulations 
(Register 95, No. 24). 

§ 1401. General Snformation: Where Obtainable. 

NOTE: Authority cited: Section 22400, Financial Code. 

History 
1 . Repealer filed 1 2-3-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§ 1402. Communications to Department. 

NOTE: Authority cited: Secfion 22400. Financial Code. 

History 
1. Repealer filed 12-3-81;effecfivethirtiethday thereafter (Register 8 1, No. 49). 

§ 1403. Exhibits Previously Filed. 

NOTE: Authority cited: Section 22400, Financial Code. 

History 
1 . Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1404. Definitions. 

The following terms used in these rules shall have (unless the context 
otherwise indicates) the following meanings: 

(a) "Company" includes all domestic and foreign private corporations, 
limited liability companies, joint ventures, associations, syndicates, joint 
stock companies, partnerships of every kind, unincorporated organiza- 
tions, government or political subdivisions of a government, trustees and 
individuals. 

(b) "Finance company" means a company subject to the California Fi- 
nance Lenders Law and also has the same meaning as "licensee" as de- 
fined in Financial Code Section 22007. 

(c) "Law" means the California Finance Lenders Law. 

(d) "Department" means the Department of Coi^jorations of the State 
of Califoinia. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 2200 
et seq., Financial Code. 

History 

1. Amendment filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 
49). 

2. Editorial correcfion of NOTE filed 10-13-82 (Register 82, No. 42). 

3. Amendment filed 12-29-83; effecfive thirtieth day thereafter (Register 83, No. 
53). 

4. Amendment filed 2-21-85; effective thirtieth day thereafter (Register 85, No. 
8). 

5. Change without regulatory effect amending subsections (b)(l)-(3) and Note 
filed 6-14-95 pursuant to section 100, title 1, California Code of Regulations 
(Register 95, No. 24). 

6. Amendment filed 8-4-98; operative 9-3-98 (Register 98, No. 32). 

§1405. Rulings. 

NOTE: Authority cited: Secfion 22400, Financial Code. 

History 
1. Repealer filed 12-3-81 ; effecfive thirtieth day thereafter (Register 81 , No. 49). 

§ 1406. Other Business. 

NOTE: Authority cited: Section 22400, Financial Code. Reference: Sections 
22404, 22458, 22458.1 and 24404, Financial Code. 

History 
1 . Repealer filed 1 2-3-8 1 ; effecfive thirtieth day thereafter (Register 8 1 , No. 49). 

§1408. Waivers Prohibited. 

A finance company shall not require or permit a borrower to waive any 
statutory provision of the Law for liis/her benefit, including any notice 
which the law requires to be given to the borrower (however, any notice 
may be given by registered mail, directed to his/her last known address), 
nor shall a finance company require or permit a borrower to waive any 
mandatory provision of these rules and regulations. 
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NOTE: Authority cited: Section 22150, Financial Code. Reference: Section 22 150, 
Financial Code. 

History 

1. Editorial conection of Note filed 10-13-82 (Register 82, No. 42). 

2. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

3. Amendment filed 2-21-85; effective thirtieth day thereafter (Register 85, No. 
8). 

4. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 1 00, title 1 , California Code of Regulafions (Register 95. No. 
24). 

§ 1409. Officers, Directors, Partners, and Other Persons: 
Maintenance of Current List with 
Commissioner: Information Required. 

A finance company shall at all times maintain on file with the Commis- 
sioner a current list of officers, directors, and partners in the case of a part- 
nership, and other persons named in the application. Changes in partner- 
ships are limited to the conditions set forth in Section 22151(b) of the 
Law. In the event of any change, other than transfers between branch of- 
fices, in the officers, directors, or partners, or other persons named in the 
application, a finance company shall file with the Commissioner an 
amendment to the application containing the same information in rela- 
tion to such new person(s) as is required in the application, within thirty 
days from the date of the change. 

NOTE; Authority cited: Secfion 22150, Financial Code. Reference: Sections 
22108, 22150 and 22151, Financial Code. 

History 

1 . Amendment filed 3-27-78; effective thirtieth day thereafter (Register 78, No. 
12). 

2. Amendment filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 
49). 

3. Editorial correction of Note filed 10-13-82 (Register 82, No. 42). 

4. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83. No. 
53). 

5. Amendment filed 2-21-85; effective thirtieth day thereafter (Register 85, No. 
8). 

6. Change without regulator)' effect amending section and Note filed 6-14-95 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 95, No. 
24). 

7. Amendment of section heading and section filed 11-7-2007; operative 
12-7-2007 (Register 2007, No. 45). 

§ 1410. Responsibility for Acts of Employees. 

NOTE: Authority cited: Section 22400, Financial Code. 

History 

1. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1 41 1 . Criminal Actions: Report to Commissioner. 

A finance company shall immediately report in writing to the commis- 
sioner any criminal action filed against such company or its directors, of- 
ficers or management personnel. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22108, 22109, 22701, 22705 and 22714, Financial Code. 



History 

1 . Amendment filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 

49). 

2. Editorial correction of Note filed 10-13-82 (Register 82, No. 42). 

3. Amendment of Note filed 2-2 1-85; effective thirtieth day thereafter (Register 
85, No. 8). 

4. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1412. Subterfuge to Violate Laws or Rules Is Grounds for 
Suspension or Revocation. 

NOTE: Authority cited: Sections 22400 and 24400, Financial Code. 

History 

1 . Repealer filed 1 2-3-81 ; effecfive thirtieth day thereafter (Register 81 , No. 49). 

§ 1413. Authorization to Act as a Broker. 

NOTE: Authority cited: Section 22400, Financial Code. Reference: Section 224 1 6, 
Financial Code. 

History 
1 . Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 



Article 2. Applications 

§1420. Additional Information. 

NOTE: Authority cited: Secfion 22400, Financial Code. Reference: Secfions 
22201 and 24201, Financial Code. 

History 
1 . Repealer filed 1 2-3-81 ; effecfive thirtieth day thereafter (Register 81, No. 49). 

§ 1421. Filing Date of Application in Case of Notification of 
Deficiency. 

NOTE: Authority cited: Section 22400, Financial Code. Reference: Section 22210, 
Financial Code. 

History 
1 . Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1422. Application for License as a Finance Lender or 
Broker; Form. 

(a) The application for a license as a finance lender or broker pursuant 
to Financial Code Section 22100 shall be filed upon the form set forth in 
subdivision (c) of this section. 

(b) Within 45 calendar days from the receipt of the application under 
this rule, the California Corporations Commissioner shall inform the ap- 
plicant, in writing, that the application is complete and accepted for fil- 
ing, or that the application is deficient and specify what information is 
required to complete the application. Within 60 calendar days from the 
filing of a completed application, the California Corporations Commis- 
sioner shall reach a decision on the license. 

(c) An apphcation for a license as a finance lender or broker shall be 
submitted to the California Corporations Commissioner on the following 
form: 
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STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

INSTRUCTIONS FOR COMPLETING 

THE APPLICATION FOR A LICENSE UNDER THE 

CALIFORNIA FINANCE LENDERS LAW (CELL) 



Refer to these instructions wiiile completing the CELL application. If you have questions about the application that are not answered by these instruc- 
tions, call the Department of Corporations' toll-free telephone number at (866) 275-2677. Departmental personnel cannot provide individual legal 
or accounting advice. Applicants who need such advice must consult a qualified professional. 

FEES AND PROCESSING OF THE APPLICATION 

The application and all exhibits must be typewritten. All signatures must be original and not a copy. Attach additional sheets if you need more space 
to complete an answer to any of the questions. Answer every question in the application, unless these instructions direct otherwise, and label the 
answers by the corresponding question number or exhibit letter. 

The application, including all exiiibits, must be accompanied by a nonrefundable application fee of $200, an investigation fee of $ 100, and fingerprint 
processing fees. The applicable fingerprint processing fee is $20 per individual if the individual resides in California. If the individual resides outside 
of California, the applicable fingerprint processing fee is $86 per individual. The application fee, investigation fee, and fingerprint processing fees 
are not refundable if the application is denied or withdrawn. Detailed instructions for the fingerprint processing requirements are listed below under 
"Exhibit C." 

Make check(s) payable to the Department of Corporations for the total amount of all fees. The application, exhibits, and fees must be filed only in 
the Los Angeles office of the Department of Corporations, located at 320 West 4th Street, Suite 750, Los Angeles, California 90013. Applicatioes 
which do Eot imclude all required information and exhibits will not be processed. 

THE CFLL APPLICATION 

References to exhibits in these instructions pertain to specific documents that must be submitted with the CFLL application. The headings used in 
these instructions correspond to the application item numbers and exhibit letters in the CFLL application. 



Check one box only to reflect the type of license for which you are applying, either "Lender" or "Broker" or "Both." Do not check more than one 
box. 

ITEM NUMBER 1 OF APPLICATION: 

La. Name of Applicant: 

Provide the applicant's legal name. For individuals (sole proprietors), list first, middle and last name. If a sole proprietor applicant has no middle 
name, indicate, e.g., "John [no middle name] Smith." 

Note: Some foreign entities are required by the California Secretary of State's office to use an assumed name for all business they conduct in Califor- 
nia. Such entifies should provide that assumed name as the "Name of Applicant" and may only use that name. Such entities are not permitted to use 
a fictitious business name. 

Lb. Fictitious Business Name: 

An applicant who intends to conduct CFLL business under a fictitious business name that is different from its legal name should list the fictitious 
business name here. Enter the name exactly as it appears on the Fictitious Business Name Statement as filed with the county clerk. The fictitious 
business name must be provided in addition to the legal name. Applicants who intend to conduct business under a fictitious business name are required 
to comply with the rules governing the filing of a fictitious business name as set forth in the Business and Professions Code, beginning at Section 
17900. 

I.e. Filing of Fictitious Business 



Provide the name of the county in which the fictitious business name is filed. The fictitious business name must be filed in the county of the applicant's 
main office address. 



20 

Applicant is Organized and Will Do Business As: 
Check the appropriate box to indicate the organizafional form of the applicant. 

ITEM NUMBER 3 OF APPLICATION: 

Applicant's Licensed Place of Business: 

Provide the applicant's full proposed place of CFLL business, including number and street, city, county, state, and zip code. An additional CFLL 
license is required for each additional business location. 
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ITEM NUMBER 4 OF APPLICATION (Sole Proprietor Applicants ONLY): 

This item is to be completed only by applicants who are sole proprietors and not organized as any other form of business. 

4.a. Name of Sole Proprietor Applicant: 

List the sole proprietor's full first, middle, and last name. If the applicant has no middle name, indicate, e.g., "John [no middle name] Smith." 

4.b. Person(s) Who Will Be In Charge of the Place of Business: 

Provide the full name, address, telephone number, and e-mail address of all managers as "person(s) who will be in charge of the place of business." 
"Managers" are persons with authority to manage the operations of the organization in California. 

4.C. Agent for Service of Process (Sole Proprietor Applicants Outside of California ONLY): 

Provide the name and address of the applicant's agent for service of process in California. Provide this information if the applicant has an agent in 
California who is authorized to accept service on its behalf. As an example, it is common for persons to authorize their attorney to accept service 
of process on their behalf. Indicate if there is no authorized agent for service of process in California by stating "none". 

ITEM NUMBER 5 OF APPLICATION (Partnership Applicants ONLY): 

This item of the appHcation must be completed only by applicants organized as a general or limited partnership. 

5.a. Organization: 

Include the full date (month, day, and year) and the state where the partnership was organized. 

5.b. General Partners: 

Provide the requested information for all general partners and indicate if the general partner is a managing general partner by checking the box. 

5.C. Person(s) Who Will Be In Charge of the Place of Business: 

Provide the full name, address, telephone number, and e-mail address of all managers as "person(s) who will be in charge of the place of business." 
"Managers" are persons with authority to manage the operations of the organization in California. 

5.d. and 5.e. Other Persons: 

List the full name of any other person with direct involvement in the applicant's proposed activities under the CFLL license in 5.d. and any person 
that owns or controls, directly or indirectly, 10% or more of the applicant in 5.e. 

5.f. Agent for Service of Process (General Partnership Applicants ONLY): 

Provide the name and address of the applicant's agent for service of process in California. Provide this information if the applicant has an agent in 
California who is authorized to accept service on its behalf. For example, it is common for persons to authorize their attorney to accept service of 
process on their behalf. Indicate if there is no authorized agent for service of process in California by stating "none". 

ITEM NUMBER 6 OF APPLICATION (Corporations and Other Business Entities): 

Complete this item of the application only if the applicant is applying as a corporation, limited liability company, joint venture, association, joint 
stock company, trust, unincorporated organization, government, or political subdivision of a government. 

6.a. Organization: 

Include the full date (month, day, year) of organization and the state where the applicant was organized. 

6.b. Officers and Directors: 

List the full name of each of the officers, directors, managers, and trustees. 

6.C. Person(s) Who Will Be In Charge of the Place of Business: 

Provide the full name, address, telephone number, and e-mail address of all managers as "person(s) who will be in charge of the place of business." 
"Managers" are persons with authority to manage the operations of the organization in California. 

6.d. and 6.e. Other Persons: 

List the full name of any other person with direct responsibility for the applicant's proposed activities under the CFLL license in 6.d. and any other 
person that owns or controls, directly or indirectly, 10% or more of the applicant in Item 6.e. 

ITEM NUMBER 7 OF APPLICATION: 

Regulatory or Other Action: 

Financial Code Section 22109 states that an application may be denied if the applicant or other interested parties have committed specific acts. Check 
the appropriate box to indicate whether the applicant has been subject to any administrative or criminal action, or any civil action involving an act 
of dishonesty, fraud, or deceit in California, any other state, or foreign jurisdiction. Describe, if applicable, by providing the information requested. 
Attach a copy of each action. 
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Other Busiimess at Location: 

Financial Code Section 22154 requires written authorization from the California Corporations Commissioner to conduct non-CFLL business from 
a CFLL-licensed location. Check the appropriate box. Describe, if applicable, any other business that will be conducted from the same location as 
the CFLL-licensed business. If none, so state. 

ITEM NUMBER 9 OF APPLICATION: 

Bonding Agent: 

Provide the name, address, and telephone number of the bonding agent that the Department can contact regarding the apphcant's surety bond. 

ITEM NUMBER 10 OF APPLICATION: 

lO.a. Proposed Activities: 

This item of the apphcation requires the applicant to provide basic information regarding its proposed activities. Check the appropriate boxes to indi- 
cate the type of collateral that will be securing the loans that you are making or brokering, and indicate the corresponding minimum dollar amount 
of the loans made or brokered. Check all boxes that are applicable. There is a statutory minimum of $5,000 or more for commercial purpose loans 
and consumer loans secured by real estate. 

lO.b, Biusiness Plan: 

Provide a short description of how the applicant plans to conduct business under the CFLL license. Include any information necessary for the Califor- 
nia Corporations Commissioner to have an understanding of the type of business that the applicant plans to conduct under this license. 

ITEM NUMBER 11 OF APPLICATION: 

Qoalnfjcatnon of Securities: 

Check the appropriate box to indicate whether the applicant' s offer and sale of securities have been qualified in California. Under the Corporate Secu- 
rities Law of 1968, companies, individuals or other entities that offer and sell securities including common stock, debt, limited partnership interests 
or hmited liability company membership interests, employee stock options, etc., in California must claim an exemption or qualify the offering by 
fihng an application. If exempt, the applicant must have the appropriate limited/small offering exemption notice on file with the Department. Please 
contact our Customer Service Office at 1-866-ASK-CORP (1-866-275-2677) for further information. 



Balance Sheet 

Exhibit A requires each applicant (i.e., the person identified as "Name of Applicant" in Item Number 1) to submit a financial statement in the form 
of a balance sheet prepared according to generally accepted accounting principles that is dated no more than 90 days before the date that the applica- 
tion is filed with the Department. For example, if the applicant is a corporation, then submit a balance sheet for the corporation. If the applicant is 
a sole proprietor, then submit a personal balance sheet. Label the balance sheet as Exhibit A. 

The applicant must meet and maintain a minimum net worth of $25,000 at all times. (Financial Code Section 22104.) If the applicant does not meet 
this net worth requirement as evidenced by the balance sheet submitted with the application then the application cannot be approved. Applicants 
needing assistance should consult an accountant. 



Surety Bond 

Provide the original surety bond, including riders and endorsements, in the amount of $25,000. A bond form and instructions are enclosed. 

To complete the bond form: 

1 . Read the instructions on the bond form before completing the bond. 

2. The bond and the cover page of the bond must be in the name of the applicant as provided in Item Number 1 of this application under "Name 
of Applicant". 

3. The bond must be signed by the applicant (if the applicant is a sole proprietor), or by one of the individuals named in Item Number 4, 5, or 6 
of the application and who is authorized to sign on behalf of the applicant, in the space designated "Signature of Principal". 

4. The signature of the applicant must be notarized. 

5. The bond must contain the original power-of-attomey-form issued by the surety bond company. 

6. The bond must be signed by the surety bond company in the space designated "Signature of Attorney-in-Fact for Surety" and the signature must 
be notarized. 
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EXHIBIT C: 

Statement of Identity and Questionnaire 

Each individual (natural person) named in Item Numbers 4, 5, and 6 of the application must complete a Statement of Identity and Questionnaire. 
Submit the Statement of Identity and Questionnaire with the fingerprint information and the cost of fingerprint processing (discussed below). 

The 10-year employment and residence histories in the Statement of Identity and Questionnaire must be complete and accurate. Attach copies of 
all pertinent court and other documents requested. The Statement of Identity and Questionnaire must be notarized if executed outside the State of 
California. 

If an entity owns or controls 1 0% or more of the applicant, a Statement of Identity Questionnaire and fingerprints must be submitted for each officer, 
director, general partner, or managing member, as applicable, unless the applicant or entity can make the following representation in a separate cover 
letter that is incorporated by reference into the CFLL application: 

is a passive investor and is not responsible in any way for the conduct of the applicant' s lending 



(Name of Entity) 
activities in California. Therefore, it is unnecessary to investigate any individuals managing or controlling . 



(Name of Entity) 

2. Describe whether the entity has engaged in any act that would constitute a reason for the California Corporations Commissioner to deny a license 
under Financial Code Section 22109 and if so, fully disclose the acts. 

A public company may submit fingerprints only for persons not included on the pubhc company's Form lO-K, Form 10-Q or other similar document 
filed with the Securities and Exchange Commission. The applicant must submit a copy of Form 10-K, Form 10-Q, or other similar document that 
includes the name of the individuals not submitting fingerprints. Statement of Identity and Questionnaires must still be completed for all individuals. 
For purposes of this paragraph, "public company" means a company whose securities are listed or designated on a national securities exchange certi- 
fied by the California Corporations Commissioner under Subdivision (o) of Section 25100 of the California Corporations Code. 

Fingerprints 

All individuals named in Item Numbers 4, 5, and 6 of the application must submit fingerprints and related information to the Department of Corpora- 
tions with the application, for the purposes of conducting a criminal history background check. (Financial Code Section 22101.5.) Applicants must 
pay for the cost of processing the fingerprints. 

In-State Individuals: 

Each individual named in Item Numbers 4, 5, and 6 of the application who resides in California must complete a "Request for Live Scan Service" 
form. The triplicate form can be printed from the Department of Corporations' website at www.corp.ca.gov. At the home page, select "Applications 
& Forms" and then select "Financial Services Division." Under "California Consumer Finance Lenders," select "Request for Live Scan Service — 
Applicant Submission (BC8018CFLL)" and print the form. Adobe Reader 7.x is required to download the form correctly. The individuals must take 
the three-part form to a live scan location to have their fingerprints taken by the operator and submitted electronically to the California Department 
of Justice for processing. The applicant will be required to pay the fees charged by the California Department of Justice for processing the fingerprints 
directly to the live scan operator. The Attorney General's website at http://caag.state.ca.us/fingerprints/publications/contact.htm has current informa- 
tion concerning the Department of Justice's fees and the location of live scan terminals. You may also call the Department of Corporations at (866) 
275-2677 for informafion concerning the location of live scan terminals. Submit the "Requesting Agency Copy" of the "Request for Live Scan Ser- 
vice" form and a processing fee of $20 per individual for live scan submission with the CFLL application and the Statement of Identity and Questionn- 
aire to the Department of Corporations. Make the check for the fingerprint processing fees payable to the Department of Corporations. 

Out-of-State Individuals: 

Individuals residing outside of California are encouraged to come to California, if practical, to have their fingerprints taken and submitted electroni- 
cally through California's Live Scan process, to significantly decrease the processing time. However, an out-of-state individual named in Item Num- 
bers 4, 5, and 6 may provide fingerprint images to the Department of Corporations on fingerprint cards. Call the Depanment of Corporations at (866) 
275-2677 to obtain fingerprint cards. The Department of Corporations will mail the fingerprint cards to you. In addition, you must also complete 
a "Request for Exemption from Mandatory Electronic Fingerprint Submission Requirement" form, available from the Attorney General's website 
at http://caag.state.ca.us/fingerprints/pdf/bcii9004.pdf. The fee to process the fingerprint card is $86 per individual, which includes the Department 
of Corporafions' processing fee of $20 and the Department of Justice's processing fee of $66. Make the check for all fees payable to the Department 
of Corporations. Submit the fingerprint cards, "Request for Exemption from Mandatory Electronic Fingerprint Submission Requirement" form, the 
fees, and the Statement of Identity and Questionnaire with the CFLL application to the Department of Corporafions. 

EXHIBIT D (Sole Proprietor Applicants ONLY): 

Proof of Legal Presence 

Exhibit D is the "Statement of Cifizenship, Alienage, and Immigration Status for Applicafion of Department of Corporations License or Certificate," 
which must be completed and submitted by sole proprietor applicants. Include copies of the acceptable proof of citizenship as outlined in List A of 
the Statement of Cifizenship, Alienage, and Immigration Status. 

Complete this form and submit proof of your citizenship only if applying for the license as a sole proprietor. Officers of corporafions, limited liability 
companies or partnerships are not required to complete this form. 
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EXHIBIT E: 

Authorizalnom for Disclosure of FinancSal Records 

Exhibit E is the "Customer Authorization for Disclosure of Financial Records". Submit this form as part of the application package. The form must 
be signed by an individual named in Item Numbers 4, 5, or 6 of the application and who is authorized to sign on behalf of the applicant. 

EXHIBIT F: 

Fnctiitnous Business Name Statement 

Submit a copy of the current Fictitious Business Name Statement with the "filed stamp" from the county clerk's office. The applicant's name must 
appear as a registrant on the Fictitious Business Name Statement. Label this document as Exhibit F. 

EXHIBIT G: All Corporate Applicants Incorporated In Any State 

Corporations must submit an ORIGINAL certificate of qualification or good standing from the Secretary of State or other authority of the applicant's 
state of incorporation. The name on the certificate must match the name listed in Item Number 1 of the application. The certificate must also indicate 

the original date of incorporation. Label this document as Exhibit G. 

EXHIBIT H (Foreign Corporations ONLY): 

Additional Requirements for Applicants Incorporated In States Other Than California 

Applicants incorporated OUTSIDE the State of California must submit an original certificate of qualification or good standing issued by the Califor- 
nia Secretary of State, in addition to the document required in Exhibit G. 

Foreign corporations must register and qualify the corporation to conduct business in the State of California as a foreign corporation through the 
California Secretary of State. The name on the certificate must match the name listed in Item Number I of the application. Label the document as 
Exhibit H. 



I: All General Partnership Applicants Organized In Any State 

Partnership Agreement 

Provide a copy of the original partnership agreement. The agreement must indicate the original date of organization. Label the document as Ex- 
hibit I. 

EXHIBIT J: Applicants Organized In Any State as a Limited Partnership or Limited Liability Company 

Limited partnerships and limited liability companies must submit an ORIGINAL certificate of qualification or good standing from the Secretary of 
State or other authority of the applicant's state of organization. The name on the certificate must match the name in Item Number 1 of the application. 
The certificate must also indicate the original date of organization. Label the document as Exhibit J. 

EXHIBIT K (Foreign Business Entities ONLY): 

Additional Requirements for Applicants Organized as a Limited Partnership or Limited Liability Company in States Other Than California 

In addition to the document required in Exhibit J, foreign limited partnerships and foreign limited liability companies must provide an original certifi- 
cate of qualification or good standing from the California Secretary of State. 

Foreign entities must register and qualify the entity to conduct business in the State of California. The name on the certificate must match the name 
listed in Item Number 1 of the application. Label the document as Exhibit K. 

EXECUTION SECTION: 

Complete the required information. The Execution Section must be signed by the applicant in the case of a sole proprietor applicant or, for other types 
of applicants, by an individual who is named in Item Numbers 4, 5, or 6 of the application and who is authorized to sign on behalf of the applicant. 
By signing the application, the applicant agrees with the representations listed and agrees to appoint the California Corporations Commissioner to 
receive service of process on behalf of the applicant. 
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CFLL Application Checklist 



Application Question 
Number or Exhibit Letter 


Sole 
Proprietor 


Domestic 
Corporation 


Foreign 
Corporation 


Domestic 
LLC 


Foreign 
LLC 


Domestic 
General or 

Limited 
Partnership 


Foreign 
General or 

Limited 
Partnership 


1. Name 


X 


X 


X 


X 


X 


X 


X 


2. Business Type 


X 


X 


X 


X 


X 


X 


X 


3. Place of Business 


X 


X 


X 


X 


X 


X 


X 


4. Sole Proprietor Licensee 
Information 


X 














5. Partnership Licensee 
Information 












X 


X 


6. Corporation & Other 
Licensee Information 




X 


X 


X 


X 






7. Regulatory or Other Action 


X 


X 


X 


X 


X 


X 


X 


8. Other Business at Location 


X 


X 


X 


X 


X 


X 


X 


9. Bonding Aeent 


X 


X 


X 


X 


X 


X 


X 


10. Proposed Activities 


X 


X 


X 


X 


X 


X 


X 


1 1 . Qualification of Securities 


X 


X 


X 


X 


X 


X 


X 


A. Balance Sheet 


X 


X 


X 


X 


X 


X 


X 


B. Surety Bond 


X 


X 


X 


X 


X 


X 


X 


C. Statement of Identity 


X 


X 


X 


X 


X 


X 


X 


D. Sole Proprietor Licensee 
Information 


X 














E. Authorization for Disclosure 


X 


X 


X 


X 


X 


X 


X 


F. Fictitious Business Name 


X 


X 


X 


X 


X 


X 


X 


G. Corporation Licensee 
Information 




X 


X 










H. Foreign Corporation Licensee 
Information 






X 










1. General Partnership Licensee 
Information 












OF ONLY 
X 


GP ONLY 
X 


J. Limited Partnership & LLC 
Licensee Information 








X 


X 


LP ONLY 
X 


LP ONLY 
X 


K. Foreign Limited Partnership 
& LLC Licensee Information 










X 




LP ONLY 

X 


Execution Section 


X 


X 


X 


X 


X 


X 


X 
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(Department of Corporations Use Only) 
Fee Paid $ 

Receipt No. 



DEPARTMENT OF CORPORATIONS 

File No. 



STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

APPLICATION FOR A LICENSE UNDER THE 
CALIFORNIA FINANCE LENDERS LAW 



APPLICATION FOR A LICENSE AS A: [ ] LENDER [ ] BROKER [ ] BOTH 



The application must be accompanied by a nonrefundable application fee of $200, a nonrefundable investigation fee of $100, and nonrefundable 
fingerprint processing fees (Departments of Corporations and Justice). The application (together with the fees payable to the Department of Corpora- 
tions) must be filed in the Los Angeles office of the Department of Corporations, located at 320 West 4th Street, Suite 750, Los Angeles, CA 9001 3. 



1 . a. Name of Applicant: 



b. Fictitious Business Name: 



c. Fictitious Business Name filed in the County of: 



2. Applicant is organized and will do business as (check as applicable): 
D an individual (a sole proprietor) 

D a general partnership 

D a limited partnership 

D a corporation 

D a limited liability company 

n other (please specify such as joint venture, association, joint stock company, trust, unincorporated organization, government, or politi- 
cal subdivision of a government): 



3. Applicant's proposed licensed place of business: 

(Number and Street) (City) (County) (State) (Zip) 

4. If the applicant is a sole proprietor, provide the following information: 

a. The FULL first, middle and last name (if no middle name, so indicate) and last name of the sole proprietor. 

(Name) 

b. The FULL first, middle (if no middle name, so indicate) and last name, complete business address, telephone number, and e-mail address, 
if any, for each person(s) who will be in charge of the place of business. 

(Name) (Telephone Number) (E-mail Address) 

(Number and StreeO (City) (State) (Zip) 

c. If the applicant has listed a business location outside of California in Item Number 3, provide the FULL first, middle (if no middle name, so 
indicate) and last name, and complete address of an agent for service of process in California. If there is no authorized agent in California, so 
indicate. 
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(Name) 

(Number and Street) (Cily) (State) (Zip) 

5. If the applicant is a general partnership or a limited partnership, provide the following information: 

a. Applicant was organized on in the State of . 

(Date MM/DD/YYYY) 

b. The FULL first, middle (if no middle name, so indicate) and last name, and complete business address for each general partner. Indicate if 
a general partner is a managing general partner by checking the corresponding box. 



.Check here if a Managing Partner D 



(Name) 



(Number and Street) (City) (State) (Zip ) 

c. The FULL first, middle (if no middle name, so indicate) and last name, complete business address, telephone number, and e-mail address, 
if any, for each person(s) who will be in charge of the place of business. 

(Name) (Telephone Number) (E-mail Address) 

(Number and Street) (City) (State) (Zip) 

d. The FULL first, middle (if no middle name, so indicate) and last name for any other person responsible fortheconduct of applicant's lending 
activity in this state. 



(Name) (Name) 

e. The FULL first, middle (if no middle name, so indicate) and last name for any person (other than those persons listed above) that owns or 
controls, directly or indirectly, 10% or more of the applicant. 



(Name) (Name) 

f. If the applicant is a general partnership, provide the FULL first, middle (if no middle name, so indicate) and last name, and complete address 
of an agent for service of process in California. If there is no authorized agent in California, so indicate. 

(Name) 

(Number and Street) (City) (State) (Zip) 

6. If the applicant is a corporation, limited liability company, joint venture, association, joint stock company, trust, unincorporated organization, 
government, or political subdivision of a government, provide the following information: 

a. Applicant was organized on in the State of . 

(Date MM/DD/YYYY) 

b. The FULL first, middle (if no middle name, so indicate) and last name, be given for each person named below. 
President/Chief Executive Officer: Executive Vice President/Vice President: 



(Name) (Name) 

Secretary: Treasurer/Chief Financial Officer: 



(Name) (Name) 



Directors: 



(Name) (Name) 
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Manager(s) [i.e., a managing member of an association, or a manager appointed or elected by the members of a limited liability company]: 



(Name) (Name) 

Trustee(s): 



(Name) (Name) 

c. The FULL first, middle (if no middle name, so indicate) and last name, complete business address, telephone number, and e-mail address, 
if any, for each person(s) who will be in charge of the place of business. 

(Name) (Telephone Number) (E-mail Address) 

(Number and Street) (City) (Stare) (Zip ) 

d. The FULL first, middle (if no middle name, so indicate) and last name for any other person responsible for the conduct of applicant's lending 
activity in this state. 



(Name) (Name) 

e. The FULL first, middle (if no middle name, so indicate) and last name for any person (other than those persons listed above) that owns or 
controls, directly or indirectly, 10% or more of the applicant. 



(Name) (Name) 

7. Has the applicant been subject to any administrative action by any government agency, any criminal action, or any civil action involving an act 
of dishonesty, fraud, or deceit in California, any other state, or a foreign jurisdiction? 

D Yes D No 

If yes, provide copies of all pertinent court documents relating to the action and complete the following: 

Type of Action: D Administrative IH Criminal D Civil 

Name of Regulator, Agency or Plaintiff: 

Nature of Charges: 

Type of Resolution: 

Date of Resolution or Setdement: 



8. Does the applicant conduct or intend to conduct any other business at the applicant's proposed licensed place of business (Item Number 3 above)? 

D Yes D No 

If yes, describe any business being conducted or planned to be conducted on the applicant's premises. If the California Corporations Commis- 
sioner's authorization is not required because the products or services are of a supervised financial institution affiliated with the applicant, so 
indicate. 



• 
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9. Provide the name, address, and telephone number of the bonding agent to whom the Department can direct questions regarding the surety bond 
required in Exhibit B below. 



(Name of Bonding Agent) 



(Telephone Number) 



(Number and Street) (City) 

10. Complete the following as it applies to your proposed operations: 



(State) 



(Zip) 



a. In the table below, mark the type of collateral and enter the corresponding minimum loan amount for commercial and consumer loans applicable 
to your proposed method of operation. 



COMMERCIAL LOANS 


CONSUMER LOANS 


Collateral Type (check 
all that apply) 


Minimum Loan Amount 


Collateral Type (check 
all that apply) 


Minimum Loan Amount 


D Real Property 


$ 


D Real Property 


$ 


□ Personal Property 


$ 


n Personal Property 


$ 


□ Unsecured 


$ 


D Unsecured 


$ 



Note: The minimum loan amount for a commercial purpose loan is $5,000.00. A consumer purpose loan collateralized by real prop- 
erty must be $5,000.00 or more. 

b. Provide a short description of the applicant's business plan that includes any information necessary for the California Corporations Commis- 
sioner to have an understanding of the type of business that the applicant plans to conduct under this license. 



1 1. Has the applicant's offer and sale of securities been qualified in California? 

DYes DNo 

If no, check as applicable: 

n Applicant is exempt from qualification, and has filed any applicable notice of exemption with the Department. 

n Applicant has never offered or sold its securities in California or to a California resident. 

REQUIRED EXHIBITS: 

EXHIBIT A. Provide a balance sheet of the applicant prepared in accordance with generally accepted accounting principles and dated no more than 
90 days prior to the date this application is filed. Label the balance sheet as Exhibit A 

EXHIBIT B. Provide the original surety bond, including riders and endorsements, in the amount of $25,000. The instructions and bond form are 
enclosed. 

EXHIBIT C. Provide for each individual (natural person) named in Items 4, 5, and 6, a Statement of Identity and Questionnaire, along with fingerprint 
information and the cost of fingerprint processing. The Statement of Identity and Questionnaire form is enclosed. 

EXHIBIT D. SOLE PROPRIETOR ONLY: Complete the enclosed form entitled "Statement of Citizenship, Alienage, and Immigration Status For 
Application of Department of Corporations License or Certificate." 



• 
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EXHIBIT E. Complete the enclosed form entitled "Customer Authorization for Disclosure of Financial Records." 

EXHIBIT F. Provide a copy of the current Fictitious Business Name Statement filed with the county clerk. Label the document as Exhibit F. 

EXHIBIT G. ALL CORPORATE APPLICANTS INCORPORATED IN ANY STATE: Submit an original certificate of good standing or qualifica- 
tion executed by the Secretary of State of your state of incorporation, or other proper authority showing that the applicant is authorized to transact 
business in that state. The certificate must indicate the original date of incorporation. Label the document as Exhibit G. 

EXHIBIT H. ADDITIONAL REQUIREMENT FOR APPLICANTS INCORPORATED IN STATES OTHER THAN CALIFORNIA (FOREIGN 
CORPORATION) ONLY: Submit an original certificate of good standing or qualification executed by the California Secretary of State showing that 
the applicant is qualified to do business in California. Label the document as Exhibit H. 

EXHIBIT I. GENERAL PARTNERSHIP APPLICANTS ONLY: Submit a copy of the original partnership agreement. Label the document as Exhibit 
I. 

EXHIBIT J. APPLICANTS ORGANIZED IN ANY STATE AS A LIMITED PARTNERSHIP OR LIMITED LIABILITY COMPANY: Submit 
an original certificate of good standing or qualification executed by the Secretary of State of your state of organization, or other proper authority 
showing that the applicant is authorized to transact business in that state. The certificate must indicate the original date of organization. Label the 
document as Exhibit J. 

EXHIBIT K. ADDITIONAL REQUIREMENT FOR APPLICANTS ORGANIZED AS A LIMITED PARTNERSHIP OR LIMITED LIABILITY 
COMPANY IN STATES OTHER THAN CALIFORNIA (FOREIGN BUSINESS ENTITY) ONLY: Submit an original certificate of good standing 
or qualification executed by the California Secretary of State showing that the apphcant is qualified to do business in California. Label the document 
as Exhibit K. 

EXECUTION SECTION: Complete and sign the enclosed declaration. 

EXECUTION SECTION 

In the matter of the Application for a License under the California Finance Lenders Law, I, the undersigned, authorized to act on behalf of the appli- 
cant, declare that the following statements are true and correct: 

1. That the applicant has obtained and read copies of the California Finance Lenders Law (Division 9 of the California Financial Code) and the 
Finance Company Rules (Chapter 3, Title 10, California Code of Regulations) and is familiar with their content. 

2. That the applicant is not an operating subsidiary of a federally chartered bank or financial institution that is subject to oversight by the federal 
regulatory agency in accordance with federal law (12 U.S.C. § I et seq.). 

3. That the applicant agrees to comply with the requirements of the California Finance Lenders Law, the rules adopted, and the orders issued by 
the California Corporations Commissioner. 

4. That in the event of any change of its officers, directors, or any other persons named in this application, the applicant will file an amendment 
to the application containing the same information in relation to the new person(s) as is required in the application, within thirty days from the 
date of the change, with the California Corporations Commissioner. 

5. That the applicant will file with the California Corporations Commissioner an amendment to this application prior to any material change in the 
information contained in the application for licensure, including, without limitation, the plan of operation. 

6. That the applicant agrees to report any change of business location at least 10 days prior to the change. 

7. That the applicant for a broker's license agrees that a license issued pursuant to the California Finance Lenders Law does not provide the authority 
to broker loans to lenders that are not licensed as finance lenders as defined in Financial Code Section 22009, that loans will only be brokered 
to lenders licensed pursuant to the California Finance Lenders Law, and that finance lenders may not pay compensation for brokerage services 
(i.e., brokerage commission, finders fee, referral fees, etc.) to anyone not licensed as a broker under this Division, except for those exempt persons 
as provided for in Section 1451 of the Rules (10 C.C.R. § 1451). 

8. For purposes of Financial Code Secfions 22340 and 22600, when selling loans secured by real property to insfitutional investors, the applicant 
agrees that the source of funds will be exclusive of any funding advances from an insfitutional investor committed to purchasing the note. The 
practice commonly known as "table funding" is not permitted under the California Finance Lenders Law. 

9. That the applicant agrees that a license issued pursuant to the California Finance Lenders Law permits only employees to work under the license. 
Persons engaged in lending that are not employees may need to obtain a license under the Cahfomia Finance Lenders Law. 

10. That the applicant agrees that a license issued pursuant to the California Finance Lenders Law does not permit a hcensee to authorize locafions 
operated by persons other than employees of the licensee under some form of franchise or Ucense agreement (e.g., net branching). 

11. That the applicant agrees to obtain a new license issued pursuant to the California Finance Lenders Law for each additional location. 

12. That the applicant agrees to comply with limitafions on rates and charges for loans under the California Finance Lenders Law. 

13. That the applicant agrees to obtain the California Corporafions Commissioner's approval prior to engaging in other business at a licensed loca- 
fion, unless that other business is providing products or services of an affiliated supervised financial institufion. 

14. That the applicant agrees that real estate may not be taken as security for a consumer loan of less than $5,000. 
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1 5. That the applicant agrees that commercial loans of less than $5,000 are treated as consumer loans under the law. 

16. For high interest rate loans secured by real estate, that the applicant agrees to comply with the additional disclosure and consumer protection 
requirements of the Covered Loan Law (Financial Code Section 4970 et seq.). 

17. That the applicant agrees to not share borrower information with third parties without obtaining the express written consent of the borrower, 
as required by the California Financial Information Privacy Act (Financial Code Section 4050 et seq). 

18. That the applicant agrees to not charge interest on a loan secured by real estate for more than one day prior to the date the loan proceeds are 
disbursed from escrow. 

19. That the applicant will maintain adequate staff to meet the requirements of the California Finance Lenders Law, as prescribed by rule or order 
of the California Corporations Commissioner. 

20. That the applicant agrees to maintain accounting records that meet generally accepted accounting principles and demonstrate a net worth of 
at least $25,000 at all times. 

21 . That the applicant will file with the California Corporations Commissioner any report required by the Commissioner. 

22. That the applicant agrees to maintain books and records sufficient to document compliance with the California Finance Lenders Law. 

23. That the applicant will keep and maintain for 36 months from the date of final entry on any loan the business records and other information 
required by law or rules of the California Corporations Commissioner. 

24. That the applicant will maintain a register of all loans made or brokered under this license that will be updated at least monthly, and that the 
information maintained in the register will include the name and address of the borrower, account number, amount of loan, date of loan, terms, 
total of payments and the annual percentage rate, and that the register will also show the account number, name of borrower and payoff date 
of all loans paid in full. 

25. That the applicant will submit to periodic examinations by the California Corporations Commissioner as required by the California Finance 
Lenders Law. 

26. That the applicant agrees to pay for the costs of each examination. 

27. That the applicant, if located outside of the State of California, agrees to make available to the California Corporations Commissioner or the 
Commissioner's representatives, at a location in this state designated by the California Corporations Commissioner, or the Commissioner's 
representatives, the books, accounts, papers, records and files within 10 calendar days of any request from the Commissioner; or to pay the 
reasonable expenses for travel, meals, and lodging of the California Corporations Commissioner or the Commissioner' s representatives incurred 
during any investigation or examination made at the licensee's location outside this state. 

28. That the applicant agrees to pay an annual assessment each year of a minimum of $250 per location. 

29. That the applicant agrees to file an annual report by March 1 5 of each year. 

30. That the applicant agrees to maintain a surety bond of $25,000 at all times. 

3 1 . That the applicant hereby attests that the applicant (including officers, directors, general partners, persons responsible for the applicant' s lending 
activities in California and persons owning or controlling, directly or indirectly, 10% or more of the applicant) has not engaged in conduct that 
would be cause for denial of a license. (Only one declaration required for each applicant.) 

32. That, if applicable, the applicant will comply with the rules governing the filing of a fictitious business name as set forth in the Business and 
Professions Code, beginning at Section 17900. 

33. That the applicant will comply with the examination requirements concerning advertising pursuant to California Code of Regulations Section 
1550. 

34. By signing the application, the applicant hereby irrevocably appoints the California Corporations Commissioner of the State of California, or 
the Commissioner's successor in office, to be the undersigned's attorney to receive service of any lawful process in any noncriminal suit, action 
or proceeding against the undersigned, or the undersigned's successor, executor, or administrator which arises under the California Finance 
Lenders Law or any rule or order thereunder after this consent has been filed, with the same force and validity as if served personally on the 
undersigned. For the purpose of compliance with the California Finance Lenders Law of the State of California, notice of the service and a copy 
of process must be sent by registered or certified mail to the undersigned at the following address: 

(Name) 
(Number and Street) (City) (State) (Zip Code) 
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Indicate the name, title, address, telephone number, and e-mail address of the person who should be contacted for information regarding this applica- 
tion. The license will also be mailed to this person unless otherwise instructed. 

Attention: 

(Name) (Title) (Telephone Number) 

(Number and Street) (City) (State) (Zip Code) 

(Email Address) 

WHEREFORE, applicant requests that a license be issued by the California Corporations Commissioner authorizing applicant to engage in business 
under the California Finance Lenders Law within the State of California. 

The applicant has duly caused this application to be signed on its behalf by the undersigned, thereunto duly authorized. 

The undersigned, on behalf of the applicant, acknowledges that this application and all exhibits thereto which are not designated as confidential are 
subject to public inspection pursuant to Section 250.9. ] , Chapter 3, Title 1 0, California Code of Regulations. A request for confidentiality of certain 
documents may be requested pursuant to Section 250. 10. If a request for confidential treatment is granted (or denied), the person making such request 
will be notified in writing. 

I declare under penalty of perjury under the laws of the State of California that 1 have read the foregoing application, including all Exhibits attached 
thereto, or filed therewith, and know the contents thereof, and that the statements therein are ttue and correct. The signer of this declaratiom must 
be named in either Section 4, 5, or 6 of this application. 



(Applicant) 
Executed at 



(City, County, and State) (Signature of Declarant) 

Date 



(Typed Name of Declarant) 



(Title) 
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STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

INSTRUCTIONS FOR FILING OF SURETY BOND 
EXHIBIT B 

Tliis exhibit contains the approved format for the Surety Bond as required by Financial Code Section 221 12. Every licensee is required to obtain and 
maintain a surety bond. 

The original surety bond must be filed with an application and must include all of the following: 

1. The signature of the attorney-in-fact for the surety company. 

2. A notarized signature of the attorney-in-fact. 

3. A power of attorney from the surety company. 

4. Legal name of the licensee. Business name(s), if applicable, may also be included. 

5. The signature of the licensee. 

6. A notarized signature of the licensee. 



EXHIBIT B 
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BEFORE THE 

DEPARTMENT OF CORPORATIONS 

OF THE 

STATE OF CALIFORNIA 

EXHIBIT B 

BOND OF FINANCE LENDER AND/OR BROKER 
FINANCIAL CODE SECTION 221 J 2 

Bond No. 
KNOW ALL MEN BY THESE PRESENTS: 
That we 



as Principal, wiiose address for service is 



(Street Address, City, State and ZIP Code) 

and , a corporation, 

created, organized and existing under and by virtue of the laws of the State of 



and an admitted Surety insurer authorized to transact a general Surety business in the State of California, as Surety whose address for service 



(Street Address, City, State and ZIP Code) 

are held and firmly bound unto the Commissioner of Corporations of the State of California, for the use thereof and for the use of any person or persons 
who may have a cause of action against the Principal under the provisions of the California Finance Lenders Law and all laws amendatory thereof 

and supplementary thereto now and hereafter enacted, in the total aggregate penal sum of Dollars ($ ) (see 

Financial Code Section 221 1 2). lawful money of the United States of America, to be paid to the Commissioner of Corporations of the State of Califor- 
nia, or to any person or persons, for the use and benefit aforesaid, for which payment well and truly to be made, we bind ourselves, our heirs, executors, 
administrators, successors and assigns, jointly and severally firmly by these presents. 

The condition of the above obligation is such that — 

WHEREAS, The above-named Principal has made application to the Commissioner of Corporations of the State of California for a license to 
engage in business under and pursuant to the provisions of the California Finance Lenders Law, and is required under the provisions of the California 
Finance Lenders Law to furnish a bond in the sum above named, conditioned as herein set forth: 

NOW, THEREFORE, The Principal, and any and all agents and employees representing the Principal, shall faithfully conform to and abide by 
the provisions of the California Finance Lenders Law and all laws amendatory thereof and supplementary thereto now and hereafter enacted, and 
of all rules and regulations lawfully made by the Commissioner of Corporations of the State of California under the California Finance Lenders Law 
and shall honestly and faithfully apply all funds received and shall faithfully and honestly perform all obligations and undertakings under the Califor- 
nia Finance Lenders Law, and shall pay to the Commissioner of Corporations of the State of California and to any person or persons, for the use and 
benefit aforesaid, any and all moneys which become due or owing the State or to any such person or persons from the Principal under and by virtue 
of the provisions of the California Finance Lenders Law. 

This bond is subject to the following provisions: 

1. That any person who sustains an injury covered by this bond may, in addition to any other remedy that he or she may have, bring an action 
in his or her own name upon this bond for the recovery of any damages sustained by him or her. 

2. That the total aggregate liability of the Surety or sureties herein shall be hmited to the payment of Dollars 

($ ) (insert amount of the bond). 

3. This bond may be canceled by the Surety in accordance with the provisions of Sections 996. 320 and 996.330 of the Code of Civil Procedure 
of the State of California. 

4. That, in the event either the Principal and/or the Surety under this bond are served with notice of any action commenced against the Principal 
or the Surety under the bond, the Principal and Surety as each is served with notice of action shall respectively and, within 10 days, give written notice 
of the filing of such action to the Commissioner of Corporations of the State of California, at the Los Angeles office of the Department of Corporations. 

5. That, in the event the Surety under this bond makes full or partial payment on this bond the Surety shall immediately give written notice of 
such full or partial payment to the Commissioner of Corporations of the State of California, at the Los Angeles office of the Department of Corpora- 
tions. 
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6. Thai the effective date of this bond shall be 



Signature of Principal 



Typed or Printed Name of Principal 



Executed at (City and State) 



1 certify (or declare) under penalty of perjury under the laws of the State of California that I have executed the foregoing bond under an unrevoked 
power of Attorney. 

Executed in on 



(City and State) (Date) 



EXHIBIT B 



Signature of Attorney-in-Fact 
for Surety 



Printed or typed name of 
Attorney-in-Fact for Surety 



ALL OF THE ABOVE SIGNATURES MUST BE NOTARIZED 



Page 416.16 Register 2007, No. 45; 11-9-2007 



Commissioner of Corporations 






DEPARTMENT OF CORPORATIONS 

STATE OF CALIFORNIA 

EXHIBIT C 



File Number, if any 



Licensee (Company Name) 

Insert Department of Corporations file number, if any, and the 
name of the Hcensee (company) to which this Statement of Identity 
and Questionnaire relates. 



STATEMENT OF IDENTITY AND QUESTIONNAIRE 



Exact Full Name 



First Name Middle Name 

(Do not use initials or nicknames) 



Last Name 



Position to be filled in connection with the preparation of this questionnaire (e.g. Officer, Director, Manager, etc.). 



Sex 



Hair 



Eyes 



Bithdate 



Social Security Number 

See Commissioner's Release 2-G regarding 
whether furnishing the social security number is 
mandatory or voluntary and for a description of the 
use made of that information. 

Residence 
Phone Number 



Height_ 



Birthplace 



California Driver's License Number 
(if none, so state) 



Business 
Phone Number 



Weight 



Email 
Address 



Hours of Employmenta 
(e.g., 8:00 a.m. to 5:00 p.m.) 



From 


To 


Street 




City 


State 


Zip Code 


Present 
























































Attach separate schedule if space is not adequate. 
£A'///fi/rC(FS512SIQ) 
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Insert Full Name 
of Individual: 



Insert Licensee 
(Company Name): 



2. Employment for the last 10 years: 



From 


To 


Employer Name and Address 


Occuption and Duties 




Present 







































Attach separate schedule if space is not adequate. 

3. a. Have you ever been named in any order, judgment or decree of any court or any governmental agency or administrator, temporarily or perma- 
nently restraining or enjoining you from engaging in or continuing any conduct, practice or employment? 

D Yes D No 

If the answer is "Yes", give details: 



Attach a copy of any order, judgment or decree. 

b. Are you currently, or have you been within the last ten years, under federal, state or local investigation for possible violation of any law, ordi- 
nance, or licensing or regulatory scheme? 



El Yes DNo 



If the answer is "Yes", give details: 



4. a. Are you currently licensed to engage in financial business in this state or any other state? 



D Yes DNo 



Financial business means securities broker-dealer or agent, investment adviser or investment adviser representative, financial planner, insurance 
agent, escrow agent, finance lender or broker, mortgage lender or servicer, real estate broker, payday lender, financial institution, bill payer or 
prorater, commodity sales person, certified public accountant, or any other business involving investment or financial transactions. 

If the answer is "Yes", describe in the chart below the following for each license: 



License Period 


License Number 


Type of License/Business 


Name and Address of Licensing Entity 


From: 
To: 








From: 
To: 









Attach separate schedule if space is not adequate. 
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Insert Full Name Insert Licensee 

oflndividual: (Company Name): 



b. Have you ever been refused a license to engage in any business in this state or any other state, or has any such license ever been suspended, 
revoked, or surrendered subject to a settlement, or any other similar action? 

D Yes DNo 

If the answer is "Yes", give details: 



Attach a copy of any settlement. 

5. Have you ever been convicted of or pleaded nolo contendere to a misdemeanor or felony other than minor traffic citations that do not constitute 
a misdemeanor or felony offense? 

"Convicted" includes a verdict of guilty by judge or jury, a plea of guilty or of nolo contendere or a forfeiture of bail. All convictions must be 
disclosed even if the plea or verdict was thereafter set aside and the charges against you dismissed or expunged or if you have been pardoned. 
Convictions occurring while you were a minor must be disclosed unless the record of conviction has been sealed under Section 1203.45 of the 
California Penal Code or Section 781 of the California Welfare and Institutions Code. 

n Yes DNo 

If the answer is "Yes", give details: 



Attach a copy of any order, judgment or decree. If a conviction was entered under Section 231 52(a) of the Vehicle Code, attach a written declara- 
tion stating whether drugs were involved. 



6. Have you ever been a defendant in a civil court action other than divorce, condemnation or personal injury? 

If the answer is "Yes", please complete the following: 

Date of suit Location of court 



D Yes DNo 



Nature of suit 



Attach a copy of any order, judgment or decree. 
7. Have you ever been a subject of a bankruptcy or a petition in bankruptcy? 

If the answer is "Yes", give date, title of case, location of bankruptcy filing: 



D Yes DNo 



8. Have you ever been refused a bond, or have you ever had a bond revoked or canceled? 
If the answer is "Yes", give details: 



n Yes DNo 



9. Have you ever changed your name including a woman's maiden name, or ever been known by any name other than that herein listed? 

n Yes DNo 

£X///5/rC(FS512SIQ) 
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Insert Full Name Insert Licensee 

of Individual: (Company Name): 



If so, explain. Change in name through marriage or court order and exact date of each name change must be listed. 



10. Have you ever done business under a fictitious firm name either as an individual or in any form of business, e.g., partnership limited liability 
company, corporation or other? 

n Yes DNo 

If the answer is "Yes", give details: 



The following questions must be answered by all persons submitting this questionnaire in connection with an ESCROW AGENT'S LICENSE. 

11. In what capacity will you be employed? 

(e. g., Clerk, Escrow Officer, Manager, Officer, Director, etc.) 

1 2. Do you expect to be a party to, or broker or salesman in connection with escrows conducted by the escrow company which is employing you? 

D Yes DNo 

If the answer is "Yes", give details: 



This statement will be considered conHdential information and will be filed and maintained as part of the confiden- 
tial records not subject to public inspection. 



£X///fi/rC(FS512SIQ) 
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VERIFICATION 

I, the undersigned, state that I am the person named in the foregoing Statement of Identity and Questionnaire; that I have read and signed said State- 
ment of Identity and Questionnaire and know the contents thereof, including all exhibits attached thereto, and that the statements made therein, includ- 
ing any exhibits attached thereto, are true, and that I have not omitted any information needed to make this document true. 

This verification may be made either before a Notary Public or as a declaration under penalty of perjury. This form MUST be executed before a Notary 
Public if it is executed OUTSIDE the State of California. 

I certify/declare under penalty of perjury that 
the foregoing is true and correct. 

Executed at 



(City) 



(County) (State) 
this day of , 20_ 



(Print Name) 



(Signature of Individual) 



State of ) 

County of ) 

Date , 20 

at 

(Signature of Individual) 
Subscribed and sworn to before me 
,20 



Notary Public in and for said County and State 



EXHIBIT C(FS 512 S]Q) 
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STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

INSTRUCTIONS FOR CUSTOMER AUTHORIZATION 
FOR DISCLOSURE OF FINANCIAL RECORDS FORM 

Enclosed is a Customer Authorization for Disclosure of Financial Records form. The California Corporations Commissioner is authorized to require 
SLich authorization from licensees and other persons pursuant to the authority cited in Financial Code Section 22156. 

The form must be properly executed and submitted to the Department of Corporations. 

If additional authorization forms are needed, they may be obtained from any office of the Department of Corporations or the Department's website 
(www.corp.ca.gov), or an accurate copy of the form may be used by applicant. 



• 



EXHIBIT E 
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STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

CUSTOMER A UTHORIZATION FOR DISCLOSURE OF 

FINANCIAL RECORDS 

EXHIBIT E 



• 



Pursuant to Financial Code Section 22156 and Government Code Section 7473, any financial institution, wherever situated, possessing financial 
records of 



(Name of Applicant as appears on Application) 

Licensed under the CALIFORNIA FINANCE LENDERS LAW 

is hereby authorized to disclose to the California Department of Corporations records of the above-named business licensed under the above-de- 
scribed Act, whether such records relate to accounts which have been closed, accounts which are currently maintained, or accounts which are hereaf- 
ter established. 

This authorization is effective as of the date of execution and shall remain effective until five years after the expiration or revocation of the above- 
named business licensed under the above-described Act, including renewals of such license. 

This authorization may not be revoked. 

The terms used in this authorization shall have the definitions contained in the California Right to Financial Privacy Act (Government Code Section 
7460 el seq.), and the California Finance Lenders Law (Financial Code Section 22000 et seq.). 

The above-named licensee has duly caused this authorization to be signed on its behalf by the undersigned, thereunto duly authorized. 

Executed on at 



(Provide date and city where executed) 



(Name of Licensee) 



By 



(Signature) 



(Title) 



NOTE: Authority cited: Section 22150. Financial Code. Reference: Sections 
22000, 22100, 2210L 22101.5, 22102, 22103, 22104, 22105, 22106, 22107, 
22108, 221 12, 22153, 22154, 22157 and 22159, Financial Code. 

History 

1. New section filed 3-18-2002 as an emergency; operative 3-18-2002 (Register 
2002, No. 12). A Certificate of Compliance must be transmitted to OAL by 
7-16-2002 or emergency language will be repealed by operation of law on the 
following day. 

2. New section refiled 7-10-2(X)2 as an emergency; operative 7-15-2(X)2 (Regis- 
ter 2002, No. 28). A Certificate of Compliance must be transmitted to OAL by 
1 1-12-2002 or emergency language will be repealed by operation of law on the 
following day. 

3. Certificate of Compliance as to 7-10-2002 order, including amendments, trans- 
mitted to OAL 10-30-2002 and filed 12-16-2002 (Register 2002, No. 51). 

4. Editorial correction implementing amendments from 12-16-2002 order and 
amending History 3 (Register 2003, No. 20). 



5. Amendment of section and new Note filed ll-7-2(X)7; operative 12-7-2007 
(Register 2007, No. 45). 



§ 1423. Short Form Application for Licensees Seeking 
Additional Location License; Form. 

(a) The application for a licensee seeking an additional location license 
pursuant to Financial Code Section 22102(b) shall be filed upon the form 
set forth in subdivision (b) of this section. An applicant under this section 
must currently hold a valid finance lender or broker license pursuant to 
Financial Code Sections 22100 and 2210L 

(b) An application for a licensee as set forth in subdivision (a) shall be 
submitted to the California Corporadons Commissioner on the following 
form: 
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STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

INSTRUCTIONS FOR COMPLETING 

THE SHORT FORM APPLICATION FOR A LICENSE 

UNDER THE CALIFORNIA FINANCE LENDERS LAW (CELL) 

ASSISTANCE WITH THE APPLICATION 

Refer to these instructions while completing the CELL short form application. If you have questions about the application that are not answered by 
these instructions, call the Department of Corporations' toll-free telephone number at (866) 275-2677. Department personnel cannot provide indi- 
vidual legal or accounting advice. Applicants who need such advice must consult a qualified professional. 

FEES AND PROCESSING OF THE APPLICATION 

The application and any attachments must be typewritten. The signature must be original and not a copy. Attach additional sheets if you need more 
space to complete an answer to any of the questions and label the answers by the corresponding question number. Answer every question in the ap- 
plication. 

A CFLL licensee seeking to engage in business at an additional location must submit this application to the California Corporations Commissioner 
by certified mail, return receipt requested, at least 10 days before engaging in business at the location. 

The application must be accompanied by a nonrefundable application fee of $200 and an investigation fee of $100. The application fee and investiga- 
tion fee are not refundable if the application is denied or withdrawn. 

Make the check payable to the Department of Corporations for the total amount of all fees. The application, attachments, and fees must be filed only 
in the Los Angeles office of the Department of Corporations, located at 320 West 4th Street, Suite 750, Los Angeles, California 90013. 

THE CFLL SHORT FORM APPLICATION 

The headings used in these instructions correspond to the item numbers in the application. 

ITEM NUMBER 1 OF APPLICATION: 

Name of Applicant: 

Provide the applicant's legal name. Some foreign entities are required by the California Secretary of State's office to use an assumed name for all 
business they conduct in California. These entities should provide that assumed name as the "Name of Applicant" and may only use that name. These 
entities are not permitted to use a fictitious business name. 

Fictitious Business Name: 

An applicant that intends to conduct CFLL business under a fictitious business name that is different from its legal name should provide the fictitious 
business name here. Provide the name that appears on the Fictitious Business Name Statement as filed with the county clerk. 

The use of a fictitious business name is not permitted for a new location unless the Department of Corporations has already approved the use of that 
name. If the fictitious business name has not been approved by the Department of Corporations, approval of a new fictitious business name may be 
requested from the Department of Corporations by submitting under separate cover a copy of the Fictitious Business Name Statement with the "filed 
stamp" from the county clerk's office. The applicant's name must appear as a registrant on the Fictitious Business Name Statement. This document 
should be forwarded along with a written request to CFLL Licensing Specialist, Department of Corporations, 320 West 4th Street, Suite 750, Los 
Angeles, California 90013. Applicants who intend to conduct business under a fictitious business name are required to comply with the rules govern- 
ing the filing of a fictitious business name as set forth in Business and Professions Code Section 17900 et seq. 

ITEM NUMBER 2 OF APPLICATION: 

Applicant's Licensed Place of Business: 

Provide the applicant's complete proposed place of CFLL business, including number and street, city, county, state, zip code, telephone number, 
and fax number. 

ITEM NUMBER 3 OF APPLICATION: 

Individual in Charge of this Location: 

Each office must have a person who is in charge. Provide the full name of the individual who will be in charge of this location. If the applicant has 
no middle name, indicate, e.g. "John [no middle name] Smith." 

Statement of Identity and Questionnaire: 

The individual named in Item Number 3 of the application must complete and submit a Statement of Identity and Questionnaire. If a Statement of 
Identity and Questionnaire has already been provided to the Department for the individual named in Item Number 3, there is no need to complete 
the form. The same individual cannot be in charge of multiple locations, and each location must have an individual in charge. 

The 10-year employment and residence history in the Statement of Identity and Questionnaire must be complete and accurate. Attach copies of all 
pertinent court and other documents requested. The Statement of Identity and Questionnaire must be notarized if executed outside the State of Califor- 
nia. 



Page 416.24 Register 2007, No. 45; 11-9-2007 



• 



• 



Title 10 Commissioner of Corporations § 1423 

ITEM NUMBER 4 OF APPLICATION: 

Applicant's Pbo of Bosmess: 

Mark the appropriate box with either a "yes" or "no" response to indicate if there has been any change in the plan of business of making or brokering 
loans or other business that was previously submitted to the Department of Corporations. If "yes", explain the change. 



UMBER 5 O 
ApplScanilt's License Niimber: 
Provide the existing license number and address of at least one other CFLL license currently held by the applicant. 

ITEM NUMBER 6 OF APPLICATION: 

Responsible Officer or Compliance Person: 

Provide the name, title, address, email address, and telephone number of the contact person to whom questions regarding the filing of this application 
should be directed. The responsible officer or compliance person must be from the main office of the company, and may not be a branch manager. 

SIGNATURE SECTION: 

Provide the required information. The Signature Section must be signed by an officer who has previously completed and submitted a Statement of 
Identity and Questionnaire to the Department of Corporations. 

The application must be signed by the applicant if a sole proprietor, by a general partner if a partnership, or by an authorized officer, if a corporation. 

(Department of Corporations Use Only) 

DEPARTMENT OF CORPORATIONS 
Fee Paid $ 

File No. 

Receipt No. 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

"SHORT FORM APPLICATION" 

FOR A LICENSE UNDER THE 

CALIFORNIA HNANCE LENDERS LAW 

FOR A LICENSEE CURRENTLY HOLDING ONE OR MORE LICENSES 

This application must be accompanied by a nonrefundable application fee of $200 and a nonrefundable investigation fee of $100. (Financial Code 
Section 22103.) The application (together with the fees payable to the Department of Corporations) must be filed ONLY in the Los Angeles office 
of the Department of Corporations, located at 320 West 4th Street, Suite 750, Los Angeles, CA 90013. 

A licensee seeking to engage in business at a new location must submit this application to the California Corporations Commissioner by certified 
mail, return receipt requested, at least 10 days before engaging in business at the new location. 

A license issued pursuant to the California Finance Lenders Law permits only employees to work under the license. Persons engaged in lending that 
are not employees may need to obtain a license under the California Finance Lenders Law. In addition, a license issued pursuant to the California 
Finance Lenders Law does not permit a licensee to authorize locations operated by persons other than employees of the licensee under some form 
of franchise or license agreement (e.g., net branching). 

1 . Name of applicant: 

Fictitious Business Name (FTBN): 

(FBN must already be on file with the Department. [Financial Code Section 22102(e)]) 

(If the applicant seeks to do business under a FBN that has not been previously approved by the Department of Corporations (Department), additional 
information will need to be submitted under separate cover. Use of a new proposed FBN is not allowed until such time as written approval is received 
from the Department approving the use of such name. Approval of a new FBN may be requested by submitting under separate cover a copy of the 
Fictitious Business Name Statement with the "filed stamp" from the county clerk's office along with a written request. The applicant's name must 
appear as a registrant on the Fictitious Business Name Statement. Refer to Section 17900 of the Business and Professions Code for the requirements 
for filing the Fictitious Business Name Statement. (Financial Code Section 22155) 

2. Applicant's licensed place of business will be located at (Financial Code Section 22106): 

(Number and StreeO (City) (County) (State) (Zip) 

(Telephone Number) (Fax Number) 
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3. The FULL first, middle (if no middle name, so indicate) and last name of the individual in charge of this location. Each office must have a person 
who is in charge and the same individual cannot be in charge of multiple locations. 

='= (Last Name) (First Name) (Middle Name) 

(*Complete a Statement of Identity and Questionnaire (FS 512 SIQ). The form is located on the Department of Corporations' website at 
www.corp.ca.gov and is printed as Exhibit C in Section 1422. If the Statement of Identity and Questionnaire form has already been provided 
to the Department for this individual, there is no need to provide another form. (Financial Code Section 22105)) 

4. Indicate by marking the appropriate box if there has been or will be ANY CHANGE in the applicant's plan of business of making or brokering 
loans or other business as described in Financial Code Section 22LS4 that was previously submitted to the Department. If "yes", provide explana- 
tion. 

[ ] Yes (explain) 



[ ] No 
5. Provide license number and address of one other California Finance Lenders Law license held by this applicant. 

License Number Address 



Provide the name, title, address, email address, and telephone number of the person to contact regarding this application. The license will also 
be mailed to this person unless otherwise instructed. The name of the person must be a responsible officer or compliance person from the main 
office of the company. The name of the branch manager does not belong here. 



Attention: 








(Name) 




(Title) 




(Number and Street) 


(City) 


(State) 


(Zip Code) 



(Email Address) (Telephone Number) 

In the event of the issuance of a license, applicant agrees to comply with the requirements of the California Finance Lenders Law and rules adopted, 
and orders issued, by the California Corporations Commissioner, and further agrees that in the event of any change of its officers, directors, or any 
other persons named in this application, that an amendment to the application containing the same information in relation to the new person(s) as 
is required in the application shall be filed with the California Corporations Commissioner within thirty days from the date of the change. (California 
Code of Regulations Section 1409 (10 C.C.R. §1409.)) 

WHEREFORE, applicant requests that a license be issued by the California Corporations Commissioner authorizing applicant to engage in business 
under the California Finance Lenders Law within the State of California. 

If the proposed location in Item Number 2 is out-of-state, applicant agrees to make its books and records available in this state, or pay the reasonable 
expenses incurred during an investigation or examination outside this state. 

The applicant has duly caused this application to be signed on its behalf by the undersigned, thereunto duly authorized. 

The undersigned, on behalf of the applicant, acknowledges that this application and all exhibits thereto which are not designated as confidential are 
subject to public inspection pursuant to Section 250.9.1, Chapter 3, Title 10, California Code of Regulations. A request for confidentiality of certain 
documents may be requested pursuant to Section 250.10. If a request for confidential treatment is granted (or denied), the person making such request 
will be notified in writing. 

I declare under penalty of perjury that I have read the foregoing application, including all Exhibits attached thereto, or filed therewith, and know the 
contents thereof, and that the statements therein are true and correct. 



(Applicant) 
Executed at 



(City, County, and State) (Signature of Declarant) =* 

Date 



(Typed Name of Declarant) 
(Title)* 
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*This Short Form Application must be signed by an officer who has PREVIOUSLY completed and submitted a Statement of Identity and 
Questionnaire. No other officer is authorized to sign documents on behalf of the applicant. 



NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22101, 22102 and 22106, Financial Code. 

History 

1 . New section filed 3-1 8-2002 as an emergency; operative 3-1 8-2002 (Register 
2002, No. 12). A Certificate of Compliance must be transmitted to OAL by 
7-16-2002 or emergency language will be repealed by operation of law on the 
following day. 

2. New section refiled 7-10-2002 as an emergency; operative 7-15-2002 (Regis- 
ter 2002, No. 28). A Certificate of Compliance must be transmitted to OAL by 
11-1 2-2002 or emergency language will be repealed by operation of law on the 
following day. 

3. Certificate of Compliance as to 7-10-2002 order transmitted to OAL 
10-30-2002 and filed 12-16-2002 (Register 2002, No. 51). 

4. Amendment of section and new Note filed 11-7-2007; operative 12-7-2007 
(Register 2007, No. 45). 



^^ 



le 3c Books, Records and 
Examinatioiis 

§ 1425. Books and Records: To Be Maintained at the 
Ucensed Place of Business. 
Except as otherwise provided by Section 22158 of the Financial Code, 
a finance company shall always maintain its books, records, and accounts 
at its licensed location. The individual loan records required to be main- 
tained shall include at least the following: The Statement of Loan or other 
disclosure statements used to comply with Section 22337 of the Financial 
Code, Security Agreement or Wage Assignment, Promissory Note, Loan 
Application, Payment Record, Escrow Closing Statement (if applicable). 
Insurance Policies or memoranda, when insurance other than Credit In- 
surance has been sold, and such records as the Commissioner may desig- 
nate. 

NOTE: Authority cited: Secfion 22150, Financial Code. Reference: Sections 
22156, 22157, 22158, 22337 and 22709, Financial Code. 

History 
1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 



53). 

2. Amendment of NoTi£ filed 5-16-84; effective thirtieth day thereafter (Register 

84, No. 20). 

3. Amendment filed 2-21-85; effective thirtieth day thereafter (Register 85, No. 
8). 

4. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 100, title 1, California Code of Regulations (Register 95, No. 
24). 

§1426. Same: Standard for Keeping. 

A finance company shall maintain its books, accounts and records in 

accordance with generally accepted accounting principles and good 

business practice. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22156, 22157 and 22709, Financial Code. 

History 

1 . New NOTE filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment of NOTE filed 2-21-85; effective thirtieth day thereafter; (Register 

85, No. 8). 

3. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 100, title 1 , California Code of Regulations (Register95, No. 
24). 

§ 1427. Same: Must Be Separate. 

A finance company shall install and maintain separate loan records for 
each licensed loan business in accordance with the provisions of this ar- 
ticle, in order to distinguish each licensed loan business and operations 
from other licensed loan business or operations subject to this subchap- 
ter. A finance company shall install and maintain separate loan records 
from those loan records maintained by any other business that is trans- 
acted at the same office, room, or place of business. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22156, 22157 and 22709, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 
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2. Amendment filed 2-21-85; effective thirtieth day thereafter (Register 85, No. 
8). 

3. Change without regulatory effect amending section and Notk filed 6-14-95 
pursuant to section 1 00, title 1 , California Code of Reeulations (Register 95, No. 

24). 

4. Amendment filed 8-4-98; operative 9-3-98 (Register 98, No. 32). 

§ 1428. Loan Documents: When Loan Bs Transferred 
Within a Company. 
Except as otherwise provided by Section 22158 of the Financial Code, 
whenever any loan is transferred within the same company outside the 
State for any reason, or to an unlicensed affihate wherever located for any 
reason, a finance company shall maintain at its licensed location, the 
original or exact copy of the Statement of Loan and any other disclosure 
statement used to comply with Section 22337 of the Financial Code, Pay- 
ment Record and a record identifying the loan, the date of transfer, and 
the receiving office. However, except as otherwise provided by Section 
22158, when a loan is sold, transferred, or assigned to another hcensed 
location of the same company within the State of California, only a record 
identifying the loan, the date of transfer, and the receiving office need be 
maintained by the sending office and thereafter the branch office receiv- 
ing said loan shall maintain the required documents in its files. 
NOTE: Authority cited: Secnon 22150, Financial Code. Reference: Sections 
22156, 22157, 22158, 22337 and 22709, Financial Code. 

History 

1 . Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment filed 5-16-84; effective thirtieth day thereafter (Register 84, No. 
20.) 

3. Amendment filed 2-21-85; effective thirtieth day thereafter (Register 85, No. 
8). 

4. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 100, title 1, California Code of Regulations (Register 95, No. 

24). 

§ 1429. Loan Documents: When Loan Ss Transferred 
Outside a Company. 
Except when otherwise provided by Section 22158 of the Financial 
Code, whenever any loan is sold, transferred or assigned to an unaffiliat- 
ed entity, the finance company relinquishing the loan shall maintain at 
its licensed locafion the original or an exact copy of the application for 
a loan and all papers and other documents relating to such transaction, as 
provided by the Law. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22156, 22157, 22158 and 22709, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment filed 2-21-85; effecfive thirtieth day thereafter (Register 85, No. 
8). 

3. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 100, title 1, California Code ofRegulations (Register 95, No. 

24). 

§ 1430. Annual Report. 

NOTE: Authority cited: Section 22400, Financial Code. Reference: Section 22408, 
Financial Code. 

History 

1 . Amendment filed 1-6-76; effective thirtieth day thereafter (Register 77, No. 2). 

2. Repealer filed 4-14-83; effective thirtieth day thereafter (Register 83, No. 16). 



§1430.5. 

The annual report required under Section 22159 of the Financial Code 
shall be submitted on forms furnished by the Commissioner. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22159 and 22160, Financial Code. 

History 

1. New section filed 4-14-83; effective thirtieth day thereafter (Register 83, No. 
16). 

2. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 1 00, title 1 , California Code ofRegulations (Register 95, No. 

24). 



§1431. Special Report. 

A special report required by the Commissioner under Financial Code 
Section 22159(b) shall be signed by the licensee if an individual, by a 
general partner if a partnership, or by an authorized officer, if a corpora- 
tion. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Section 
22159(b), Financial Code. 

History 

1 . Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment filed 2-21-85; effective thirtieth day thereafter (Register 85, No. 
8). 

3. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 100, title 1 , California Code ofRegulations (Register 95, No. 
24). 

4. Amendment of section and Note filed 8-4-98; operative 9-3-98 (Register 98, 
No. 32). 

§1433. Forms. 

(a) A finance company shall only use a loan form which the company 
has determined to be in compliance with applicable state and federal law. 

(b) All printed matter contained in loan forms used by a finance com- 
pany shall be in not less than 8-point type, except that printed captions 
in "boxes" may be 6-point type. 

(c) A finance company is prohibited from using a loan form after writ- 
ten notice of objection by the Commissioner to such form has been deliv- 
ered to such finance company or its representative. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Secfions 
22150, 22156, 22161, 22163, 22164, 22250 and 22714, Financial Code. 

History 

1 . Amendment filed 9-12-79; effective thirtieth day thereafter (Register 79, No. 
37). 

2. Amendment filed 10-18-79; effective thirtieth day thereafter (Register 79, No. 
42). 

3. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

4. Change without regulatory effect amending subsections (a), (d) and Note filed 
6-14-95 pursuant to section 100, title 1 , California Code ofRegulations (Regis- 
ter 95, No. 24). 

5. Amendment of subsection (a), repealer of subsection (d), and amendment of 
Note filed 8^-98; operative 9-3-98 (Register 98, No. 32). 

§ 1434. Forms: Limitations on Distribution. 

A finance company shall not distribute any forms or documents used 
in connection with the making of a loan to any merchants, repairmen, or 
persons who are not prospecfive borrowers of the finance company for 
the distribution or exhibition by the merchants, repairmen, or persons to 
prospective borrowers. This provision does not apply to a form used sole- 
ly to procure preliminary credit information and which is not signed or 
to be signed by the prospective borrower. 

NOTE: Authority cited: Secfion 22150, Financial Code. Reference: Sections 
22000, 22004, 22009, 22150 and 22161, Financial Code. 

History 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code ofRegulations (Register 95, No. 24). 

3. Amendment of section and Note filed 8-4-98; operative 9-3-98 (Register 98, 

No. 32). 

§ 1435. Closing Statement and Escrow instructions. 

A finance company shall retain a copy of the escrow instructions and 
the closing statement issued by the escrow holder for any loan secured 
by real property where the loan proceeds were disbursed to an indepen- 
dent escrow holder. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22156, 22157 and 22709, Financial Code. 

History 

1 . New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Amendment of Note filed 2-21-85; effective thirtieth day thereafter (Register 
85, No. 8). 

3. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code ofRegulations (Register 95, No. 24). 
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4. Amendment filed 8-4-98; operative 9-3-98 (Register 98, No. 32). 

§ 1436. Nontraditional, Adjustable Rate and Mortgage 
Loan Products. 

(a) Best Practices. Every finance company shall implement best prac- 
tices to manage loan product risk on a continiious basis. These best prac- 
tices shall include practices set forth in the Guidance on Nontraditional 
Mortgage Product Risks published on November 1 4. 2006 by the Confer- 
ence of State Bank Supervisors and the American Association of Resi- 
dential Mortgage Regulators, which is hereby incorporated by reference, 
and the Statement on Subprime Mortgage Lending published on July 1 7, 
2007 by the aforementioned entities and the National Association of 
Consumer Credit Administrators, which is hereby incorporated by refer- 
ence. Both publications are collectively referred to herein as the "Guid- 
ance" and are available on the Department's web site at 
www.corp.ca.gov. For purposes of this section, "best practices" shall 
mean lawful processes, policies, and procedures to manage risks 
associated with use of nontraditional mortgage products and adjustable 
rate mortgage products as defined and prescribed by the Guidance. 

(b) Written Compliance Report. In a separate written document, sub- 
mitted as an addendum to its annual financial report required under Sec- 
lion 22159 of the Financial Code, every finance company shall state 
whether it made or arranged nontraditional mortgage products and ad- 
justable rate mortgage products, as defined by the Guidance, during the 
reporting period covered by the annual report. If any such loans were 
made or arranged, the finance company shall also explain how it has im- 
plemented best practices and explain whether and how it has put into ef- 
fect the following internal controls or procedures during the reporting pe- 
riod: adopted processes, policies and procedures to ensure compliance 
with the Guidance; designated a compliance officer (including contact 
informafion of that officer) to ensure compliance with the Guidance; im- 
plemented a consumer complaint process to resolve consumer com- 
plaints involving loans covered by the Guidance; and educated em- 
ployees and agents to help them understand how to apply the best 
pracfices. In addition, the finance company shall indicate the number of 
any consumer complaints it received during the reporfing period regard- 
ing loans that are subject to the Guidance, including the number of re- 
solved complaints and unresolved complaints and the number of work- 
out arrangements used for resolved complaints. For purposes of this 
section, "workout arrangement" shall mean a modified or converted loan 
product with predictable payment requirements to help the financially- 
stressed borrower. If any nontraditional mortgage loans or adjustable rate 
mortgage loans subject to the Guidance were made or arranged, the fi- 
nance company shall also submit information regarding those loan prod- 
ucts on the form entitled Non-traditional, Adjustable Rate and Mortgage 
Loan Survey (Rev. 8/07), which is hereby incorporated by reference. 
This form is available on the Department's website at www.corp.ca.gov. 

(c) Books and Records. If the finance company receives any reportable 
consumer complaints described in subsecfion (b), the finance company 
shall maintain for each complaint a copy of the complaint and the finance 
company ' s written response or explanation of how the company resolved 
the complaint including any workout arrangement, shall maintain this 
documentation as part of its books and records, and shall make the docu- 
mentafion available to the commissioner upon request. In addition, if the 
finance company reports any internal controls or procedures or nontradi- 
tional or adjustable rate loans described in subsection (b), the finance 
company shall maintain documentadon of those controls or procedures 
as part of its books and records, and any loan documentation required by 
law, and shall make the documentation available to the commissioner 
upon request. 

(d) Loan Disclosures. Every finance company shall, within three busi- 
ness days after receipt of a completed application for a nontraditional 
loan or an adjustable rate loan that is subject to the Guidance, or before 
the borrower becomes obligated on the note, whichever is earlier, cause 



to be delivered to the borrower statements in writing disclosing, in a clear 
and conspicuous manner, information comparing payment scenarios and 
loan balance scenarios among any nontraditional loan and adjustable rate 
loan products offered by the finance company and that are subject to the 
Guidance. This information shall be provided by one of the following 
methods: 

( 1 ) The form entitled Comparison of Sample Mortgage Features: Typ- 
ical Mortgage Transaction (8/1/07), which is hereby incorporated by ref- 
erence. This form and its instructions are available on the Department's 
website at www.corp.ca.gov; or 

(2) The form of the typical mortgage transaction disclosures set forth 
in the Comparison of Single Mortgage Features of the Form RE 885 of 
the Department of Real Estate, as required by Title 10, California Code 
of Regulations, Section 2842, when provided by a real estate broker on 
behalf of the finance company. This form is available on the Department 
of Real Estate website at www.dre.ca.gov; or 

(3) Any other form used by the finance company to compare payment 
scenarios and loan balance scenarios among any nontraditional loan and 
adjustable rate loan products that are subject to the Guidance; provided, 
however, that the form shall, at a minimum, (A) compare monthly pay- 
ments and loan balances of these loan products offered by the finance 
company, and (B) reflect the borrower's proposed loan amount. 

(e) Advertising Prohibitions. For purposes of Secfion 22161 of the Fi- 
nancial Code, the following are considered false, misleading, or decep- 
tive advertising prohibited by that secfion for loans that are subject to the 
Guidance: 

(1) Any advertisement of an installment in repayment of an adjustable 
rate, interest only or payment-option loan without an equally prominent 
disclosure of the following information about the loan as applicable: 

(A) Principal amount 

(B) Term of loan 

(C) Initial interest rate 

(D) Number of months the inidal interest rate will be in effect 

(E) Fully-indexed interest rate 

(F) Maximum interest rate 

(G) If different, an explanation of the difference between the payment 
rate, initial interest rate and fully-indexed rate 

(H) Annual percentage rate 

(1) How often the interest rate and payments can change 

(J) Maximum periodic change in the interest rate and payments (peri- 
odic caps) 

(K) Number of months and percentage of original loan amount after 
which minimum payments will not be accepted and the loan re-amor- 
Uzes 

(L) The monthly payment based on the maximum interest rate, and the 
loan balance after all negafive amortization is included, assuming mini- 
mum payments are made 

(M) If the loan contains a prepayment penalty, a statement to that ef- 
fect 

(N) If the loan contains a balloon payment, a statement to that effect 

(2) Any advertisement that the licensee can arrange "low doc/no doc", 
"no income/no asset", "stated income", "stated asset", "no rafio" or simi- 
lar loan products without a statement that these products may have a 
higher interest rate, more points or more fees than other products requir- 
ing documentation. 

(f) This section does not apply to a commercial loan. This section ap- 
plies to loans secured by residential real property located in this State im- 
proved by a one-to-four family dwelling. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22L%, 22157, 22159, 22161, 22163, 22164, 22171, 22302, 22502, 22701, 
and 22714, Financial Code. 

History 

1. New section filed 12-27-2007; operative 1-1-2008 pursuant to Government 
Code section 11343.4 (Register 2007, No. 52). 
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Article 4= Loans 

§ 1445. LSmiMsoin on Loans Made to Finance Sales in 
Connection with Other Business. 
No finance company shall make a loan to finance a retail sale made in 
connection with any "other business" authorized in accordance with Sec- 
tion 22154 of the Financial Code. Tliis means that if a license has been 
granted to someone engaged in a retail sales business in accordance with 
Section 22154, no retail sales may be financed by the making of a loan. 
A loan may be made however, to refinance a sales contract which origi- 
nated from such a retail sale if the loan complies with Section 22341 of 
the Financial Code. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22154, 22326 and 22341, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending fu-st paragraph, repealing subsec- 
tions (a) and (b), and amending Note filed 1-14-93 pursuant to section 100, 
title 1 , California Code of Regulations (Register 93, No. 3). 

3. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 95, No. 
24). 

§ 1446. Employees: KnowSedge of Laws and Rules 



Every employee of a finance company who negotiates for or makes 
any loan pursuant to the Law shall familiarize oneself with the laws, 
rules, and regulations governing such loan business. No office shall be 
left in charge of any person who is not informed concerning such laws, 
rules, and regulations. 

NOTE: Authority cited: Section 22 1 50, Financial Code. Reference: Section 22 1 50, 
Financial Code. 

History 

1 . New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment of NOTE filed 2-21-85; effective thirtieth day thereafter (Register 
85, No. 8). 

3. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 100, title 1, California Code of Regulations (Register 95, No. 
24). 

§1447. Reports of Collections. 

A finance company shall request in writing that any person, to whom 
as agent or otherwise an account is referred for collection and who re- 
ceives any sum from a borrower in connection with the collection of such 
account, report to such finance company in writing within not less than 
30 days of the receipt of such sum the gross sum received and the date 
of the receipt thereof, provided, that if such account is referred or as- 
signed pursuant to an express contract such contract shall specify that the 
report contemplated by this section must be given. 
NOTE: Authority cited: Section 221 50, Financial Code. Reference: Section 22156, 
Financial Code. 

History 

1 . New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1448. Acceleration of Repayment: Limitations. 

The finance company shall not be entitled to accelerate repayment of 
the loan: 

(a) Upon failure of the borrower immediately to pay any sum or sums 
advanced by the finance company for itself or the borrower for the preser- 
vation or protection of the security; 

(b) If the finance company feels insecure due to a change in the finan- 
cial condition of the borrower; and 

(c) If any misstatement has been made by the borrower with reference 
to his/her credit or financial standing. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Secfion 22150, 
Financial Code. 

[The next 



History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1449. Instruments Signed by Borrower: Copies: 
Pertinent Provisions. 

(a) Upon making or renewing a loan a finance company shall: 

(1) Deliver immediately to the borrower a copy of all notes, security 
agreements, financing statements if any, wage assignments, insurance 
authorizations, and any other contracts or agreements executed as evi- 
dence of, or security for, said loan; or 

(2) Deliver immediately to the borrower the pertinent provisions of all 
notes, security agreements, financing statements if any, wage assign- 
iT>ents, insurance authorizations and any other contracts or agreements 
executed as evidence of, or as security for, said loan. 

(b) A finance company shall deliver to a borrower promptly on written 
demand a true copy of any or all instruments executed by the borrower 
in connection with his/her loan transaction unless previously given. 

(c) Subsection (a) shall not be interpreted to require the delivery of the 
materials indicated at the time of an advance under an open end loan, oth- 
er than any documents executed at the time of the advance. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Secfions 
22150 and 22337, Financial Code. 

History 

1 . Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Editorial correction of History 1 (Register 95, No. 12). 

3. Change without regulatory effect amending subsections (a), (a)(2) and Note 
filed 6-14-95 pursuant to secdon 100, title 1, California Code of Regulations 
(Register 95, No. 24). 

§ 1450. Predating or Postdating Loan Documents 
Prohibited. 

No finance company shall predate or postdate any documents in con- 
nection with making or renewing any loan. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22300 and 22307, Financial Code. 

History 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1451. Brokerage Charges: Rebate Prohibited: 
Compensation to Unlicensed Persons 
Prohibited. 

(a) A finance company shall not charge for "brokerage" services un- 
less that service is actually rendered. In that event, the finance company 
must clearly identify in its records the full amount of the charge actually 
paid to a broker licensed under the Law or a person within the authoriza- 
tion provided by subsection (c) who rendered said brokerage service. 

(b) No broker or other person shall divide with or rebate to any finance 
company any portion of the sum collected by way of brokerage and no 
finance company shall receive or accept any such division or rebate. 

(c) No finance company shall pay any compensation to an unlicensed 
person or company for soliciting or accepting applications for loans, ex- 
cept for an employee regularly employed at a licensed place of business 
of the finance company. However, a finance company may pay compen- 
sation for soliciting or accepting applications or performing services as 
a broker to a person or company licensed (1) as a real estate broker under 
Article 2 (commencing with Section 10150) of Chapter 3 of Part 1 of Di- 
vision 4 of the Business and Profession Code with respect to loans made 
under Division 9 of the Financial Code or Article 7 (commencing with 
Section 10240) of Chapter 3 of Part 1 of Division 4 of the Business and 
Professions Code, or (2) for any brokerage service rendered by a bank, 
savings and loan association or any other financial institution exempted 
from the provisions of Division 9 of the Financial Code. 
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NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22004, 22150, 22156 and 22306, Financial Code. 

History 

1 . Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Amendment of subsection (d) filed 5-15-84; effective thirtieth day thereafter 
(Register 84, No. 20). 

3. Change without regulatory effect amending subsections (a), (d) and Notie filed 
6-1 4-95 pursuant to section 1 00, title 1 , California Code of Reaulations (Regis- 
ter 95, No. 24). 

4. Amendment filed 8-4-98; operative 9-3-98 (Register 98, No. 32). 

§ 1452. Loan Size and Duration: Limitations. 

When making or negotiating loans, a finance company shall take into 
consideration, in determining the size and duration thereof, the financial 
ability of the borrowers to repay the same, to the end that the borrowers 
should be reasonably to repay said loans in the time and manner provided 
in the loan contracts. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Section 
22150, Financial Code. 

History 

1 . New Note filed 12-29-83; effective thirtieth day thereafter (Register 83. No. 
53). 

2. Amendment of Note filed 2-21-85; effective thirtieth day thereafter (Register 
85, No. 8). 

3. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1453. "Ballooning" Prohibited. 

Any so-called "ballooning" of loan contracts is prohibited. Any 
scheduled installment that is more than twice the amount of any other 
scheduled installment will be considered a balloon payment for purposes 
of this section and Section 22307 of the Financial Code. This section shall 
not be construed to apply to open end loans. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Section 22307, 
Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 95, No. 
24). 

§ 1454. Statement of Loan or Documents Used to Comply 
with Financial Code: Form: Contents. 

(a) In addition to the specific requirements of Sections 22337, 22338 
and 22400(b) of the Financial Code, the statement of loan form shall con- 
tain the following and may consist of more than one document: 

(1) The name and address of the borrower; 

(2) A statement of the actual amount of cash received and retained by 
the borrower and a statement of any funds (not including any charges 
within the meaning of Section 22306) paid to third persons pursuant to 
the written instructions of the borrower; 

(3) A statement of any fees, charges, costs, insurance premiums or oth- 
er sums which have been paid or are to be paid by or on behalf of the bor- 
rower at the time the loan is made. On any loan secured in part by real 
property, in which loan proceeds were disbursed to an escrow holder, de- 
livery of a copy of the closing statement issued by such escrow holder 
will be sufficient notification for purposes of subsection (3) of this rule; 

(4) A statement that the borrower shall have the right to make payment 
in advance and in any amount on any contract of loan at any time; 

(5) A statement in not less than 12-point bold face capital letters: 
FOR INFORMATION CONTACT THE DEPARTMENT OF 

CORPORATIONS, STATE OF CALIFORNIA. 

(6) A statement that the loan is made pursuant to the California Finance 
Lenders Law, Division 9 (commencing with Section 22000) of the Finan- 
cial Code. 

(b) Subsection (a) shall apply to open end loans only to the extent re- 
quiring compliance with items (1), (5), and (6) in open end loan agree- 
ments. 



NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22156, 22158, 22306, 22337, 22338 and 22400, Financial Code. 

History 

1. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

2. Amendment filed 12-29-83; effecfive thirtieth day thereafter (Register 83, No. 
53). 

3. Change without regulatory effect amending subsections (a), (a)(2), (a)(6) and 
Note filed 6-14-95 pursuant to section 100, title 1 , California Code of Regula- 
tions (Register 95, No. 24). 

§ 1455. Charges Subsequent to Loan. 

(a) No charges shall be received from a borrower subsequent to the 
making of a loan unless authorized by the Law, and specifically provided 
for in the original contract. 

(b) All charges shall be clearly substantiated in the records of the fi- 
nance company, and the borrower shall be provided with a detailed state- 
ment showing how the charges originated and the basis upon which the 
charges were calculated. 

NOTE: Authority cited: Secfion 22150, Financial Code. Reference: Secfions 
22156, 22300, 22306 and 22326, Financial Code. 

History 

1 . Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending subsection (a) and Note filed 
6-14-95 pursuant to secfion 100, fitle I, California Code of Regulations (Regis- 
ter 95, No. 24). 

3. Amendment of subsection (b) filed 8-4-98; operative 9-3-98 (Register 98, No. 
32). 

§ 1456. Schedule of Charges: Filing: Posting. 

NOTE: Authority cited: Section 2400, Financial Code. 

History 
1. Repealer filed 5-15-84; effecfive thirtieth day thereafter (Register 84, No. 20). 

§ 1457. Charges: Limited to Amounts Disbursed. 

(a) Except as provided in subsections (b), (c) and (d) of this section, 
a finance company may collect and receive charges only on the portion 
of the unpaid principal balance actually disbursed to the borrower or on 
the borrower's behalf, and only from the date of such disbursement. 

(b) Charges on the amount of any statutory fees to be paid to a public 
officer may be collected and received from the date of the loan, provided 
the fees are actually paid within a reasonable time after the loan is made. 

(c) Charges on the amount of premium for insurance written in con- 
nection with a loan may be collected and received only from the effective 
date of the insurance. However, if the loan is refinanced and insurance 
extended to cover the refinanced loan to the new maturity date, charges 
upon the premium may be collected and received from the date of such 
refinance. 

(d) Charges on a loan secured by real property may be collected and 
received only from the date of closing of the escrow, when the loan pro- 
ceeds are disbursed by the escrow holder. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Secfions 
22300, 22303, 22306, 22307 and 22326, Financial Code. 

History 

1. New Note filed 12-29-83; efljective thirfieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending NOTE filed 6-14-95 pursuant to 
secfion 100, tifie 1, California Code of Regulafions (Register 95, No. 24). 

3. Amendment filed 8-4-98; operafive 9-3-98 (Register 98, No. 32). 

§1458. Notary Fees. 

A finance company may not charge or collect from a borrower any 
consideration for notary services unless such consideration is actually 
paid to and retained by the notary public who rendered such services. A 
finance company may not directly or indirectly receive, participate in, or 
benefit from the consideration paid for said notary services. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22300, 22303, 22306, 22307 and 22326, Financial Code. 

History 

1. New Note filed 12-29-83; effecfive thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 
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§ 1459. Limitation of Escrow Fee Pursuant to Section 
22318 of the Financial Code. 

No escrow lee shall be considered reasonable unless it is paid to a com- 
pany or to persons described in Section 223 18 ofthe Financial Code and 
unless such services are performed. 

NOTE: Authority cited: Section 221 50, Financial Code. Reference: Section 2231 8, 
Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Change without regulatory effect amending section heading, section and Note 
filed 6-14-95 pursuant to section 100, title 1, California Code of Regulations 
(Register 95, No. 24). 

§ 1460. Real Estate Secured Loans: Sale to Institutional 
Investors. 

Loans made by a finance company under Financial Code sections 
22340 and 22600 shall meet all of the following requirements: 

(a) The finance company shall approve the loan but may utilize criteria 
established by an institutional investor. 

(b) The finance company shall be the lender or creditor on the promis- 
sory note and the beneficiary on the deed of taist securing the loan. 

(c) The finance company shall provide funding for the loan from 
sources exclusive of any funding advances received from an institutional 
investor committed to purchasing the note. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22340 and 22600, Financial Code. 

History 

1. Repealer filed 5-15-84; effecnve thirtieth day thereafter (Register 84, No. 20). 

2. New section and heading filed 6-28-91: operative 7-29-91 (Register 91, No. 
41). 

3. Change without regulatory effect amending first paragraph and Note filed 
6-14-95 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 95, No. 24). 

4. Amendment of section heading and section filed 8-4-98; operative 9-3-98 
(Register 98, No. 32). 



Article 5. Charges on Scheduled Balances 

§1475. Special Rebate. 

NOTE: Authority cited: Section 22400, Financial Code. 

History 
1 . Repealer filed 5-1 5-84; effecfive thirtieth day thereafter (Register 84, No. 20). 

§ 1476. Installment Due Date: Deferment and Calculation. 

NOTE: Authority cited: Section 22400, Financial Code. 

History 
1. Repealer filed 5-15-84;effective thirtieth day thereafter (Register 84, No. 20). 

§ 1477. Deferment Charges. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150 and 22400, Financial Code. 

History 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

3. Repealer filed 8-4-98; operative 9-3-98 (Register 98, No. 32). 

§ 1478. Deferment Charges: Required Notice and Records. 

(a) When a borrower requests deferment of the payment date of an in- 
stallment which is in default on the date of deferment or which will be- 
come due within 15 days of such date, and such deferment is granted, the 
finance company's records must contain some evidence thereof. This 
must be represented by a written request from the borrower or by an ap- 
propriate notation of the request in the borrower's file or upon the loan 
ledger card. 

(b) When the payment date of an installment that is in default at least 
one full month is deferred at the option of a finance company and a charge 
is made, the finance company shall notify the borrower of such deferment 



and the loan file shall contain evidence thereof. The notice to the borrow- 
er shall include at least the following: 

(1) The amount of the deferment charge and any additional credit in- 
surance charges; 

(2) The date the next installment will be due; 

(3) The new maturity date of the loan; and 

(4) The date the deferment was granted. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22156 and 22400, Financial Code. 

History 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, Cahfomia Code of Regulations (Register 95, No. 24). 

§ 1479. Rebate of Precomputed Charges, Financial Code 

Section 22480(a) (2) (i) & (ii): Rate Exceeding 

22451. 

NOTE: Authority cited: Sections 22400 and 24400, Financial Code. Reference: 
Sections 22451.5 and 22480, Financial Code. 

History 

1. New section filed 12-31-74 as an emergency; desisnated effective January 1, 
1975 (Register 75, No. 1). 

2. Repealer by operafion of Sec. 11422.1, Gov. Code (Register 75, No. 18). 



Article 6. Insurance 

§1485. Credit Insurance. 

This article does not apply to the sale of credit life insurance, credit dis- 
ability insurance and credit loss-of-income insurance. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Section 223] 4, 
Financial Code. 

History 

1 . Amendment filed 12-29-83; effecfive thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

3. Amendment filed 8-4-98; operative 9-3-98 (Register 98, No. 32). 

§ 1486. Insurance Premiums: Charge Before Effective 
Date. 

No insurance premium shall be charged to or collected from a borrow- 
er prior to the effective date of such insurance. However, in the event of 
refinancing of a loan, existing insurance may be extended to the maturity 
date of the new loan and the additional premium may be charged to or 
collected from the borrower at the time the loan is refinanced. The cost 
of the insurance to replace the unexpired insurance shall not exceed the 
original premium cost of such unexpired insurance. The cost of the insur- 
ance for the additional term may be computed at rates currently in effect. 
NOTE: Authority cited: Secuon 22150, Financial Code. Reference: Sections 
22300, 22303, 22306, 22307 and 22309, Financial Code. 

History 

1. New Note filed 12-29-83; effecfive thirtieth day thereafter (Register 83, No. 
52). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, fitle 1, Cahfomia Code of Regulations (Register 95, No. 24). 

§ 1487. Insurance Forms: Submission for Examination. 

NOTE: Authority cited: Section 22400, Financial Code. 

History 
1 . Repealer filed 5-1 5-84; effecnve thirtieth date thereafter (Register 84, No. 20). 

§ 1488. Limitations on Requirement and Sale of Insurance: 
General. 

The following are general limitafions on the requirement and sale of 
insurance. These requirements are in addition to the requirements con- 
tained in Section 1489 of this Article for specific types of security. 

(a) A finance company shall not require or sell insurance on any prop- 
erty securing a loan when: 

(1) The insurance coverage exceeds the reasonable value of the prop- 
erty insured. Reasonable value shall be that value established by a bona 
fide written appraisal, a statement of replacement value signed by the 
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borrower, a recent sales invoice, or ottier evidence acceptable to the com- 
missioner. 

(2) Insurance on the loan security is already in force in an amount rea- 
sonably sufficient to protect the finance company considering the cir- 
cumstances of the loan. 

(b) A finance company shall not require but may sell insurance on any 
property securing a loan when: 

(1 ) The amount of the unpaid principal balance of a loan, exclusive of 
any insurance premium, is less than $500. However, if a loan balance is 
less than a principal amount of $500 at the time existing insurance ex- 
pires, such insurance may be renewed only at the option of the borrower. 
The sale of such insurance must be supported by a statement signed by 
the borrower to the effect that the insurance was purchased at the option 
of the borrower only. 

(2) The reasonable value of the property securing the loan is less than 
$500. 

(c) A finance company shall take reasonable precautions to prevent the 
sale of insurance that will result in duplicate coverage. 

(d) Vendors single interest insurance premiums may not be charged to 
borrowers. 

NOTE; Authority cited: Section 221.')0, Financial Code. Reference: Sections 
22150, 2231 1, 22312 and 22313, Financial Code. 

History 

1 . New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 



§ 1489. Umitations on Sale of Insurance: Specific Types of 
Security. 

(a) Insurance on motor vehicles (including motorcycles, and other ve- 
hicles licensed by the Department of Motor Vehicles), mobile homes 
(registered by the Department of Housing and Community Develop- 
ment), boats and aircraft is subject to the following limitations: 

(1) A finance company shall not require or solicit in a manner which 
may lead a prospective borrower to believe that collision insurance is re- 
quired when the amount of the annual premium is more than one-third 
of the principal amount of the loan exclusive of any insurance premiuin 
or one-third of the reasonable value of the security for the loan. A finance 
company may require and sell collision insurance with a $50 or more de- 
ductible clause, and fire, theft and/or comprehensive insurance. 

(2) A finance company may sell, but not require, property damage, 
public liability, uninsured motorist, towing and labor, and medical pay- 
ments insurance provided such insurance has not been disapproved by 
the commissioner. The sale of such insurance must be supported by a 
statement, signed by the borrower that the insurance was not a prerequi- 
site to obtaining the loan and that the insurance was purchased at the op- 
tion of the borrower only. 

(3) Insurance for periods of more or less than one year will ordinarily 
be considered unreasonable, except that the insurance for periods of less 
than one year will not be considered unreasonable if the premium is a 
pro-rata portion of the annual premium. 

(b) Insurance on household goods, business equipment, and other 
types of tangible personal property is subject to the following limitations: 

(1) A finance company may require and sell fire insurance. 

(2) A finance company may sell, but not require, other types of insur- 
ance such as theft, flood damage, etc., in compliance with applicable law. 

(3) Insurance which exceeds the term of the loan shall not be required 
or sold, except that a one-year term may be provided for a fractional part 
of a year. 

(c) Insurance on real property is subject to the following limitations: 
(1) A finance company may require Utle insurance and may require 

and sell fire insurance, and other types of coverage that comply with 
applicable law and protect against damage to the real property securing 
the loan. However, before material damage insurance may be sold, docu- 
mentary proof must be obtained from any and all lenders holding any 



prior encumbrances or liens that sufficient insurance does not exist. The 
documents shall be maintained in the boirower's loan file. 

(2) A finance company may sell, but not require, homeowner liability 
insurance provided such insurance complies with applicable law. The 
sale of such insurance must be supported by a statement, signed by the 
borrower, to the effect that the insurance was not a prerequisite to obtain- 
ing the loan and that the insurance was purchased at the option of the bor- 
rower only. 

(3) Insurance for periods which extend for more than that which is cus- 
tomarily sold may not be required nor sold. Where the term of the loan 
is less than this customary period, however, insurance shall not exceed 
the term of the loan. However, a one-year term may be provided for a 
fractional part of a year. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 2231 1, 22312 and 22313, Financial Code. 

History 

1 . Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment of subsection (b)(3) filed 6-18-87; operative 7-18-87 (Register 
87, No. 25). 

3. Change without regulatory effect amending NOTE filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

4. Amendment of subsections (a)-(a)(2), (b)(3) and (c)(1) filed 8-4-98; operative 
9-3-98 (Register 98, No. 32). 

§ 1490. Prohibited Collateral SaSes. 

Any sale of insurance, in connection with a loan that is in violation of 
Sections 1488 and 1489 of these rules, constitutes a prohibited transac- 
tion under Sections 2231 1 and 22312 of the Financial Code. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 2231 1, 22312 and 22313, Financial Code. 

History 

1. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 1 00, title 1 , Call fornia Code of Regulations (Register 95, No. 
24). 

§ 1491. Requirements and Limitations on Additional 

Required Insurance When Existing Insurance 
Expires Before Maturity of Loan. 

(a) When required insurance exists in an amount sufficient to protect 
a finance company, but expired prior to the maturity date of a loan, such 
finance company may require additional insurance in a reasonable 
amount and for a reasonable period, considering the circumstances of the 
loan. 

(b) The premium on such additional renewed insurance shall not be 
charged to or collected from the borrower prior to the expiration of the 
existing required insurance except as provided in Section 1486 of these 
rules. 

(c) Such additional required insurance shall be made effective imme- 
diately upon said premium being charged to or collected from the bor- 
rower except as provided in Section 1486 of these rules. 

(d) If a finance company shall elect to place required insurance or act 
under any authorization taken from a borrower to write or procure addi- 
tional insurance upon the expiration of existing insurance, it shall be the 
duty of such finance company to notify the borrower, at least fifteen days 
prior to the expiration date of the existing insurance, that it intends to 
write such additional insurance as authorized. If a finance company does 
not so notify the borrower, and such borrower shall have procured addi- 
tional insurance prior to, and to be effective upon the expiration of the 
existing insurance, any insurance procured by the finance company pur- 
suant to such authorization shall, on notice from the borrower, be can- 
celed at no cost to the borrower. 

(e) If a finance company shall elect to act under any authorization tak- 
en from a borrower to write or procure additional insurance in the event 
of cancellation of exisfing insurance, it shall be the duty of such finance 
company to notify the borrower, within five days after receipt by the fi- 
nance company of notice of cancellation, that it intends to write such ad- 
ditional insurance as authorized. If a finance company does not so notify 



Page 421 



Register 2000, No. 51; 12-22-2000 



§1492 



BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



the borrower, and such borrower shall have procured additional insur- 
ance prior to, and to be effective upon the cancellation of the existing in- 
surance, any insurance procured pursuant to such authorization shall, on 
notice from the borrower, be canceled at no cost to the borrower. 

(0 Any notice by the finance company that it intends to place required 
insurance or sell additional insurance shall state the type of insurance to 
be sold, the effective date, the amount of the premium, any change in the 
terms of the loan and the amount of any additional precomputed charges. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150. 2231 1, 22312 and 22313, Financial Code. 

HtSTORY 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending subsections (d), (e) and Note filed 
6-1 4-95 pursuant to section 1 00, title 1 , California Code of Regulations (Regis- 
ter 95, No. 24). 

§ 1492. Prohibition Against Requirement of Particular 
Agent or Broker. 

A finance company which requires or solicits insurance in connection 
with a loan shall comply with Article 5.5 of Chapter 1 of Part 2 of Divi- 
sion 1 of the Insurance Code. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Article 5.5, 
Chapter 1, Part 2, Division 1, Insurance Code. 

History 

1 . New NoTt; filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
secfion 100, title 1 , California Code of Regulations (Register 95, No. 24). 

§ 1493. Refund of Policy Fees Charged with Household 
Fire Insurance Polocies. 

When household fire insurance has been sold by a finance company 
and it is subsequently canceled, the policy fee, if any, must be considered 
part of the premium when any cancellation refund is computed. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 2231 1, 22312 and 22313, Financial Code. 

History 

1 . New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending section and Note filed 6-14-95 
pursuant to section 1 00, title 1 , California Code of Regulations (Register 95, No. 

24). 

§ 1494. Requirement of Cancellation of Existing Insurance 
Prohibited. 

A finance company shall not as a condition precedent to the making 
of a loan require a borrower to cancel any existing insurance. The bor- 
rower shall have sole discretion as to whether existing insurance shall be 
maintained or canceled. 

NOTE: Authority cited: Secfion 22150, Financial Code. Reference: Sections 
22150, 2231 1, 22312 and 22313, Financial Code. 

History 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
secfion 100, fitle 1, California Code of Regulations (Register 95, No. 24). 

§ 1495. Payment of Insurance Claims to Lender: Retention 
of Insurance Policies by Lender: Limitations. 

Neither a finance company, a company affiliated with such finance 
company, nor officers, directors, or employees of such finance company 
or such affiliate shall accept from insurance companies remittances in 
payment of claims under policies of insurance upon property securing a 
loan or hold such insurance policies for borrowers unless such policies 
of insurance protect the finance company such as a coinsured or by a loss 
payable clause or otherwise. In the event a remittance under a policy in 
which a lender is not a loss payee should be received by any of the persons 
herein named, it shall immediately be forwarded by mail to the insurance 
carrier for proper transmittal. 

NotE: Authority cited: Section 22150, Financial Code. Reference: Secfions 
22150, 2231 1, 22312 and 22313, Financial Code. 



History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulafions (Register 95, No. 24). 

§ 1496. Adjustment of Insurance Claims: Limitations. 

Neither a finance company, a company affiliated with such finance 
company, nor officers, directors or employees of such finance company 
or affiliate, shall act as adjuster of, or in any manner exercise control or 
supervision over the adjustment of any insurance claim relating to prop- 
erty securing a loan made by such finance company in any case where 
there is a direct or indirect financial benefit to such finance company, af- 
filiated company, or the officers, directors, or employees of such finance 
company or affiliate, as a result of such insurance claim. This prohibition 
shall not extend, however, to the duly constituted claims or adjustment 
department or division of a licensed insurance carrier, nor shall it apply 
where the loss is adjusted by a staff adjuster of the carrier or an indepen- 
dent individual adjuster. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22311, 22312 and 22313, Financial Code. 

History 

1 . New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending secfion and Note filed 6-14-95 
pursuant to secfion 1 00, title 1 , California Code of Regulations (Register 95, No. 

24). 

§ 1497. Cancellation of Insurance Policy. After 

Repossession: Credit or Refund Required. 

A finance company shall, within 10 days after the repossession and 
sale of such collateral securing the loan by the finance company, nodfy 
the borrower that existing insurance may be canceled by the borrower, 
and a refund of premium obtained and shall, if requested, join such bor- 
rower in any request for cancellation of such policy. Any funds received 
by a finance company as a return premium resulting from cancellation of 
any insurance policy written in connecUon with a loan shall be immedi- 
ately credited or refunded to the borrower. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Secfions 
22150, 22311, 22312 and 22313, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
secfion 100, title 1, Cahfomia Code of Regulations (Register 95, No. 24). 

§ 1498. Requirement of Notice to Borrower in Event of 
Increase of an Insurance Premium. 

If an insurance premium is increased subsequent to the sale of the in- 
surance in connection with a loan, the finance company shall notify the 
borrower of such increase. The notice to the borrower shall state the rea- 
son for the increase, the amount of the additional premium, any change 
in terms and the amount of any addiuonal charges. 
NOTE: Authority cited: Secfion 22150, Financial Code. Reference: Sections 
22150, 2231 1, 22312 and 22313, Financial Code. 

History 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
secfion 100, title 1, California Code of Regulafions (Register 95, No. 24). 

§ 1499. Reasonable Cause: Right to Approve or 
Disapprove of the Issuer Selected to 
Underwrite Insurance. 

(a) Any person engaged in the business of financing the purchase of 
real or personal property or of lending money on the security of real or 
personal property and the trustee, director, officer, agent or other em- 
ployee or affiliate of any such person shall have the right to approve or 
disapprove, for reasonable cause, the insurer selected to underwrite any 
insurance required by the contract of sale or deed or trust or other loan 
agreement. This reguladon includes insurance covering damage to or de- 
struction of real or personal property and it includes title insurance. 
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(b) Reasonable cause is defined as the failure of the insurer to: 

(1) Be licensed by the State of California to transact the line of insur- 
ance afforded; 

(2) Provide the insurance in conformity with all requirements of the 
California Insurance Code and the Regulations issued thereunder; 

(3) Obtain and attach to the evidence of insurance afforded to the lend- 
er appropriate evidence of the reinsurance referred to in Section 3080 of 
the California Insurance Code when the amount of insurance is in excess 
of the one-tenth of the value of the insurer s assets in excess of the sum 
of its liabilities for losses reported, expenses, taxes, all other indebted- 
ness and reinsurance of outstanding risks as provided by law as referred 
to in said section. Such reinsurance may be required by the lender to be 
in a company meeting all of the criteria of this regulation; 

(4) Afford the customary coverage required by the lender for the class 
of property involved including the loss payable endorsement required by 
the lender; 

(5) Provide, at the option of the lender, coverage equal to the lesser of 
the market value or the replacement value of the property or the agreed 
value when the property insured is real property, or the actual cash value 
of the property when the properly is personal property; 

(6) Provide coverage with a deductible not exceeding $100 or 1% of 
the amount of insurance, whichever is greater. If the custom of the insur- 
ance business is to afford a higher deductible in conjunction with the cov- 
erage provided (including the deductibles used in conjunction with earth- 
quake insurance), the insurer may provide such higher deductible; or 

(7) Deliver evidence of insurance to the lender which includes those 
provisions of the contract which have a bearing on the coverage afforded 
the property securing the loan. 

(c) If a finance company desires to reject the policies of any particular 
insurer on reasonable grounds, other than the above, they shall submit the 
rejection, in writing, to the Commissioner with a copy to the borrower. 
The insurer or borrower may contest the grounds, in writing, either on the 
basis of fact or on the basis of reasonableness, within ten days of the re- 
ceipt of rejection. If the Commissioner has not received contest of the 
grounds, in writing, for rejection within ten days, then the rejection of the 
insurer's policies shall stand as though the Commissioner has decided in 
favor of the lender. If the insurer or borrower contests the rejection, the 
Commissioner shall notify the lender, the insurer and the borrower of his 
finding that the rejection is either upheld or denied within twenty days of 
the receipt of the rejection. In determining the issue as submitted by the 
parties at interest, the Commissioner shall consult with the Insurance 
Commissioner. 

(d) Notwithstanding any other provisions of these regulations, the Cal- 
ifornia FAIR Plan Association shall not be rejected as an insurer. 

NOTE: Authority cited: Section 22150. Financial Code. Reference: Section 
22150, Financial Code; and Section 771, Insurance Code. 

History 

1 . New section filed 12-14-72; effective thirtieth day thereafter (Register 72, No. 
51). 

2. Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

3. Amendment of Note filed 3-29-85; effective thirtieth day thereafter (Register 
85, No. 13). 

4. Editorial correction of section heading (Register 91, No. 14). 

5. Change without regulatory effect amending subsection (c) and Note filed 
6-14-95 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 95, No. 24). 
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or 22400(a)(4) of the Financial Code, and the premium for this coverage 
may be charged to the borrower. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22314 and 22400, Financial Code. 

History 

1 . Amendment filed 1 2-29-83; eftecti ve thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment of Note filed 5-1 5-84; effective thirtieth day thereafter (Register 
84, No. 20). 

3. Change without regulatory effect amending secfion and Note filed 6-14-95 
pursuant to section 100, title 1 , California Code of Regulations (Regisler95, No. 
24). 

4. Amendment filed 8-4-98; operative 9-3-98 (Register 98. No. 32). 

§ 1511. Limitation on Soliciting Sale of Credit Insurance. 

(a) A finance company shall not offer or sell credit insurance in any 
manner which restricts a borrower's ability to voluntarily select or reject 
credit life or credit disability insurance or both. 

(b) A finance loan company shall use a written form (which may be 
separate from or incorporated in the loan documents), which shall be 
signed or initialed by each of the insured borrowers. Such form should 
be in substantially the following form: 

"Sign or initial. Loan No. 

I want credit life insurance. 

I do not want credit life insurance. 

I want credit disability insurance. 

I do not want credit disability insurance." 



§ 1510. Credit Insurance: Extension Thereof. 

When the maturity date of a loan is extended by virtue of deferment 
of installments under Section 22400(a)(4) of the Financial Code or by 
agreement between the finance company and the borrower, existing 
credit life and credit disability insurance coverage shall be extended to 
cover the new tenn of the loan contract as provided in Section 22314(a) 



(c) When credit insurance is sold more than 30 days after the making 
of the loan, in lieu of subsection (b) above, a finance company may obtain 
an audio recorded confirmation of an insured borrower's selection of 
credit insurance. Such recording shall be obtained with the consent of the 
insured borrower(s) and include confirmation of the type of credit insur- 
ance selected. A finance company shall make recorded confirmations 
available to the Commissioner upon request. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150 and 22314, Financial Code. 

History 

1. Amendment filed 12-3-74; effective thirtieth day thereafter (Register 74, No. 
49). 

2. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

3. Change without regulatory effect amending subsection (b) and Note filed 
6-14-95 pursuant to section 100, title 1, CaHfomia Code of Regulations (Regis- 
ter 95, No. 24). 

4. New subsection (c) filed 8^-98; operative 9-3-98 (Register 98, No. 32). 

§ 1512. Limitation on Sale of Credit Disability Insurance: 
lllusory Benefit. 

(a) A finance company shall not sell credit disability insurance, as pro- 
hibited by current regulations of the Insurance Commissioner, to a bor- 
rower who is a member of the Armed Forces of the United States. 

(b) A finance company shall not sell credit disability insurance, as pro- 
hibited by current regulations of the Insurance Commissioner, to a bor- 
rower which would, in effect, provide a substantially illusory benefit. 
This would include the sale to a borrower who is not normally employed. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22314 and 22315, Financial Code. 

History 

1. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 7, No. 
12). 

2. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

3. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1513. Limitations on Refinance of Loans Covered by 
Credit Insurance. 

(a) During any period when a borrower is disabled, and such disability 
is, or will become upon the completion of the waiting period provided for 
in the applicable policy, compensable under an existing policy of credit 
disability insurance, there may be no renewal or refinancing of such bor- 
rower' s existing loan. Any additional loans or advances which the licens- 
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ee desires to make to such a borrower during such a period must be ac- 
complished by a new and separate loan, subject, however, to Section 
22327 of the Financial Code. 

(b) If, with respect to any program for the sale of credit disability insur- 
ance, either (a) the credit disability insurance policy excludes from cov- 
erage those disabilities arising out of injuries or illnesses existing on or 
before the effective date of the insurance; and/or (b) such credit disability 
insurance policies written or offered in connection with the renewal or 
refinancing of loans contain any terms or conditions which are different 
(other than as to the amount and term of coverage occasioned by such re- 
newal or refinancing) from the terms and/or conditions of the policy re- 
lating to the loan being renewed or refinanced; then, prior to any renewal 
or refinancing of such borrower's existing loan, a notice, in writing, shall 
be given to the borrower by the licensee, advising the borrower as to ei- 
ther or both of the following, whichever may be applicable; 

(1) That if the borrower's loan is renewed or refinanced, the borrower 
will not be entitled to recover any disability benefits for any disability re- 
sulting from any accident or illness which occurred subsequent to the 
date of the borrower's existing loan but prior to the date of such renewal 
or refinancing, even though credit disability insurance may again be pro- 
vided for in connection with such renewal or refinancing. 

(2) That if the borrower's loan is renewed or refinanced, and a new 
policy of credit disability insurance is again provided, the borrower's 
right to recover upon such insurance policy will be limited to the cover- 
age provided by such new policy, which is different from that under 
which the borrower had been previously insured. Such notice shall then 
explain the substance of such differences. 

(c) When a borrower's loan is insured by a policy of credit life insur- 
ance, his loan may not be renewed or refinanced without credit life insur- 
ance of substantially the same type and coverage being offered to the bor- 
rower in connection with such renewal or refinancing, unless, prior 
thereto, a notice, in writing, is given to the borrower by the licensee. Such 
notice shall inform the borrower that in the event of such renewal or refi- 
nancing his/her right to credit life insurance will terminate and he/she 
will no longer be entitled to the credit life insurance benefits which had 
theretofore been in effect with respect to the existing loan. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22314 and 22315, Financial Code. 

History 

1. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Change without regulatory effect amending subsections (a), (b)(2) and Note 
filed 6-14-95 pursuant to secfion 100, title 1, California Code of Regulations 
(Register 95, No. 24). 

§ 1514. Rebates of Unearned Credit Insurance Premiums. 

(a) If a loan becomes fully prepaid on or before 1 5 days after the loan 
was made, the entire credit insurance premium must be rebated. 

(b) When a loan is paid by credit life insurance, any unearned credit 
disability insurance premium must be promptly refunded to the borrow- 
er's heirs or estate and such refund must be computed as of the date of 
the borrower's death. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150 and 22314, Financial Code. 

History 

1. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1515. Limitation on Sale of Credit Insurance: Refinance 
of Conditional Sale Contract. 

A finance company shall not sell credit insurance with a loan that is 
made in whole or part to refinance a condifional sale contract held by 
such finance company when such contract is covered by credit insurance, 
unless the loan file contains evidence of the borrower's request for rebate 
of any unearned credit insurance premium applicable to such contract. 



NOTE: Authority cited: Section 22150, Financial Code. Reference: Secfions 
22150 and 22314, Financial Code. 

History 

1 . New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1516. Required Record for Credit Life Insurance Claims. 

A finance company shall maintain a register of claims filed. Such reg- 
ister should identify each loan, show the date of the borrower's death and 
the date each claim was filed. 

NOTE: Authority cited: Section 22150. Financial Code. Reference: Section 
22156, Financial Code. 

History 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 1 00, title 1 , California Code of Regulafions (Register 95, No. 24). 

§ 1517. Credit Disability Insurance: General Limitations. 

(a) Policies will ordinarily be considered acceptable if they provide for 
premium rates consistent with the Regulations of the Insurance Commis- 
sioner (Title 10, California Code of Regulations). In addition, in order to 
comply with the statutory requirement that policies be available on a 
monthly basis as well as annually, a schedule of premiums will be ac- 
cepted, based upon a prorating throughout the bracketed period to which 
the Insurance Commissioner's presumptive rates apply. 

(b) The "initial indebtedness" to which the foregoing premium rates 
are to be applied, shall include the total of the principal amount of the in- 
debtedness plus all charges which are added to, and amortized over, the 
term of the loan. It is intended that the foregoing will include as "charges" 
both those charges which may be precomputed at the time of the making 
of the loan as well as those which may reasonably be estimated as arising 
over the course of the loan, predicated upon the assumption that such 
charges will be incurred in accordance with the terms of the lending 
agreement. 

(c) The schedule of monthly premium payment rates shall be used both 
with respect to loans initially contracted for where the term of the loan 
is more or less than an exact number of years, and also for purposes of 
computing refunds which become due because of the prepayment of 
loans prior to their maturity. The actual computation of any refund result- 
ing from a prepayment shall be in accordance with the formula approved 
by the Insurance Commissioner pursuant to Section 779.14 of the Insur- 
ance Code. 

(d) A lender is not required to make credit disability insurance avail- 
able; however, if credit disability insurance is made available it may be 
made subject to reasonable and objective standards, such as qualifying 
by a set of non-discretionary medical standards and must be offered on 
a voluntary basis, without conditions as to the acceptance of other bene- 
fits for which the borrower will be charged. The purchase of credit life 
insurance may not be a condition precedent to obtaining credit disability 
insurance, nor may the purchase of credit disability insurance be made 
a condition to obtaining credit life insurance. No sales techniques may 
be employed which are designed, or which may be reasonably expected, 
to restrict the ability of the borrower to select or reject either or both forms 
of insurance coverage based upon the borrower's consideration of the 
benefits to be received, the cost of the coverage, and the particular needs 
and circumstances of the individual borrower. 

(e) In the event of an insured disabihty which extends beyond the elim- 
ination period set forth in the policy, the policy must provide for the pay- 
ment in full of each installment which thereafter becomes due during the 
period of disability, without regard to the length of the period of disability 
which by then has elapsed. Coverage may not provide for a prorated pay- 
ment based upon the fraction of the month during which the insured was 
disabled, although such computation will be permitted as an alternative 
to that described in the preceding sentence where in any event the amount 
payable under the policy is the greater of either of such alternatives. 
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(1) The statement required by Section 22314(g) of the Financial Code 
will ordinarily be approved when the content thereof makes the borrower 
generally aware of the coverage of the policy and which sets forth under- 
standably the mechanics to be followed by the borrower in filing a claim 
under the policy. Such statement need not include a detailed description 
of the policy coverage, but should set forth the basic conditions under 
which coverage becomes applicable (including, particularly, the extent 
of the elimination period). Such statement may contain language indicat- 
ing that it is not a full statement of the policy terms, and referring the bor- 
rower to the certificate of insurance for more details. 

(g) Problems of a more specific nature have come to the attention of 
the Department, and the determination made with respect thereto, are the 
following: 

( 1 ) There may be no dollar limitation in a credit disability policy which 
restricts the insurer's obligation to any dollar amount which is less than 
the full amount of each loan payment, as required by the statute; 

(2) No policy may restrict coverage to "permanent disabilities" if the 
borrower is disabled for the period required by the policy, even if the dis- 
ability is temporary; 

(3) A disability insurance policy may not define "disability" as the in- 
ability to perform "any occupation," but must relate the disability to the 
occupation of the borrower, at the time such disabihty occurs; and 

(4) The term "disability" may not be restricted to those periods when 
an insured is under the regular and continuing care of a physician, if med- 
ical evidence furnished by the insured supports the contention of actual 
disability. 

The foregoing are examples of specific policy provisions which are in- 
appropriate and unacceptable. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22314 and 22315, Financial Code. 

History 

1. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending subsections (a), (d)-(f) and Note 
filed 6-14-95 pursuant to section 100, title 1, California Code of Regulations 
(Register 95, No. 24). 

3. Amendment of subsections (a), (b), (d), (e), (g)(2) and (g)(3) filed 8-4-98; op- 
erative 9-3-98 (Register 98, No. 32). 



c8e 8. Appraisals 



§ 1525. Appraisals Pursuant io Section 22317, Financial 



An appraisal, for which a fee is charged pursuant to Secfion 22317 of 
the Financial Code, shall be made by a qualified appraiser. An appraiser 
may be a company employee if qualified. The appraisal shall be in writ- 
ing and signed by the appraiser, shall state the fair market value of the 
property, and describe the work method used and done by the appraiser 
in making the appraisal. 

NOTE; Authority cited: Section 22150, Financial Code. Reference: Sections 
22150 and 22317, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Change without regulatory effect amending section heading, section and Note 
filed 6-14-95 pursuant to section 100, title 1, California Code of Regulations 
(Register 95, No. 24). 

§ 1526. Limitation of Appraisal Fee Pursuant to Section 

22458.4 or 24458.4, Financia! Code. 
NOTE: Authority cited: Sections 22400 and 24400, Financial Code. Reference: 
Sections 22400, 22458.4, 24400 and 24458.4, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Amendment filed 7-8-85; effective thirtieth day thereafter (Register 85, No. 

28). 

3. Repealer filed 2-24-86; effective thirtieth day thereafter (Register 86, No. 9). 



Article 9. Repossession) and Sale of 

Personal Property 

§ 1535. Duty of a Finance Company. 

(a) Unless otherwise provided in these regulations, a repossession, 
whether voluntary or involuntary, and sale shall be conducted in accor- 
dance with the California Commercial Code. 

(b) Upon repossession of property securing a loan, a finance company 
must deal fairly and justly with the borrower in selling such property and 
obtain on such sale the fair market value of the property. 

(c) Reasonable care of such property must be taken while in the pos- 
session of the finance company. 

(d) If a borrower requests, and if the lender agrees, the property secur- 
ing a loan may be repossessed and sold even though the loan is not in de- 
fault. The repossession and sale of such property shall be processed in ac- 
cordance with this Article. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Section 221 50, 
Financial Code. 

History 

1 . Amendment filed 1 2-29-83; effecfive thirtieth day thereafter (Register 83, No. 
53), 

2. Change without regulatory effect amending subsection (b) and Note filed 
6-14-95 pursuant to secdon 100, title 1, California Code of Regulations (Resis- 
ter 95, No. 24). 

§ 1536. Register of Repossessions Required. 

A finance company shall maintain a register of all repossessions of 
personal property including property voluntarily surrendered by a bor- 
rower. The register shall show at least the date of repossession, loan num- 
ber, name of borrower, description of the property and the date of sale or 
disposition of the property. 

NOTE: Authority cited: Section 22 150, Financial Code. Reference: Section 221 56, 
Financial Code. 

History 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulafions (Register 95, No. 24). 

§ 1 537. Sale of Security. 

(a) After repossession of any property securing a loan and prior to a 
public or private sale, (unless the collateral is perishable or threatens to 
decHne speedily in value), a finance company shall give written notice 
to the borrower of the date, time and place at which the property will be 
sold in a public sale or the date and time on or after which the property 
may be sold in private sale. Notice shall be personally served on the bor- 
rower at least five (5) days before the date of the sale. If the notice is not 
served on the borrower personally it may be served by registered or certi- 
fied mail sent to the borrower at hi.s/her last known address. The notice 
must state the amounts required to release the collateral to the borrower. 
If a demand for the entire balance is made, the amount quoted must be 
the net pay-off as adjusted by any rebate of unearned precomputed 
charges and credit insurance premiums. 

(b) If the finance company cannot obtain the fair market value of the 
property at the time of sale and the borrower does not demand that the sale 
proceed, the finance company may reschedule the sale of the property 
within a reasonable time thereafter. Written notice or announcement of 
the date, time and place of sale shall be provided to the borrower. The bor- 
rower is given credit for the actual selling price, or the highest bid ob- 
tained at the noticed sale, whichever is greater. 

NOTE: Authority cited: Section 22 150, Financial Code. Reference: Section 22 1 50, 
Financial Code. 

History 

1 . Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

3. Amendment filed 8-4-98; operative 9-3-98 (Register 98, No. 32). 



Page 425 



Register 2000, No. 51; 12-22-2000 



§1538 



BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



§ 1538. Evidence of Fair IVIarket Value. 

A finance company shall maintain in its records evidence that the fair 
market value of the property was obtained and credited to the account of 
the borrower. Such evidence shall be in the form of: 

(a) A report or other record which describes the condition of the collat- 
eral at the time of repossession; and 

(b) Any of the following: 

(1) Three (3) or more signed bids from persons not associated directly 
or indirectly with the finance company which show the name and address 
of each bidder, the date of bid and an adequate description of the proper- 
ty; or 

(2) A copy of a statement of sale from the auction house which shows 
the gross sales price, sales commissions and any other costs of sale; or 

(3) Some other form acceptable to the commissioner establishing val- 
ue. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
.22150 and 22156, Financial Code. 

History 

1. Amendment filed 1 2-29-83; effective thirtieth day thereafter (Register 83. No. 
53). 

2. Change without regulatory effect amending NOTE filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 



§ 1539. Expenses and Costs of Repossession or Sale: 
Expenses and Costs of Repairs. 

Except as provided by Section 22329(e)(5), expenses or costs of repos- 
session or sale of property securing a loan shall be charged to or collected 
from a borrower, either directly or indirectly. No expenses or costs of re- 
pairs to such property shall be charged to or collected from a borrower, 
either directly or indirectly, except upon a written authorization from the 
borrower specifically authorizing such repairs and signed by the borrow- 
er after the repossession and prior to the making of the repairs. Nothing 
in this section shall be deemed to apply to a lien on property securing a 
loan, which existed prior to the date of repossession of such property and 
which resulted from some act of the borrower occurring prior to the date 
of such repossession. Nothing in this section shall be deemed to permit 
any charge other than charges permitted by law. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22156 and 22329, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, tide i , California Code of Regulations (Register 95, No. 24). 

3. Amendment of section and Note filed 8-4-98; operative 9-3-98 (Register 98, 

No. 32). 

§ 1540. Sales to Certain Persons Prohibited. 

A finance company shall not sell property securing a loan to any em- 
ployee, officer, director or partner of such finance company or affiliate 
of such finance company, or to a relative of any of them. 
NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150 and 22156, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1541. Credit or Refund upon Resale After Repossession. 

If a finance company, or any affiliate of such finance company, or any 
company in which it has some interest, or any company in which any per- 
son connected with the finance company has some interest, purchases 
any property securing a loan at any sale after repossession, the finance 
company shall: 

(a) At the time of purchase, credit or refund to the borrower an amount 
at least equal to the fair market value of such property as determined un- 
der Section 1538 of these rules. 



(b) Upon a resale of such property, credit or refund to the borrower the 
gross amount for which such property is resold less the amount of credit 
or refund made under subsection (a) of this rule, and any expenses of re- 
pairing or reconditioning such property made after its purchase and any 
expenses of resale, provided that any such expenses shall not exceed the 
actual outlay therefor. 

(c) Not resell such property to any of the persons described in Section 

1540 of these rules. 

NOTE: Authority cited: Secfion 22 1 50, Financial Code. Reference: Section 22 1 50, 
Financial Code. 

History 

1 . Amendment filed 1 2-29-83: effecfive thirtieth day thereafter (Register 83, No. 

53). 

2. Change without regulatory effect amending NOTE filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1542. Records: Maintenance Required. 

A finance company shall maintain complete records of the reposses- 
sion and sale or resale of any property securing a loan and such records 
shall include at least the following: 

(a) A copy of the Department of Motor Vehicles affidavit of reposses- 
sion if required. 

(b) A copy of the security agreement if the original has been released. 

(c) Evidence that the nofice of sale required by Section 1537 of this Ar- 
ticle was sent by registered or certified mail. If the notice was served per- 
sonally, an affidavit to that effect shall be on file. 

(d) A copy of a bill of sale for collateral other than a vehicle for which 
an affidavit of repossession was prepared. The bill of sale shall include 
the purchaser's name, address and gross sales price. 

(e) Invoices and/or receipts for payment of liens, expenses of repairs 
and expense of resale provided by Sections 1539 and 1541 of this Article. 

(f) Evidence that the borrower was notified that existing insurance 
may be canceled by him/her. 

Such records shall be maintained for a period of not less than two (2) 
years after the sale. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150 and 22156, Financial Code. 

History 

1. Amendment of subsection (f) filed 12-29-83; effective thirtieth day thereafter 
(Register 83, No. 53). 

2. Change without regulatory effect amending subsection (c) and Note filed 
6-14-95 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 95, No. 24). 



Article 10. Advertising 

§ 1550. Advertising: Submission for Examination. 

(a) A finance company, and every applicant for a license, shall submit 
in duplicate to the Commissioner for examination all advertising used or 
proposed to be used in the conduct of its business under the Law. 
. (b) A finance company shall not use any advertising until it has been 
so submitted to the Commissioner for examinadon and the Commission- 
er has notified said company in writing that the use of said advertising is 
not disapproved. 

(c) The Commissioner may, by order, exempt from the provisions of 
this section, any finance company which the Commissioner has found to 
have been in substantial compliance with the provisions of the Law and 
these regulations regarding advertising for a period of not less than 12 
months immediately prior to the effective date of such order. Any such 
order shall continue in effect until it expires by its terms or until the Com- 
missioner revokes it for lack of compliance with such provisions subse- 
quent to the effective date thereof. 

NOTE: Authority cited: Secfion 22150, Financial Code. Reference: SecUons 
22150, 22161, 22163, 22164 and 22165, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment filed 2-21-85; effective thirtieth day thereafter (Register 85, No. 
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3. Change withoul regulatory effect amending subsections (a), (c) and Note filed 
6- 14-95 pursuant to section 100. title 1, California Code of Regulations (Regis- 
ter 95, No. 24). 

§ 1 551 . Disapproved Advertising. 

NOTE: Authority cited: Sections 22400 and 24400, Financial Code. 

History 
J . Repealer filed 5-16-84; effective thirtieth day thereafter (Register 84, No. 20). 

§ 1552. Maintenance of Advertising Copy. 

(a) A finance company shall maintain in its home office, a file of all 
advertising copy for a period of at least ninety (90) days after the last date 
of its use. 

(b) All advertising copy shall have noted thereon the name or names 
of all advertising media used and the dates when such advertising ap- 
peared. 

(c) In the case of radio or television advertising, unless the full text of 
such announcements is retained for the aforesaid prescribed time by the 
broadcasting station or stations and is available to the commissioner, a 
finance company shall cause a voice transcription of the full text of such 
announcements to be prepared and retained for said ninety (90) day peri- 
od. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Section 221 66, 
Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment of Note filed 2-21-85; effective thirtieth day thereafter (Redster 
85, No. 8). 

3. Change without regulatory effect amending NOTE filed 6-14-95 pursuant to 
section 100, title 1, California Code of Regulations (Register 95, No. 24). 

§ 1553. Advertising Specified Terms of Loans: R/Sust Apply 
to All Loans Unless Qualified. 

NOTE: Authority cited: Sections 22400 and 24400, Financial Code. 

History 
1. Repealer filed 5-16-84; effective thirtieth day thereafter (Register 84, No. 20). 

§ 1554. Specified Rates or Charges Quoted: Additional 

information Required: Must Apply to All Loans 
Unless Qualified. 

NOTE: Authority cited: Secfions 22400 and 24400, Financial Code. 

History 

1 . Repealer filed 5-1 6-84; effective thirtieth day thereafter (Register 84, No. 20). 

§ 1555. "^o Brokerage": Limitations on Use. 

NOTE: Authority cited: Sections 22400 and 24400, Financial Code. 

History 
1 . Repealer filed 5-1 6-84; effective thirtieth day thereafter (Register 84, No. 20). 

§1556. Credit instruments: Limitations. 

(a) "Guaranteed loan offer" as used in this section means an offer by 
a finance company that purports to be a firm offer or guarantee or com- 
mitment that the finance company will make a loan to the individual or 
individuals named in the offer. 

(b) A finance company shall not be permitted to make a guaranteed 
loan offer unless the following conditions are met: 

(1) The complete offer package and any related advertising copy (the 
"Package") have been submitted to the Commissioner for examination 
and the Commissioner has notified the company in writing that the use 
of the Package is not disapproved. 

(2) The finance company makes the offer to an individual or individu- 
als specifically named in the offer. The finance company may require 
each individual so named in the offer to be obligated on the loan. 

(3) The finance company expressly agrees to make a loan or loans of 
any stated amount or amounts (or up to a definitely stated or determinable 
maximum amount or amounts) at a rate or rates not to exceed a stated an- 
nual percentage rate or rates, upon presentation of the offer, and without 
any credit investigation. 



(4) The finance company expressly agrees (A) to make the loan with- 
out security or (B) to make a loan secured by personal property as de- 
scribed in Section 22009 without considering the value of or insuring the 
security. 

(5) The offer is dated accurately as of the date of issue and contains a 
termination date effective not more than 1 2 months from the date of is- 
suance by the finance company. 

(6) The offer is not a facsimile of a check, draft, bond, insurance 
policy, or any other form of commercial paper, which would tend to be 
false, misleading or deceptive. 

(7) The offer clearly shows that a loan and repayment thereof, together 
with charges thereon, is involved. 

(8) The offer specifies the location at which the loan will be made. 

(9) The offer specifies that the finance company's loans are made pur- 
suant to a California Finance Lenders license. 

(c) The guaranteed loan offer may contain any of the following provi- 
sions: 

(1) The finance company will honor the offer only if the prospective 
borrower or borrowers does not have a current loan balance outstanding 
with the finance company. 

(2) The prospective borrower or borrowers will be required to choose 
between all outstanding guaranteed loan offers. 

(3) The finance company will honor the offer only if the prospective 
borrower or borrowers agrees to combine the offered loan with the cur- 
rent loan balance outstanding with the finance company. 

(d) Within twenty-five (25) calendar days from the receipt of the 
Package under subsection (b)(1) of this rule, the Commissioner shall in- 
form the finance company, in wrifing, that the Package is not disap- 
proved, or that the Package is disapproved and specify information need- 
ed to complete the Package. Within twenty-five (25) calendar days from 
the receipt of a complete Package, the Commissioner shall reach a deci- 
sion on the Package. The Commissioner's median, minimum, and maxi- 
mum times for processing a Package are nineteen (19) calendar days, six 
(6) calendar days, and thirty-six (36) calendar days, respectively, from 
the acceptance of the initial package to the final decision on the Package, 
based on the Commissioner's actual performance during the two years 
immediately preceding the proposal of this subsection. 

(e) The finance company shall comply with the terms stated in the offer 
when the offer is accepted by the prospective borrower or borrowers. 

(f) The Commissioner may, by order, exempt any finance company 
from the requirements of submitting any Package for examinafion under 
subsection (b)(1) of this rule if the Commissioner finds the finance com- 
pany has been in substantial compliance with the Law or any regulation 
or order regarding advertising for a period of not less than 1 2 months im- 
mediately prior to the effective date of the order. Any order issued pur- 
suant to this subsection shall continue in effect until it expires by its terms 
or until the order is revoked by the Commissioner. 

(g) For an instant loan check or a live check, the finance company shall 
comply with Financial Code Section 22342. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22161, 22162, 22163, 22164, 22165 and 22342, Financial Code. 

History 

1 . Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 

53). 

2. Amendment of NOTE filed 2-21-85; effective thirtieth day thereafter (Register 

85, No. 8). 

3. Amendment of section filed 6-28-91 ; operafive 7-29-91 (Register 91 , No. 41 ). 

4. Change without regulatory effect amending subsection (b)(4) and Note filed 
6-14-95 pursuant to section 100, title 1, California Code of Regulations (Regis- 
ter 95, No. 24). 

5. Amendment of subsection (b)(1), new subsection (b)(9), amendment of subsec- 
tion (d), new subsection (0 and amendment of Note filed 7-27-99; operative 
8-26-99 (Register 99, No. 31). 

6. Change without regulatory effect amending subsection (b)(1), adding subsec- 
tion (g) and amending Note filed 3-25-2005 pursuant to section 100, title 1, 
California Code of Regulations (Register 2005, No. 12). 
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§ 1557. "Blind" Advertising Prohibited. 

A finance company shall not use so-called "blind" advertisements. An 
example of "blind" advertising is that giving only telephone number, post 
office or newspaper box numbers, or name other than that of the finance 
company. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22161, 22163, 22164 and 22163, Financial Code. 

HrSTORY 

1. New Note filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

2. Amendment of Note filed 2-21-85; effective thirtieth dav thereafter (Register 
85, No. 8). 

3. Change without regulatory effect amending Note filed 6-14-95 pursuant to 
section 100, title 1 , California Code of Regulations (Register 95, No. 24). 

§ 1558. Advertising of Gifts: Limitations. 

NOTE: Authority cited: Sections 22400 and 24400. Financial Code. 

History 
1 . Repealer filed 5-16-84; effective thirtieth day thereafter (Register 84, No. 37). 
(Text inadvertently not deleted during printing of Register 81 , No. 49.) 



Article 11. Hearings and Complaints 

NOTE: Authority cited: Section 22400, Financial Code. 

History 
]. Repealerof Article 11 (Sections 1565-1569) filed 12-3-81; effecfive thirtieth 
day thereafter (Register 81, No. 49). 



Article 12. Exceptions to Rules 

§ 1570. Exceptions to Rules. 

(a) The following rules shall not apply to any consumer loan of a bona 
fide principal amount of $ 1 0,000 or more or to a finance company in con- 
nection with any such loan provided the provisions of this section are not 
used for the purpose of evading the law or these rules: Sections 1433, 
1434, 1445, 1447, 1448, 1449, 1450, 1453 to 1457, 1459, 1478, 1486 to 
1495, 1497, 1498, 1510 to 1517, 1525 and 1535 to 1542. 

(b) The following rules shall not apply to any commercial loan of a 
bona fide principal loan amount of $5,000 or more or to a finance compa- 
ny in connection with any such loan provided the provisions of this sec- 
tion are not used for the purpose of evading the law or those rules: Sec- 
tions 1458, 1496, and the sections enumerated in subsection (a) of this 
rule. 

NOTE: Authority cited: Section 22150, Financial Code. Reference: Sections 
22150, 22250, 22550 and 22500, Financial Code. 

History 

1. Amendment filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 
49). 

2. Amendment filed 12-29-83; effective thirtieth day thereafter (Register 83, No. 
53). 

3. Amendment filed 2-21-85; effective thirtieth day thereafter (register 85, No. 
8). 

4. Change without regulatory effect amending subsecfion (a), repealing and add- 
ing new subsection (b) and amending Note filed 6-14-95 pursuant to section 
100, ntle 1, California Code of Regulations (Register 95, No. 24). 

5. Amendment filed 8-4-98; operative 9-3-98 (Register 98, No. 32). 



Subchapter 7. Securities Owners 
Protection 

§ 1590. Verification of Application. 

NOTE: Authority cited: Secfion 27003, Corporations Code. Reference: Section 
27102, Corporations Code. 

History 

1. Repealer of Subchapter 7 (Sections 1589-1602) and new Subchapter 7 (Sec- 
tions 1590-1600) filed 3-20-78 (Register 78, No. 12). For prior history, see 
Register 73, No. 26. 

2. Editorial con-ection of NOTE filed 3-9-83 (Register 83, No.l 1). 

3. Change without regulatory effect repeahng subchapter 7 (sections 1 590-1 596, 
including previously repealed sections 1597-1600) and repealing section filed 



2-7-97 pursuant to secfion 100, title 1, Cahfomia Code of Regulations (Regis- 
ter 97, No. 6). 

§ 1591. Termination of Certificate. 

NOTE: Authority cited: Secfion 27003, Corporafions Code. Reference: Section 
27 1 00, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 6-26-85; effective thirtieth day thereafter (Register 85. No. 
26). 

3. Change without regulatory effect repealing section filed 2-7-97 pursuant to 
secfion 100, fille 1, California Code of Regulafions (Register 97, No. 6). 

§1592. Contents of Application. 

NOTE: Authority cited: Section 27003. Corporations Code. Reference: Sections 
27102, 27103, 27104 and 27105, Corporafions Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Amendment filed 6-26-85; effecfive thirtieth day thereafter (Register 85, No. 
26). 

3. Change without regulatory effect pursuant to Secfion 1 00(b) (3), Title 1 , Califor- 
nia Code of Regulafions filed 12-15-89; operafive 1-14-90 (Register 90, No. 
1). 

4. Change without regulatory effect amending secfion filed 8-17-90 pursuant to 
secfion 100, fitle 1, California Code of Regulations (Register 90, No. 41). 

5. Change without regulatory effect repealing section filed 2-7-97 pursuant to 
section 100, title 1, California Code of Regulafions (Register 97, No. 6). 

§1593. Compensation. 

Note: Authority cited: Section 27003, Corporations Code. Reference: Section 
27106, Corporafions Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Change without regulatory effect repealing section filed 2-7-97 pursuant to 
secfion 100, tide 1, California Code of Regulafions (Register 97, No. 6). 

§1594. Filing of Advertising. 

NOTE: Authority cited: Section 27003, Corporafions Code. Reference: Sections 
27105 and 27107, Corporations Code. 

History 

1 . Amendment filed 7-20-82; effective thirtieth day thereafter (Register 82, No. 
30). 

2. Change without regulatory effect repealing section filed 2-7-97 pursuant to 
secfion 100, fitle 1, California Code of Regulations (Register 97, No. 6). 

§ 1595. Advertising: Misleading Statements. 

NOTE: Authority cited: Section 27003, Corporations Code, Reference: Sections 
27105 and 27107, Corporations Code. 

History 

1. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

2. Change without regulatory effect repealing section filed 2-7-97 pursuant to 
secfion 100, fitle 1, California Code of Regulafions (Register 97, No. 6). 

§ 1596. Report of Collections and Expenditures. 

History 
1 . Change without regulatory effect repealing section filed 2-7-97 pursuant to 
section 100, titie 1, California Code of Regulations (Register 97, No. 6). 

§1597. 

NOTE: Authority cited: Section 27003, Corporations Code. 

History 
1 . Repealer filed 7-20-82; effective thirtieth day thereafter (Register 82, No. 30). 

§1598. 

NOTE; Authority cited: Section 27003, Corporations Code. 

History 
1 . Repealer filed 7-20-82; effecfive thirtieth day thereafter (Register 82, No. 30). 

§1599. 

NOTE: Authority cited: Section 27003, Corporations Code. 

History 
1 . Repealer filed 7-20-82; effective thirtieth day thereafter (Register 82, No. 30). 

§1600. 

NOTE; Authority cited: Section 27003, Corporations Code. 

History 
1. Repealer filed 7-20-82; effective thirtieth day thereafter (Register 82, No. 30). 
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Subchapter 8= Retirement Systems 

(Originally Printed 5-15-46) 

Note: Authority for Subchapter 8 (§§1650 through 1692, Sec. 22, Chapter 1035, 
Stats. 1945); authority lor repealer. Chap. 1443, Stats. 1970. 

History 

1. New Subchapter 8 filed 3-1-46 (Register No. 3) 

2. Repealer of Subchapter 8 filed 8-27-71 as procedural; effective upon filing 
(Register 71, No. 35). 



lapter 9= Escrow Agents 

(Originally Printed 6-12^8) 



aener 



roviSions 



§1700. Preamble. 

NOTE; Sections 1700-1753, inclusive, issued under authority contained in Sec- 
tion 1 4 of Escrow Act, Chapter 92 1 , Statutes 1 947. Additional authority cited: Sec- 
tions 17400 and 17401, Financial Code. 

History 

1. New Secfions 1700 to 1753, inclusive, filed 6-7-48 (Register 12, No. 10). 

2. Amendment to Section 1700 filed 3-3-52; effective thirtieth day thereafter 
(Register 27, No. 5). 

3. Amendment filed 10-6-72; effective thirtieth day thereafter (Register 72, No. 
41). 

4. Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1! 701 . Offices of DivJsioo. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. 

History 



§1707. Duplicate Exhibits. 

History 
1 . Repealer filed 12-3-81 ; effecfive thirtieth day thereafter (Register 81 , No. 49). 

§1708. Rulings. 

History 

1. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§1709. Branch Office Sign. 

An escrow agent by an appropriate sign shall identify each of its 
branch offices as a branch office of the escrow agent. 
NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Section 17213.5, Financial Code. 

History 
1 . Editorial correcfion of NOTE filed 10-13-82 (Register 82, No. 42). 

§ 1709.1. Notification of Location of Customer Contact 
Centers. 

Each Internet escrow agent shall notify the Commissioner in writing 
of the following: 

(a) The business address of a customer contact center at least 10 days 
prior to commencing business at that location. 

(b) The new business address at least 10 days prior to the date of an 
intended change in the location of any customer contact center. 
NOTE: Authority cited: Secdon 17400, Financial Code. Reference: Sections 
17005.3, 17404 and 17406, Financial Code. 

History 
1. New section filed 7-21-2003; operafive 7-21-2003 pursuant to Government 
Code section 1 1343.4 (Register 2003, No. 30). 

§ 1710. Joint Control Agents and Internet Escrow Agents. 

A "joint control agent" is an escrow agent of the type described in Sec- 
tion 17005.1 of the Financial Code. An "Internet escrow agent" is an es- 
crow agent of the type described in Section 17004.5 of the Financial 
Code. All the regulations in this subchapter shall be applicable to joint 



1 . Amendment filed 3-33-52; effective thirtieth day thereafter (Register 27, No. control agents and Internet escrow agents. All references to an "escrow 
5). agent" or "escrow agents" shall be deemed to refer not only to escrow 

2. Amendment filed 11-24-65; effective thirtieth day thereafter (Register 65, No. agents generally but also to joint control agents and Internet escrow 



23). 



agents. 



3. Repealer filed 10-6-72;effectivethirtiethday thereafter (Register 72, No. 41). NotE: Authority cited: Section 17400, Financial Code. Reference: Sections 

17004.5 and 17005.1, Financial Code. 

§1702. Informatoon: Where Obtainable. History 

NOTE: Additional authority cited: Sections 17400 and 17401 , Financial Code. 1 • New section filed 1 1-24-65; effective thirtieth day thereafter (Register 65, No. 

History 23). 

1 . Amendment filed 1 1-13-58; effective thirtieth day thereafter (Register 58, No. -■ Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
21). 12). 

2. Amendment filed 10-6-72; effective thirtieth day thereafter (Register 72, No. 3. Editorial correcfion filed 10-13-82 (Register 82, No. 42). 

41). 4. Amendment of section heading, section and Note filed 7-21-2003; operative 

3. Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 30^""°^^ ''"'''"''"' '" Government Code section 1 1343.4 (Register 2003, No. 

§1703. Communications to Department. §1711. Definition of Terms. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. The terms used in these regulations shall have the same meanings set 

History forth in the Escrow Law. 

1 . Annendment filed 10-6-72; effective thirtieth day thereafter (Register 72, No. notE: Authority cited: Sections 17400 and 17401 , Financial Code. Reference: 

^^>- Section 17001, Financial Code. 



2. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§1704. Reference of Inquiries. 

History 

1. Amendment filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 
41). 

2. Repealer filed 10-6-72; effective thirtieth day thereafter (Register 72, No. 41). 



History 
1. New section filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 

28). 



Article 2. Applications 



§ 1 71 2. Form of Application. 

History 
1. Repealer filed 12-3-81; effecfive thirtieth day thereafter (Register 81, No. 49). 



§ 1 705. Address for Communications. 

History 
1 . Repealer filed 10-6-72; effective thirtieth day thereafter (Register 72, No. 41). § 1 713. Additional Information. 

History 
1 . Repealer filed 12-3-81 ; effecfive thirtieth day thereafter (Register 81 , No. 49). 



§ 1706. AdditBonal Data. 

History 

1. Amendment filed 10-6-72; effecfive thirtieth day thereafter (Register 72, No. § 1714. Financial Statement. 

41)- History 

2. Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 1. Repealer filed 12-3-81 ; effecfive thirtieth day thereafter (Register 81, No. 49) 
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§ 1 71 4.1 . Independent Accountant. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Section 17406, 
Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial con-ection of NOTE filed 10-13-82 (Register 82, No. 42). 

3. Amendment filed 1 -5-87; effective thirtieth day thereafter (Register 87, No. 2). 

4. Repealer filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

§1715. Branch Offices. 

NOTE: Additional authority cited: Section 17400, Financial Code. 

History 

1. Amendment filed 1 1-13-58; effective thirtieth day thereafter (Register 58, No. 
21). 

2. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

3. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§1716. Locations. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 6-27-74; effective thirtieth day thereafter (Resister 74, No. 
26). 

3. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§1716.1. Similar Names. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Secfion 
17209.3, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial correction of NOTE filed 10-13-82 (Register 82, No. 42). 

3. Repealer filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

§ 1717. Filing Copies of Certificates. 

A corporate licensee shall file with the commissioner a copy of any 
certificate affecting the licensee corporation hereafter filed by it with the 
Secretary of State and not theretofore filed with the commissioner. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Section 
17213.5, Financial Code. 

History 

1. New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 
5). 

2. Editorial correction of NOTE filed 10-13-82 (Register 82, No. 42). 

§ 1 71 7.1 . Notice of Judgments. 

An escrow agent shall notify the Commissioner in writing immediate- 
ly after an entry of a money judgment in a civil action against the escrow 
agent, or entry of a judgment involving moral turpitude against any es- 
crow agent, officer, or director of an escrow agent, or the person meeting 
the requirements of Section 17200.8 of the Escrow Law, and immediate- 
ly after the filing of a criminal action involving moral turpitude against 
the escrow agent, or any of its officers, or directors, or the person meeting 
the requirements of Section 17200.8 of the Escrow Law. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17200.8 and 17210, Financial Code. 



History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Reeister 27, No. 
5). 

2. Amendment filed 1 1-24-65; effective thirtieth day thereafter (Register 65, No. 

23). 

3. Editorial con-ecfion of NOTE filed 10-13-82 (Register 82, No. 42). 

§ 1717.2. Experience Requirement for Internet Escrow 
Agents (With Respect to Personal Property 
Transactions). 

Within the organization of each Internet escrow agent corporation en- 
gaged in the business of escrows involving personal property, one or 
more qualified persons shall deinonstrate knowledge and understanding 
of the Escrow Law (as set forth in Division 6 (commencing with Section 
17000) of the Financial Code), the rules promulgated thereunder and ac- 
counting practices and procedures as follows: 

(a) Execute a declaration certifying under penalty of perjury that the 
person has read and understood the provisions of Division 6 of the Finan- 
cial Code and these rules promulgated under the Escrow Law; and 

(b) Possess a minimum of two years of experience performing and/or 
supervising accounting functions that are similar to those functions that 
will be necessary to maintain the books, records and accounts of the Inter- 
net escrow agent as required by the Escrow Law and these rules; or 

(c) Successful completion of beginning and intermediate accounting 
courses or equivalent accounting courses with a grade of "C" or better (or 
a "passing" or equivalent grade when no letter grade is awarded) from an 
accredited college. College transcripts shall be provided to the Commis- 
sioner to demonstrate this requirement has been met. An "accredited" 
college means a University of California, a California State University, 
a California Community College, or another college or university ap- 
proved (or exempt from approval) by the California Bureau for Private 
Postsecondary and Vocational Education. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Section 
17200.8, Financial Code. 

History 

1. New section filed 7-21-2003; operative 7-21-2003 pursuant to Government 
Code section 1 1343.4 (Register 2003, No. 30). 



Article 3. Bonds 

§ 1718. Cash in Lieu of Surety Bond. 

(a) Section 17202.1 of the Financial Code allows licensed escrow 
agents, or applicants for an escrow agent's license, to deposit with the 
Commissioner cash, investment certificates of industrial loan compan- 
ies, certificates of deposit, bank accounts or savings and loan share ac- 
counts in lieu of the surety bond required by section 17202 of the Finan- 
cial Code. 

The procedures for establishing a deposit are as follows: 
(1) The escrow agent or applicant shall make an assignment of the de- 
posit, certificate or account to the Commissioner. The assignment shall 
be made using the following form containing the information therein spe- 
cified: 
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^M^ 



BEFORE THE 

DEPARTMENT OF CORPORATIONS 

OF THE 

STATE OF CALIFORNIA 

ASSIGNMENT TO COMMISSIONER OF CORPORATIONS 
PURSUANT TO FINANCIAL CODE SECTION 17202.1 



PARTI. ASSIGNMENT 



, herein after called Assignor, 



(Name) 



whose place of business is . 



., does hereby assign and .set over to the Commissioner of Corporations of the State 



of California or his or her duly appointed conservator or receiver all right, title and interest of whatever nature of Assignor in and to the investment 
certificate/certificate of deposit/bank account/savings and loan share account of the Assignor in 



(Name of industrial loan company, bank or savings and loan association) 



, California, 



(Street) 



(City) 



in the amount of $_ 



_, identified as certificate/account no. 



_. Assignor 



gl 



agrees that this assignment carries with it the right in the insurance of the assigned accounts by the Federal Deposit Insurance Corporation or the 
Federal Savings and Loan Insurance Corporation (or its successor) and includes and gives the right to the Commissioner of Corporations or his or 
her duly appointed conservator or receiver to redeem, collect and withdraw the full amount of such deposit, certificate or account at any time without 
notice to the Assignor. This assignment is given as security for any liability of the Assignor under the provisions of the Escrow Law and in accordance 
with sections 17202 and 17202.1 of the California Financial Code. 

This assignment includes interest and penalties payable on any such liability. Assignor hereby notifies the above-named industrial loan company, 
bank or savings and loan association of this assignment. 

(A copy of the resolution of Assignor's Board of Directors, certified by the Secretary of the Assignor, must be attached to each copy of this Assign- 
ment.) 



Dated this 



day of 



, 20 



(Assignor) 



Signature of Authorized Officer 



• 
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PART II. RECEIPT FOR NOTICE OF ASSIGNMENT 

Receipt is hereby acknowledged of the written notice of the assignment to the Commissioner of Corporations, State of California, of the investment 
certificates, certificates of deposit, bank accounts or savings and loan share accounts identified in Part 1 hereof. We confirm that such account/certifi- 
cate is outstanding and we have noted in our records the interest of the Commissioner and his or her duly appointed conservator or receiver therein 
as shown in said Assignment, and have retained a copy of said Assignment and of this receipt. We certify that said accounts are fully insured by the 
Federal Deposit Insurance Corporation or the Federal Savings and Loan Insurance Corporation (or its successor) and that we have received no notice 
of any lien, encumbrance, hold, claim or obligation concerning said certificates or accounts prior to the assignment thereof to the Commissioner of 
Corporations. We further state that no lien or right of offset is or at any subsequent time will be claimed by this industrial loan company, bank or 
savings and loan association against said certificates or accounts for any obligation due or to become due to this industrial loan company bank or 
savings and loan association from the Assignor or any of its officers, directors, shareholders or employees. We agree to make payment to the Commis- 
sioner of Corporations upon request in accordance with the laws applicable to this industrial loan company, bank or savings and loan association. 

Dated this day of , 20 . 



(Name of industrial loan company, bank or savings and loan association) 

(Street) (City) 

By 

(Name and Title of Officer) 

PART III. RECEIPT FOR DEPOSIT OF INVESTMENT CERTIHCATES, CERTIHCATES OF DEPOSIT, BANK ACCOUNTS OR SAVINGS 
AND LOAN SHARE ACCOUNTS AND DIRECTIONS TO PAY EARNINGS. 

Receipt is acknowledged of the above Assignment and the investment certificates, certificates of deposit, bank accounts or savings and loan share 
accounts identified therein. The industrial loan company, bank or savings and loan association named in the above Assignment is hereby authorized 
and directed to pay any earnings which exceed the amount of any penalties which may be assessed on said certificates or accounts to the above-named 
Assignor until otherwise notified in writing by the Commissioner of Corporations of the State of California. 

Dated this day of , 20 . 



• 



(Commissioner of Corporations) 
By 
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(2) An original and 5 copies of the form set forth in subsection (1) 
above, completed as to Part I and Part 11 thereof, shall be filed with the 
Commissioner. 

(3) Submission of the original form must be accompanied by two co- 
pies of the board of directors' resolution authorizing filing of the assign- 
ment. 

(4) The escrow agent or applicant shall forward the investment certifi- 
cates, certificates of deposit, or other appropriate evidence of deposit of 
bank accounts or savings and loan share accounts to the Commissioner 
at the time of filing the assignment. 

(5) After completion of Part III of the form by the Commissioner, a 
copy of the assignment will be sent to the assignor escrow agent, or appli- 
cant, and a copy to the issuing industrial loan company, bank or savings 
and loan association. 

(b) The Commissioner is not given authority under the Escrow Law to 
adjudicate any claim or controversy against a bond of an escrow agent 
or against a deposit of cash, investment certificates, certificates of depos- 
it, bank accounts or savings and loan share accounts made in lieu of a 
bond. It will be necessary for disputed claims to be adjudicated by a court 
of competent jurisdiction. Upon filing of suit and notice to the Commis- 
sioner, if deemed appropriate under the circumstances, the Commission- 
er will turn over all or part of the funds to the court by means of an inter- 
pleader or similar proceeding. 

(c) Cash, investment certificates, certificates of deposit, bank accounts 
or savings and loan share accounts deposited in lieu of a bond may be re- 
turned to the escrow agent two years after the date of terminadon by the 
escrow agent of the deposit arrangement or two years after the termina- 
tion of the escrow agent's license, if the escrow agent makes a showing 
satisfactory to the Commissioner that it has no outstanding liabilities or 
claims against it which, if valid, could be satisfied in whole or in part out 
of the deposit. In the event an escrow agent establishes a subsequent de- 
posit in lieu of a bond in accordance with this section, the prior deposit 
may be returned to the escrow agent after obtaining the Commissioner's 
written consent. 

NOTE: Authority cited: Sections 17202.1 and 17400, Financial Code. Reference: 
Section 17202.1, Financial Code. 

History 

1. New section filed 8-24-90; operative 9-23-90 (Register 90, No. 42). 

2. Change without regulatory effect amending subsections (a), (b) and (c) filed 
2-8-91 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 91, No. 11). 

3. Editorial correction of subsection (c) (Register 91, No. 24). 

4. Editorial correction of printing error in form (Register 91, No. 33). 

5. Change without regulatory effect amending subsection (a)(1) filed 9-25-2002 
pursuant to section 100, title 1, California Code of Regulations (Register 2002, 
No. 39). 

§ 1719. Additoonal Bond. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. 

History 

1. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

2. Repealer filed 8-1 1-83; effective thirtieth day thereafter (Register 83, No. 33). 



• 



§1720. EmpBoyee Bonds. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. 

History 

1 . Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

2. Repealer filed 8-1 1-83; effective thirtieth day thereafter (Register 83, No. 33). 

§1721. Filing Employee Bonds. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. 

History 

1 . Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

2. Repealer filed 8-1 1-83; effective thirtieth day thereafter (Register 83, No. 33). 



§1722. Employee Bond Coverage. 

Except as otherwise provided in Section 1723 of these rules, a bond 
or bonds filed pursuant to Section 17203.1 of the Financial Code shall 
have at least the coverage provided in standard forms of fidelity, com- 



mercial blanket or blanket position bonds. Any additional coverage in 
such bonds is optional with the escrow agent. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17203.1 and 17312, Financial Code. 

History 

1 . Amendment filed 8-1 1-83; effective thirtieth day thereafter (Register 83, No. 
33). 

2. Amendment of section and Noxn filed 5-1-2000 as an emergency; operative 
5-1-2000 (Register 2000, No. 1 8). A Certificate of Compliance must be trans- 
mitted to OAL by 8-29-2000 or emergency language will be repealed by opera- 
tion of law on the following day. 

3. Reinstatement of section as it existed prior to 5-1-2000 emergency amendment 
by operation of Government Code Section 1 1346.1(0 (Register 2000, No. 35). 

4. Amendment of section and Note filed 8-30-2000 as an emergency; operative 
8-30-2000 (Register 2000, No. 35). A Certificate of Compliance must be trans- 
mitted to OAL by 1 2-28-2000 or emergency language will be repealed by op- 
eration of law on the following day. 

5. Certificate of Compliance as to 8-30-2000 order transmitted to OAL 
1 1-30-2000 and filed 1-10-2001 (Register 2001, No. 2). 

§ 1723. Form and Amount of Fidelity Bond. 

(a) Applicants for an escrow agent's license and licensees that are not 
required to be members of Escrow Agents' Fidelity Corporation pursuant 
to Section 17312 of the Financial Code or that will engage in or are en- 
gaged in the business of receiving escrows for deposit or delivery of the 
types of transactions not specified in subdivision (c) of Section 17312 of 
the Financial Code shall do the following: 

(1 ) File with the Department a fidelity bond, providing fidelity cover- 
age on each officer, director, trustee, and employee of not less than 
$125,000, for the purpose of indemnifying the escrow agent, or the es- 
crow agent's successor in interest, for loss of trust obligafions held by the 
escrow agent as a result of the fraudulent or dishonest abstraction, misap- 
propriation, or embezzlement of trust obligations by an officer, director, 
trustee, or employee of the escrow agent. The fidelity bond may be either 
a primary commercial blanket bond or a blanket position bond, but shall 
be written by an insurer who has been licensed by the Department of In- 
surance of the State of California. The fidelity bond shall contain a rider 
as set forth in subsecfion (b). Section 1725 of these rules shall not apply 
to a bond required under this secfion. 

(2) The licensee shall maintain minimum fidelity coverage in accor- 
dance with the following schedule: 

Monthly average Minimum 

escrow liability coverage 

Up to $125,000 $ 125,000 

$125,001 to $250,000 $ 250,000 

$250,001 to $500,000 $ 500,000 

$500,001 to $750,000 $ 750,000 

$750,001 to $1,000,000 $1,000,000 

$1,000,001 to $3,000,000 $2,000,000 

$3,000,001 to $5,000,000 $3,000,000 

$5,000,001 to $7,500,000 $4,000,000 

$7,500,001 to $10,000,000 $5,000,000 

and additional coverage at the rate of $1.00 for every $3.00 of average 
escrow liability in excess of $10,000,000. 

The foregoing schedule is a guide for the determination of the mini- 
mum fidelity coverage required of a licensee and shall not limit the De- 
partment in requiring any additional fidelity coverage that may be re- 
quired under the circumstances. 

(b) The rider shall: 

(1) Provide that the coverage of the bond extends to all officers, direc- 
tors, trustees, and employees of the insured whether or not such officers, 
directors, trustees, and employees are compensated by the insured. 

(2) Provide that "employee" shall include: 

(A) The Commissioner of Corporadons, State of California, during the 
time said Commissioner, including his or her authorized representafive, 
has possession of the property and business of the insured as provided in 
Chapter 6 (commencing with Section 17621) of Division 6 of the Finan- 
cial Code. 

(B) Any individual or individuals assigned to perform employee du- 
ties for the insured within any premises of the insured by any agency fur- 
nishing temporary personnel on a confingent or part-time basis; pro- 
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vided, however, that the policy does not cover any loss caused by such 
individual if such loss is also covered by any insurance or suretyship held 
by the agency furnishing such temporary personnel to the insured. 

(C) An independent contractor working in any office of the insured. 
Independent contractor shall be understood to mean any natural person 
while performing escrow duties in the service of the insured, and whose 
performance in such service, the insured has a right to govern and direct, 
but whom the insured compensates by other than salary or wages. 

(3) Contain a provision that the bond shall not be cancelled by the in- 
surer in whole or in part without 30 days prior written notice to the Com- 
missioner. 

(c) A fidelity bond required under tiiis section may contain a deduct- 
ible; however, the escrow agent shall deposit with the Commissioner a 
surety bond satisfactory to the Commissioner in the amount of the de- 
ductible. The surety bond required by this subsection is in addition to the 
surety bond required by Section 17202 of the Financial Code. The 
amount of the surety bond shall always be maintained at the same amount 
as the deductible, thereby reflecting any increase or decrease in the 
amount of the deductible. The surety bond shall run to the state for the 
use of the state to cover any loss of trust obligations that the escrow 
agent's fidelity bond does not cover due to the fidelity bond's deductible. 
The surety under the bond may pay the amount of its liability thereunder 
to the Commissioner or a conservator appointed by the Commissioner or 
a receiver or other designated fiduciary or officer of the court appointed 
by the court pursuant to Chapter 6 (commencing with Section 17621) of 
Division 6 of the Financial Code in lieu of payment to the state. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17203.1, 17312, 17621, 17628, 17629, 17630, 17631, 17635, 17636, 17637, 
17638 and 17640, Financial Code. 

History 

1. Amendment filed 1 1-13-58; effective thirtieth day thereafter (Register 58, No. 
21). 

2. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

3. Editorial correction of Note filed 4-6-83 (Register 83, No. 15). 

4. Amendment of section and Note filed 12-23-99 as an emergency; operative 
1-1-2000 (Register 99, No. 52). A Certificate of Compliance must be trans- 
mitted to OAL by 5-1-2000 or emergency language will be repealed by opera- 
tion of law on the following day. 

5. Reinstatement of section as it existed prior to 12-23-99 emergency amendment 
by operation of Government Code section 11346.1(0 (Register 2000, No. 18). 

6. Amendment of section and Note filed 5-1-2000 as an emergency; operative 
5-1-2000 (Register 2000, No. 18). A Certificate of Compliance must be trans- 
mitted to OAL by 8-29-2000 or emergency language will be repealed by opera- 
tion of law on the following day. 



7. Reinstatement of section as it existed prior to 5-1-2000 emergency amendment 
by operation of Government Code Section 1 1 346. 1 (0 (Register 2000, No. 35). 

8. Amendment of section and Note filed 8-30-2000 as an emergency; operative 
8-30-2000 (Register 2000, No. 35). A Certificate of Compliance must be trans- 
mitted to OAL by 12-28-2000 or emergency language will be repealed by op- 
eration of law on the following day. 

9. Certificate of Compliance as to 8-30-2000 order transmitted to OAL 
1 1-30-2000 and filed 1-10-2001 (Register 2001, No. 2). 

§1724. Term of Employee Bonds. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. 

History 

1. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

2. Repealer filed 8-1 1-83; effective thirtieth day thereafter (Register 83, No. 33). 

§1725. California Escrow Rider. 

A bond shall contain the "California Escrow Rider," as in effect on 
July 1, 1983. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Section 17204, Financial Code. 

History 

1 . Amendment filed 8-1 1-83; effective thirtieth day thereafter (Register 83, No. 
33). 

2. Repealer filed 5-1-2000 as an emergency; operative 5-1-2000 (Register 2000, 
No. 18). A Certificate of Compliance must be transmitted to OAL by 
8-29-2000 or emergency language will be repealed by operation of law on the 
following day. 

3. Reinstatement of section as it existed prior to 5-1-2000 emergency amendment 
by operation of Government Code Section 1 1346.1(0 (Register 2000, No. 35). 

§ 1726. Notification of Required Membership Fees to 
Escrow Agents' Fidelity Corporation and 
Personnel. 

(a) The Commissioner shall be notified in writing by the Escrow 
Agents' Fidelity Corporation of the escrow agent's payment to the corpo- 
ration of the required membership fees for those escrow agents subject 
to membership pursuant to subdivisions (a) and (c) of Section 17312 of 
the Financial Code and the escrow agent shall notify the Commissioner, 
on the form set forth in subdivision (b) furnished by the Commissioner, 
the names of any officer, director, trustee, employee or other person di- 
rectly or indirectly compensated by the escrow agent before allowing the 
person in the regular discharge of his/her duties to have access to moneys 
or negotiable securities belonging to or in the possession of the escrow 
agent, or to draw checks upon the escrow agent or the trust funds of the 
escrow agent. 

(b) The following form shall be used to notify the Commissioner pur- 
suant to subsection (a): 
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Fee: $10.00 + DO.I 
Noncriminal Applicant 
Fingerprint Fee 
Receipt No. 



STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

320 West 4th Street, Suite 750 

Los Angeles, California 90013-1 105 

(213)576-7690 

NOTICE OF 

OFFICERS, DIRECTORS, TRUSTEES, EMPLOYEES OR 

OTHER PERSONS DIRECTLY OR INDIRECTLY COMPENSATED BY ESCROW AGENTS 



OFFICIAL USE ONLY 

LAST NAME 

Date submitted CII: 

Applicant LD. # 



PLEASE PRINT OR TYPE 



File No. 



Name of Company 
ADDRESS OF MAIN OFFICE: 



Street 



City 



State 



ZIP Code 



EMPLOYING BRANCH OFFICE: 



APPLICANT'S NAME: 



Last 



First 



Middle 



POSITION HELD OR TO BE HELD: 



HOME ADDRESS: 



Street 

DATE OF BIRTH: 



City 



State 
PLACE OF BIRTH: 



ZIP Code 



Month Day Year 



DRIVER'S LICENSE NUMBER: 



HEIGHT: 



WEIGHT: 



SEX: 



COLOR OF EYES: 



COLOR OF HAIR: 



• 



*Fees should include the Department of Corporations' filing fee of ($10.00) and 
the fee charged by the Department of Justice (Section 1 1105, Penal Code) for 
processing Noncriminal Applicant Fingerprints. 
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(c) The fee for filing a notice pursuant to subsection (b) of this section 
is $ J 0.00 for each notice plus the fee charged by the Department of Jus- 
tice (Section 1 1105, Penal Code) for processing fingerprints and certain 
information provided by the applicant on the form. 

(d) If tiie fingerprints of an individual named in a notice filed pursuant 
to subsection (b) of this section are not on file with the Commissioner, 
the escrow agent shall file with the notice fingerprint information pur- 
suant to California Penal Code Section 1 1077.1 for such individual. In- 
formation as to whether or not an individual's fingerprints are on file with 
the Commissioner may be obtained from any office of the Commission- 
er. Upon filing the fingerprints of such person, an escrow agent shall re- 
imburse the Department of Corporations the actual amount then current- 
ly charged by the Department of Justice for processing the fingerprints. 
NOTE: Authority cited: Sections 17203.1 and 17400, Financial Code. Reference: 
Sections 17203.1, 17207, 17209, 17209.1 and 173 12, Financial Code; and Section 
11077.1. Penal Code. 

History 

1 . Change without regulatory effect of subsection (a) filed 3-27-86; effective thir- 
tieth day thereafter (Register 86, No. 1 3). For prior history, see Register 85, No. 
12. 

2. Change without regulatory effect pursuant to section 100(b)(3), title 1, Califor- 
nia Code of Regulations filed 12-15-89; operative 1-14-90 (Register 90, No. 
1). 

3. Change without regulatory effect amending subsection (b) filed 4-26-90 pur- 
suant to .section 100. title 1, California Code of Regulations. Printing delayed 
due to numerical error (Register 90, No. 41 ). 

4. Change without regulatory effect amending subsecfions (b) and (c) filed 
4-26-90 pursuant to section 100, title 1 , California Code of Regulations (Regis- 
ter 90, No. 41). 

5. Editorial correction of printing error in subsection (a), form in subsecfion (b), 
and History 4 (Register 91, No. 36). 

6. Editorial correction of form in subsection (b) (Register 95, No. 12). 

7. Change without regulatory effect amending form filed 5-24-99 pursuant to sec- 
tion 100, title 1, California Code of Regufations (Register 99, No. 22). 

8. Amendment of section and NOTE filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code section 1 1343.4 (Register 2003, No. 30). 

9. Change without regulatory effect amending subsection (d) and amending Note 
filed 1 1-23-2005 pursuant to section 100, title 1, California Code of Regula- 
tions (Register 2005, No. 47). 

§ 1 726.1 . Corporate Surety. 

A corporate surety which is an admitted insurer in the State of Califor- 
nia is satisfactory to the commissioner. 

History 
1. New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 

5). 



Article 4. Books, Records and Accounts 

§ 1729. Inspection and Examination by Commissioner. 

The Commissioner may consider the following factors in determining 
how often an examination required under subdivision (c) of Section 
17405 of the Financial Code shall be conducted: 

(a) Past and current violations of the Escrow Law and the regulations 
promulgated thereunder, taking into consideration the nature and severi- 
ty of the violations and the number of violations. 

(b) The number of years the escrow agent has been licensed under the 
Escrow Law. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Secfion 
17405, Financial Code. 

History 

1 . New section filed 12-31-2001 as an emergency; operative 1-1-2002 (Register 
2002, No. 1). A Certificate of Compliance must be transmitted to OAL by 
5-1-2002 or emergency language will be repealed by operation of law on the 
following day. 

2. New section refiled 4-29-2002 as an emergency; operative 4-30-2002 (Regis- 
ter 2002, No. 18). A Certificate of Compliance must be transmitted to OAL by 
8-28-2002 or emergency language will be repealed by operation of law on the 
following day. 

3. Certificate of Compliance as to 4-29-2002 order transmitted to OAL 7-9-2002 
and filed 8-20-2002 (Register 2002, No. 34). 



§ 1730. Maintenance of Books. 

(a) An escrow agent who is engaged in the business of receiving es- 
crows specified in subdivision (c) of Section 17312 of the Financial Code 
and is required to be a member of Escrow Agents' Fidelity Corporation 
shall have its business offices located in the State of California and shall 
maintain its books, records and accounts in the State of California. An 
escrow agent who is not engaged in the business of receiving escrows 
specified in subdivision (c) of Section 17312 of the Financial Code and 
is not required to be a member of Escrow Agents' Fidelity Corporation 
shall maintain its books, records and accounts in the State of California 
or in the state the escrow agent is located in. 

(b) An escrow agent shall notify the Commissioner in writing of the 
location of its books, records and accounts. Such books, records and ac- 
counts shall be maintained at such location unless the escrow agent noti- 
fies the Commissioner in writing at least 15 days prior to changing the 
location of such books. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17404 and 17405, Financial Code. 

History 

1 . Amendment filed 6-27-74; effecdve thirtieth day thereafter (Register 74, No. 
26). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

3. Amendment of section and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code section 1 1 343.4 (Register 2003, No. 30). 

§ 1730.1. License Application: Out-of-State Locations. 

A license for a business location outside this state may be issued only 
to an escrow agent who is not engaged in the business of receiving es- 
crows specified in subdivision (c) of Section 17312 of the Financial Code 
and is not required to be a member of Escrow Agents' Fidelity Corpora- 
tion if the escrow agent agrees in writing in the license application to pay 
the reasonable expenses for travel, meals and lodging of the Commis- 
sioner or the Commissioner's representatives incurred during any inves- 
tigation or examination made at the escrow agent's location outside this 
state. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17209, 17404 and 17405, Financial Code. 

History 
1. New section filed 7-21-2003; operative 7-21-2003 pursuant to Government 

Code section 1 1343.4 (Register 2003, No. 30). 

§1731. Annual Report. 

An escrow agent should make its annual report on an accrual basis. 

NOTE: Authority cited: Sections 1 7400, 17401 and 17406(i), Financial Code. Ref- 
erence: Section 17406, Financial Code. 

History 

1 . Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

§ 1 731 .1 . Date of Annual Report. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. 

History 

1. New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 
5). 

2. Repealer filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 28). 

§ 1731.2. Confirmation of Escrow Fund and Liability. 

NOTE: Authority cited: Sections 17400, 17401 and 17406(j), Financial Code. Ref- 
erence: Section 17406, Financial Code. 

History 
1. New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 
5). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

3. Repealer filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

§ 1 731 .3. Schedule of Escrow Liability. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Section 17406, Financial Code. 

History 
1. New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 
5). 
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2. Amendment filed 12-31-79 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 80, No. 1). 

3. Repealer filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 28). 

§1732. BasDS of Books. 

An escrow agent shall maintain its books, records and accounts in ac- 
cordance with generally accepted accounting principles and good busi- 
ness practice. 

NOTE: Authority cited: Secfions 17400 and 17401, Financial Code. Reference: 
Secfion 17404, Financial Code. 

§ 1732.1. Posting Dates. 

All receipts and disbursements of moneys shall be posted in the escrow 
ledger as of the date of such receipts and disbursements, regardless of the 
date of posting. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Sections 17404 and 17409, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

3. Editorial con-ection adding NOTE filed 4-6-83 (Register 83, No. 15). 

§1732.2. Escrow Books. 

(a) An escrow agent shall establish and maintain currently the follow- 
ing books with reference to its escrow accounts: 

(1) Escrow ledger containing a separate ledger sheet for each escrow; 

(2) Escrow liability controlling account; 

(3) Cash receipt and disbursement journal or a file containing copies 
of all receipts and checks and/or check stubs of checks issued by the es- 
crow agent as a medium of posting to the records referred to in subsec- 
tions (1) and (2) in which case adding machine tapes of totals of receipts 
and checks shall be retained. The records referred to in subsections (1) 
and (2) shall be reconciled at least once each month with the bank state- 
ments of the "trust" or "escrow" account. The records referred to in sub- 
section (1) shall be reconciled at least once each week with the escrow 
liability controlling account referred to in subsection (2). 

(b) An escrow agent engaged in the business of receiving escrows for 
deposit or delivery of the types of transactions specified in subdivision 
(c) of Section 1 731 2 of the Financial Code and of the types of transactions 
not specified therein shall maintain separate escrow books and separate 
escrow trust accounts for each type of escrow business in the same man- 
ner as provided for in subsection (a). 

(c) An escrow agent that is located outside this state shall, in addition 
to the books and records required in subsections (a) and (b), maintain sep- 
arate books and records and separate escrow trust bank accounts for the 
escrow activity that occurs within this state as defined in Section 17005.5 
of the Financial Code. 

NOTE; Authority cited: Section 17400, Financial Code. Reference: Sections 
17005.5, 17404 and 17409, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74. No. 
6). 

3. Amendment filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 
28). 

4. Editorial correction of printing error in subsection (c) (Register 96, No. 52). 

5. Amendment of section and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code secfion 11343.4 (Register 2003, No. 30). 

§ 1732.3. General Books. 

An escrow agent shall establish and maintain currently the following 
books with reference to its general accounts: 

(a) General ledger reflecting the assets, liabilities, capital, income and 
expense of the business, in accordance with generally accepted account- 
ing principles; 

(b) Cash receipt and disbursement journal. 

The bank accounts contained in the general ledger shall be reconciled 
at least once each month with the bank statements of the general ac- 
counts. 



NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Secfion 17404, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

3. Amendment filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 
28). 

4. Editorial correction of prinfing errors in subsections (a) and (b) (Register 96, No. 
52). 

§1733. Books Accessible. 

NOTE: Authority cited: Secfions 17400 and 17401, Financial Code. 

History 

1. Repealer filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 28). 

§ 1734. Time for Filing Annua! Report. 

NOTE: Authority cited: Secfions 17400 and 17401, Financial Code. 

History 

1 . Amendment filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 3). 

2. Repealer filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 28). 

§ 1735. Special Reports. 

NOTE; Authority cited: Sections 17400 and 17401, Financial Code. 

History 

1. Amendment filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Repealer filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 28). 

§ 1 736. Extension of Time for Reports. 

NOTE; Authority cited: Secfions 17400 and 17401, Financial Code. 

History 
1. Repealer filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 28). 

§1737. Special Accounts. 

(a) Except as provided in Section 1737.1 of these rules, all money re- 
ceived by an escrow agent as part of an escrow transaction shall on or be- 
fore the close of the next full working day after such receipt be deposited 
in a bank, a savings bank, or a savings and loan association in an account 
designated "trust" or "escrow" account. No funds other than those re- 
ceived as part of an escrow transaction shall be deposited in such account 
or otherwise commingled with escrow money. 

(b) Pursuant to written instructions of the principals or electronic 
instructions received by an Internet escrow agent from the principals 
containing at least the provisions required by subsection (c), funds re- 
ceived in any particular escrow transaction and deposited pursuant to 
subsection (a) may subsequently be deposited into an interest-bearing 
escrow account established solely for such purpose at a bank, savings 
bank, savings and loan association or credit union ("financial institu- 
tion") in the name of the escrow agent as trustee for the principals to the 
particular escrow identified by escrow number. 

(c) The escrow instructions for interest-bearing escrow deposits shall, 
at a minimum: 

(1 ) authorize the opening of an interest-bearing escrow account in the 
name of the escrow agent as trustee for the particular escrow identified 
by escrow number; 

(2) specify the type of account to be opened and the amount of the de- 
posit; 

(3) idenfify the name and location of the financial insfitution with 
which the interest-bearing account is to be opened; 

(4) specify 

(A) the disposition of the interest at the close of escrow, 

(B) the disposition of the interest in the event that the escrow fails to 
close, and 

(C) the disposition of any accrued interest retained in the interest- 
bearing escrow account after the close of escrow pursuant to subsection 

(g); 

(5) indicate that the principals have been advised by the escrow agent 
of possible restrictions and/or penalties for early withdrawal of funds; 
and 

(6) prohibit the escrow agent from withdrawing funds from the inter- 
est- bearing account except for redeposit into the "trust" or "escrow" ac- 
count. 
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(d) An escrow agent is responsible for establishing and maintaining an 
interest-bearing account so that the funds are fully insured or guaranteed, 
to the extent available by law. 

(e) An escrow agent is responsible for establishing and maintaining 
adequate controls over the passbooks and certificates issued by financial 
institutions in connection with interest-bearing escrow accounts. 

(f) An escrow agent depositing escrow funds into interest-bearing es- 
crow accounts shall establish and maintain a control ledger summarizing 
the deposits in interest-bearing escrow accounts or shall make a memo 
entry on each individual escrow ledger. The posting of the ledger shall 
include the escrow number, interest-bearing account number, date of de- 
posit, and amount of deposit. 

(g) All funds deposited into an interest-bearing escrow account, in- 
cluding any interest paid thereon, shall be transferred from such account 
into the "trust" or "escrow" account before the close of escrow, except 
that a specified portion or all of the interest accrued may be retained in 
the interest-bearing escrow account until the end of the current calendar 
quarter if the escrow instructions of the principals so provide. 

(h) Disbursements from the "trust" or "escrow" account shall not be 
made against funds deposited in an interest-bearing escrow account until 
such funds have been transferred and receipted into the "escrow" or 
"trust" account with proper posting to the particular escrow. 

(i) Electronic fund transfers may be made between the "trust" or "es- 
crow" account and any interest-bearing account. 

(j) Interest paid on any interest-bearing escrow account shall be paid 
over to the principal having deposited the moneys in escrow unless the 
escrow instructions clearly specify that such interest is to be paid over to 
a named person other than the escrow agent. Notwithstanding any provi- 
sion in any escrow instructions, the interest paid or payable on any inter- 
est-bearing account shall not be transferred to the account of, accrue to 
the benefit of, or otherwise be treated as an asset of the escrow agent. 

(k) An escrow agent who wishes to transact business as an escrow 
agent on a basis other than as provided by this section may request in writ- 
ing a variance to or waiver of any provisions of this section, but may not 
engage in business in a manner not in compliance with this section with- 
out first having received a waiver or variance in writing from the Com- 
missioner. 

(/) Any request for a variance or waiver shall include at least: 

(A) a statement of the basis upon which the escrow agent's business 
is proposed to be transacted in connection with a particular named finan- 
cial institution; 

(B) a description of the plan of business and applicable procedures in- 
cluding copies of all agreements or memoranda of understanding be- 
tween the escrow agent and the financial institution; 

(C) a showing that the proposed plan of business and applicable proce- 
dures provide for administrative and accounting controls at least as ade- 
quate as those provided in this section; and 

(D) a statement of the reasons why, under the escrow agent's circum- 
stances, a variance or waiver is requested. 

(2) Any variance or waiver granted pursuant to this subsection by the 
Commissioner shall be in writing and subject to such terms and condi- 
tions as may be deemed necessary or advisable by the Commissioner to 
protect any escrow transactions of such escrow agent, to preserve the 
trust nature of the escrow relationship, and to insure compliance with the 
Escrow Law and rules, including the other provisions of this section. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17403.5, 17409, 17410 and 17411, Financial Code. 

History 

1. Amendment filed 1 1-24-65; effective thirtieth day thereafter (Register 65, No. 
23). 

2. Amendment filed 12-3 1-79 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 80, No. 1 ). 

3. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 

4. Amendment filed 7-23-84 as an emergency; effective upon filing (Register 84 
No. 30). A Certificate of Compliance must be transmitted to OAL within 120 
days or all emergency language will be repealed on 1 1-20-84. 

5. Editorial correction of subsection (i) (Register 84, No. 46). 



6. Certificate of Compliance as to 7-23-84 order transmitted to OAL 10-23-84 
and filed 1 1-26-84 (Register 84, No. 49). 

7. Editorial correction of printins errors in subsections (b), (c)(2), and (k)(l)(C) 
(Register 96, No. 52). 

8. Amendment of subsections (a) and (g) filed 12-16-97; operative 1-15-98 
(Register 97, No. 51). 

9. Amendment of subsections (a)-(b), (i) and (/)(2) and amendment of Note filed 
7-21-2003; operative 7-21-2003 pursuant to Government Code section 
1 1343.4 (Register 2003, No. 30). 

§ 1 737.1 . Internet Escrow Agent Special Accounts. 

(a) All money received by an Internet escrow agent from a credit card 
or Automated Clearing House ("ACH") transfer as part of an escrow 
transaction shall upon receipt be deposited in a bank, a savings bank, or 
a savings and loan association in a separate account that is designated 
"trust" or "escrow" account. No funds other than those received from a 
credit card or ACH transfer as part of an escrow transaction shall be de- 
posited in such account or otherwise commingled with any other escrow 
money. 

(b) An Internet escrow agent shall not withdraw, pay out or transfer 
monies from a particular escrow for deposits received by credit card or 
ACH transfer prior to the deposit of the funds into the trust or escrow 
bank account. 

(c) An Internet escrow agent shall be required to establish a reserve 
made up of general account funds for the purpose of covering losses that 
result from the acceptance of credit cards and ACH deposits, including, 
but not limited to, charge backs, disputed charges, fraudulent transac- 
tions and any other debits. The reserve shall at least equal 10% of the av- 
erage monthly credit card and ACH receipts. If actual losses exceed 10% 
of the average monthly credit card and ACH receipts, the Internet escrow 
agent shall immediately increase the reserve to at least equal the percent- 
age of actual losses to the average monthly credit card and ACH receipts. 
An Internet escrow agent may request approval from the Commissioner 
to reduce the reserves required under this section. The Commissioner 
may approve the request to reduce the required reserve if, in the opinion 
of the Commissioner, the Internet escrow agent submitted sufficient evi- 
dence to demonstrate that the lower reserve will be sufficient to cover an- 
ticipated losses. The reserve required for credit card and ACH losses is 
in addifion to the tangible net worth and liquid assets required by Section 
17210 of the Financial Code. 

(d) The Internet escrow agent shall deposit funds from the reserves re- 
quired in subsection (c) into the escrow trust account to cover any losses 
that result from credit cards or ACH deposits on or before the close of the 
next full working day after receiving notification of the debit. This sub- 
section shall not apply if the debit is against funds received from a credit 
card or ACH deposit that remains in the escrow account. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17409, 17410 and 17411, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

3. Amendment filed 12-31-79 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 80, No. 1). 

4. Editorial con-ection of NOTE filed 4-6-83 (Register 83, No. 15). 

5. Redesignation of first paragraph as subsection (a), renumbering of former sub- 
sections (a)-(g) as (a)(l)-(7) and new paragraph (b) filed 12-16-97; operative 
1-15-98 (Register 97, No. 51). 

6. Renumbering of former section 1737.1 to section 1737.3 and new section 
1737.1 filed 7-21-2003; operative 7-21-2003 pursuant to Government Code 
section 1 1343.4 (Register 2003, No. 30). 

§ 1737.2. Internet-Authorized Equivalent of Money. 

(a) An Internet escrow agent who is engaged in the business of escrows 
involving personal property or services may accept the Internet-autho- 
rized equivalent of money for the purpose of effecting the sale or transfer 
of such personal property or services. An Internet escrow agent shall not 
withdraw, pay out or transfer monies from a particular escrow for depos- 
its received from the Internet-authorized equivalent of money prior to 
the deposit of monies into the trust or escrow bank account. 
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(b) An Internet escrow agent who wishes to transact business on a basis 
other than as provided by this section may request in writing a variance 
or waiver to the provisions in this section, but may not engage in business 
in a manner not in compliance with this section without first having re- 
ceived a waiver or variance in writing from the Commissioner. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Section 17003, 
Financial Code. 

History 
1. New section filed 7-21-2003; operative 7-21-2003 pursuant to Government 
Code section 11343.4 (Register 2003, No. 30). 

§1737.3. Records to Be Preserved. 

(a) An escrow agent shall preserve for at least five years from the close 
of escrow: 

(1) All bank statements of the "trust" or "escrow" account; 

(2) All canceled checks drawn upon the "trust" or "escrow" account; 

(3) Copies of bank deposit slips with reference to the "trust" or "es- 
crow" account; 

(4) All additional records reflecting banking transactions with refer- 
ence to the "trust" or "escrow" account, including copies of all receipts 
for funds transferred from interest-bearing accounts into the "trust" or 
"escrow" account; 

(5) The Statement of Account; 

(6) Escrow instructions and amendments thereto; 

(7) All additional records pertinent to the escrow transaction. 

(b) The records referred to in paragraph (a) may be retained and pro- 
vided to the Commissioner in electronic format provided that: 

(1) The electronic records are maintained and provided in a format that 
allows the Commissioner or his or her authorized representatives com- 
plete access to all of the books, accounts and records. The electronic re- 
cords must be provided to the Commissioner in a software format that is 
acceptable to the Commissioner and that the Commissioner has in his or 
her possession. The escrow agent shall ensure that the Commissioner and 
his or her authorized representatives have the ability to download and 
print any or all of the records that are stored and maintained electronical- 
ly- 

(2) The escrow agent shall provide any or all of the records maintained 
in electronic format in printed form if the electronic records are not in a 
format that enables the Commissioner or his or her authorized represen- 
tatives to determine if the licensee is complying with the Escrow Law or 
rules, or upon the request of the Commissioner or his or her authorized 
representatives. 

(3) The electronic records shall be maintained in a media that is (A) 
non-erasable "write once, read many" ("WORM") that does not allow 
changes to the stored document, (B) consistent with the minimum stan- 
dards of quality approved by either the National Institute of Standards 
and Technology or the Association for Information and Image Manage- 
ment, and (C) contain written authentication identifying the electronic 
record as an exact unaltered copy of the document. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17403.5 and 17404, Financial Code. 

History 

1. Renumbering of former section 1737.1 to new section 1737.3, including repeal- 
er of subsection (b), new subsections (b)-(b)(3) and amendment of Note, filed 
7-21-2003; operative 7-21-2003 pursuant to Government Code section 
1 1343.4 (Register 2003, No. 30). 

§ 1738. Withdrawais from SpeciaS Accounts. 

(a) All money deposited in such "trust" or "escrow" account shall be 
withdrawn, paid out, or transferred to other accounts only in accordance 
with the written escrow instructions of the principals to the escrow trans- 
action or the escrow instructions transmitted electronically over the In- 
ternet executed by the principals to the escrow transaction or pursuant to 
order of a court of competent jurisdiction. 

(b) The escrow agent shall comply with, at a minimum, the following 
procedures for wire transfers (also known as "electronic fund transfers"): 

( 1 ) The instructions of the principals authorizing the wire transfer must 
contain, at a minimum, the amount of the funds to be wire transferred, the 



name of the financial institution, the account number and the account 
name receiving the funds. 

(2) The escrow agent shall retain confirmation of the wire transfer 
froin the financial institution that contains, at a minimum, the amount of 
the funds wire transferred and the account number and name of the ac- 
count the funds were wire transferred to. 

(3) If necessary, the escrow books shall be properly adjusted to reflect 
the wire transfer of funds from the escrow account. 

(4) The escrow agent shall maintain a proper audit trail and adequate 

controls and safeguards for funds disbursed by wire transfer. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17403.2, 17403.3, 17409 and 17409.1, Financial Code. 

History 

1 . Amendment filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

3. Amendment of section and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code section 1 1 343.4 (Register 2003, No. 30). 

§ 1738.1. Debit Balances Prohibited. 

An escrow agent shall not withdraw, pay out, or transfer monies from 
any particular escrow account in excess of the amount to the credit of 
such account at the time of such withdrawal, payment, or transfer. 
NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Section 17409, Financial Code 

History 

1. New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

§ 1738.2. Delivery of Documents or Property. 

An escrow agent shall use documents or other property deposited in 
escrow only in accordance with the written escrow instructions of the 
principals to the escrow transaction or the escrow instructions trans- 
mitted electronically over the Internet executed by the principals to the 
escrow transaction, or if not otherwise directed by written or electronical- 
ly executed instructions, in accordance with sound escrow practice, or 
pursuant to order of a court of competent jurisdiction. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17403.2 and 17403.3, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 1 1-13-58; effective thirtieth day thereafter (Register 58, No. 
21). 

3. Editorial correcfion of NOTE filed 4-6-83 (Register 83, No. 15). 

4. Amendment of secfion and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code section 1 1343.4 (Register 2003, No. 30). 

§1738.3. Dated. 

All written escrow instructions and all escrow insUnctions transmitted 
over the Internet shall be dated. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17403.2, 17403.3 and 17404, Financial Code. 

History 

1 . New section filed 3-3-52, effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial coirection adding NOTE filed 4-6-83 (Register 83, No. 15). 

3. Amendment filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

4. Amendment of section and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code section 11343.4 (Register 2003, No. 30). 

§ 1738.4. Subescrow Agent. 

A subescrow agent may be a bank or trust company under the supervi- 
sion of the Superintendent of Banks or Controller of the Currency, a state 
or federal savings and loan or building and loan association, a municipal, 
county, state, or federal government agency, a state or federally chartered 
credit union, an insurance or title insurance company admitted to do busi- 
ness in the State of California, an attorney at law admitted to practice in 
the State of California, a company doing business under the Industrial 
Loan Law of the State of California, a company licensed to do business 
under the Escrow Law of the State of California, or any person or persons 
whose principal business is that of preparing abstracts or making 
searches of title that are used as a basis for the issuance of a policy of title 
insurance by a company doing business under any law of this State or any 
other state relating to insurance companies. 
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NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Sections 17409, 17420 and 17608, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial correction adding NOTE filed 4^-83 (Register 83, No. 15). 

3. Editorial conection of printing errors in section (Register 96, No. 52). 

4. Amendment filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

§1738.5. Escrow Instructions. 

The following shall be contained on the face or first page of the escrow 
instructions, or attached as a separate amendment to the escrow instruc- 
tions, but only in the case where the escrow agent proposes to act accord- 
ingly to the following, enumerated instructions: 

(1) An authorization or direction to disburse any money except to an 
authorized subescrow agent prior to recordation of instruments in es- 
crows relating to real property or prior to consummation of sale in es- 
crows relating to bulk sales of personal property; or 

(2) An authorization or direction to deliver, except to a duly authorized 
subescrow agent, or record instruments affecting ownership or interest 
in real or personal property, prior to deposit with the escrow agent or an 
authorized subescrow agent of the full sum of money required to be de- 
posited in escrow under escrow instructions. 

(3) An instruction authorizing disbursements in payment of services, 
or other items of expense, not including, however, commissions payable 
to brokers or agents. 

(4) An instruction in not less than 8 point bold type stating: 

"The principals to the transaction agree that if no additional instruc- 
tions are received from one or both of the principals to the transaction 
within 120 days from the date escrow is to close, the escrow holder 
shall consider the escrow canceled and is authorized to take a cancella- 
tion fee in the amount specified in the instruction and disburse any re- 
maining deposits to the parties specified in the instruction." 
In order for the instruction to be valid, it must be initialed or electroni- 
cally executed by the principals to the transaction. The principals to the 
transaction are the buyer and seller or the borrower and lender. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Section 
17403.3, Financial Code. 

History 

1 . New section filed 3-3-52 effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment of subsection (a) filed 7-8-83; effective thirtieth day thereafter 
(Register 83, No. 28). 

3. Editorial correction of printing error in subsection (a)(2) (Register 96, No. 52). 

4. Repealer and new subsection (a), new subsections (a)(3)-(4), and repealer of 
subsections (b)-(b)(2) filed 12-16-97; operative 1-15-98 (Register 97, No. 
51). 

5. Amendment of section heading, last paragraph and Note filed 7-21-2003; op- 
erative 7-21-2003 pursuant to Government Code section 11343.4 (Register 
2003, No. 30). 

§ 1 738.6. Escrow Instructions Transmitted Over the 
Internet; Electronic Signatures. 

(a) Internet escrow agents may accept escrow instructions that are 
created, generated, sent, communicated, received or stored by electronic 
means provided that the principals to the transaction agree to conduct the 
transaction electronically. 

(b) The Internet escrow agent shall require that the principals to the 
transaction acknowledge that they are able to electronically receive the 
escrow instructions, download the escrow instructions, and print the es- 
crow instructions. The Internet escrow agent shall maintain a record of 
the principal's acknowledgment. In the event a principal to the transac- 
tion is not able to receive the escrow instructions electronically, down- 
load the escrow instructions and print the escrow instructions, the Inter- 
net escrow agent shall mail a true and correct copy of the instructions to 
the person within 24 hours of execution. The Internet escrow agent shall 
retain a record of each mailing. 

(c) The principals to the transaction may execute the escrow instruc- 
tions referred to in subsection (a) and other escrow documents with an 
"electronic signature" that complies with the federal Electronic Signa- 



tures in Global and National Coinmerce Act (the E-Sign Act) (15 U.S.C. 
Sec. 7001 , et seq.). 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17403.2 and 17403.3, Financial Code. 

History 

1. New section filed 7-21-2003; operative 7-21-2003 pursuant to Government 
Code section 1 1343.4 (Register 2003, No. 30). 

§1739. Withdrawal of Escrow Fees. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Sections 17409 and 1741 1, Financial Code. 

History 

1. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

2. Repealer filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

§1740. Solvency. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

3. Repealer filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 28). 

§ 1 740.1 . Notice of Interest. 

An escrow agent shall act without partiality to any of the parties to an 
escrow transaction. If an escrow agent or a person or company related to 
or affiliated with the escrow agent is a principal to the escrow transaction 
or is acting or has acted as broker or salesman in relation to the escrow 
transaction, the escrow agent shall advise in writing all parties to the es- 
crow transaction of such relationship or affiliation before being 
employed as escrow agent in connection with such transaction. Such ad- 
vice shall be on the face of the escrow instructions in not less than eight 
(8) point bold type. Internet escrow agents may transmit the advice elec- 
tronically over the Internet to all parties to the escrow transaction. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17420, 17421 and 17603, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 10-6-72; effective thirtieth day thereafter (Register 72, No. 
41) 

3. Amendment filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 
28). 

4. Amendment filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

5. Amendment of section and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code secfion 1 1343.4 (Register 2003, No. 30). 

§1740.2. Liquid Assets Defined. 

The term "Uquid assets" as referred to in Section 17210 of the Finan- 
cial Code includes the following: 

(a) Cash on hand or in bank. 

(b) Cash in transit. 

(c) Securities whose marketability and value are established by satis- 
factory proof. 

(d) Direct obligations of the United States Government. 

(e) Bonds of state and government units whose marketability and val- 
ue are established by satisfactory proof 

(f) Investments in savings and loan associations and other financial in- 
stitutions upon satisfactory proof that the funds of the licensee are readily 
available upon demand. 

NOTE: Authority cited: Sections 17210, 17400 and 17401, Financial Code. Refer- 
ence: Sections 17210 and 17415, Financial Code. 

History 

1 . New section filed 1 1-13-58; effective thirtieth day thereafter (Register 58, No. 
21). 

2. Amendment filed 1 1-24-65; effective thirtieth day thereafter (Register 65, No. 
23). 

3. Amendment filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 
26). 

4. Editorial con-ecfion adding NOTE filed 4-6-83 (Register 83, No. 15). 

§ 1740.3. Current Liabilities Defined. 

The term "current liabiHties" as used in Section 17210 of the Financial 
Code includes (a) all liabilities due within one (1) year after the date as 
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of which the balance sheet making reference thereto is prepared; together 
with (b) all liabilities due to officers, directors, stockholders, affiliated 
companies, and employees of the escrow agent, regardless of the due date 
thereof, except that such liabilities need not be included as current liabili- 
ties, if not due within said one-year period, to the extent they are the sub- 
ject of a subordination agreement executed by the creditor subordinating 
such liability to the claims of all other creditors for a period of not less 
than said one-year period, if such agreement has been approved by the 
Commissioner. Any such subordination agreement shall provide that it 
may be rescinded or amended only upon thirty (30) days prior notice to 
the Commissioner. 

NOTE; Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Sections 17210 and 17415, Financial Code. 

History 

1 . New section filed 1 1 -24-65; effective thirtieth day thereafter (Register 65, No. 
23). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

3. Editorial correction of printing error in section (Register 96, No. 52). 

§ 1740.4. Transfers Between Escrows. 

(a) Transfers of funds between escrows may not be accomplished by 
the making of book entries alone, but must be accomplished by the actual 
writing of a check from one escrow to the other; and by the depositing 
of such check for the account of, and the writing of a receipt for, the es- 
crow to which the funds are being transferred. Such transfers must also 
be properly supported and documented in the escrow files by inclusion 
of the reasons for, and the appropriate approval of, the transfer. 

(b) This section does not apply to Internet escrow agents. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17403.5, 17404, 17415 and 1 7603, Financial Code. 

History 

1 . New section filed 1 1-24-65; effective thirtieth day thereafter (Register 65, No. 
23). 

2. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 

3. Amendment of section and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code section 11 343.4 (Register 2003, No. 30). 

§ 1 741 . Copies of Escrow Instructions. 

NOTE: Authority cited: Secfions 17400 and 17401, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Repealer filed 7-8-83; effective thirtieth day thereafter (Register 83, No. 28). 

§ 1 741 .1 . Escrow Receipts. 

(a) An escrow agent shall issue consecutively numbered receipts for 
all escrow money or checks deposited with or mailed to the escrow agent 
and retain copies of such receipts in a separate file. The copies of the re- 
ceipts shall be clearly identified as a copy of the original receipt. 

(b) An Internet escrow agent shall issue consecutively numbered re- 
ceipts for all escrow money or checks deposited with or mailed to the In- 
ternet escrow agent. An Internet escrow agent may deliver the receipts 
electronically over the Internet to the person depositing the funds into the 
escrow. In the event a person is not able to electronically receive the re- 
ceipt, the Internet escrow agent shall mail a true and correct copy of the 
receipt within 24 hours of execution. An Internet escrow agent may retain 
a copy of the receipt electronically in accordance with the provisions of 
subsection (b) of Section 1737.3 of these rules. 

NOTE: Authority cited: Secfion 17400, Financial Code. Reference: Sections 
17403.5, 17404, 17415 and 17603, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

3. Amendment of section and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code section 1 1343.4 (Register 2003, No. 30). 

§ 1 741 .2. Drawing of Checks. 

A check shall not be drawn, executed or dated prior to the existence, 
in the particular escrow account against which it is drawn, executed or 
dated, of a sufficient credit balance to cover said check. 
NOTE: Authority cited: Sections 17400 and 17401, Financial Code. Reference: 
Sections 17404, 17415 and 17603, Financial Code. 



History 

1. New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

3. Editorial correction of printing error (Register 91 , No. 33). 

§ 1 741 .3. Statement of Account. 

Upon completion of an escrow transaction an escrow agent shall ren- 
der to each principal to the escrow transaction a statement of his account 
in writing. Such statement shall specify all receipts and disbursements of 
escrow funds for his account. Charges made by the escrow agent for his 
services, and all disbursements by the escrow agent to a broker or sales- 
man in connection with an escrow transaction shall be clearly designated 
as such and shall be shown separately from disbursements of the escrow 
agent. Payments outside of escrow, if shown in the statement, shall be set 
forth separately from payments by or to the escrow agent. Internet escrow 
agents may transmit the statement of account electronically over the In- 
ternet to the principals to the escrow transaction. In the event a person is 
not able to electronically receive the statement of account, the Internet 
escrow agent shall mail a true and correct copy of the statement of ac- 
count within 24 hours of its completion. 

NOTE: Authority cited: Section 17400, Financial Code. Reference: Sections 
17403.3, 17403.5, 17404, 17415, 17601 and 17603, Financial Code. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

3. Amendment of section and Note filed 7-21-2003; operative 7-21-2003 pur- 
suant to Government Code section 1 1343.4 (Register 2003, No. 30). 

§ 1 741 .4. Copy of Statement of Account. 

History 

1 . New section filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Repealer filed 6-27-74; effective thirtieth day thereafter (Register 74, No. 26). 

§ 1 741 .5. Preparation of independent Audit Report. 

(a) Set forth below are the Instructions for preparing the Independent 
Annual Audit Report required by Section 17406 of the Escrow Law. 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

INSTRUCTIONS FOR INDEPENDENT AUDIT PURSUANT TO 

THE CALIFORNIA ESCROW LAW 

(1) The Independent Annual Audit Report shall be prepared in accor- 
dance with the provisions of Section 17406 of the Escrow Law, and as 
provided in the paragraphs of this subsection. For the purpose of deter- 
mining independence, the regulations of the California State Board of 
Accountancy (Chapter 1, Sections 1 through 99.1, Title 16, California 
Code of Regulations) shall apply. 

(2) The following items shall be considered in preparation of the report 
and in examining the financial statements included in the annual report: 

(A) If the licensee is engaged in other businesses, in addition to the es- 
crow business, the financial statements of the licensee shall include the 
assets and liabihties employed in such other businesses and the results of 
the operations thereof. 

(B) The income statement shall state, separately from other salaries, 
the amount of salaries and bonuses paid to officers. 

(C) If the liabilities include long term notes or mortgages, the amount 
of monthly payments, name of payee, due date, and other terms and 
conditions, including any subordination agreement which may exist with 
respect thereto in the financial statements or a footnote thereto, shall be 
stated. 

(D) Quoted market values, if available, shall be stated parenthetically 
on the balance sheet or in a supporting schedule for items as marketable 
securities, including obligations of the United States Government, bonds 
of state and municipal governmental units, etc. A schedule of all securi- 
ties shall be included in the annual report. 

(E) The report shall contain a statement as to whether or not the licens- 
ee met the liquid asset and tangible net worth requirement of Section 
17210 of the Financial Code on the balance sheet date. The report shall 
include: 
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(i) A schedule showing the computation of both the licensee's Hquidity 
and tangible net worth for measuring compliance with Section 1 7210 of 
the Financial Code. 

(ii) An itemized schedule listing each item included in the computa- 
tions. 

(iii) If marketable investments are included as liquid assets, the fol- 
lowing information must be shown: company name; market value at bal- 
ance sheet date; cost; the name of the exchange it is listed on; and the 
stock symbol. 

(iv) If fees receivable are to be considered a liquid asset, a copy of the 
fee ledger at the balance sheet date must be included with the report. 

(F) The report shall include copies of the trust bank account reconcilia- 
tions for each location as of the balance sheet date, including all interest 
bearing and dormant accounts. The report shall contain an outstanding 
checklist which includes check and escrow numbers, dates and amounts 
for each check and an explanation for all adjustments and reconciling 
items including the date of adjustment. This explanation shall include an 
affirmative statement if any reconciling items were not adjusted as of the 
report date and whether or not the adjustments cause debit balances 
(shortages). The outstanding checklists submitted with the audit report 
shall be maintained in the confidential section of the Department of Cor- 
porations' records. 

(G) The report shall include an escrow trial balance as at the reconcilia- 
tion date. 

(H) The report shall disclose if the licensee is engaged in the business 
of receiving escrows for deposit or dehvery of the types of transactions 
specified in subdivision (c) of Section 17312 of the Financial Code and 
if the licensee is engaged in the business of receiving escrows for deposit 
or delivery of the types of transactions not specified therein, or both. If 
applicable, the report shall include: 

(i) A trial balance for the types of transactions specified in subdivision 
(c) of Section 17312 of the Financial Code and a separate trial balance 
for the types of transactions not specified therein. The trial balances sub- 
mitted with the audit report shall be maintained in the confidential section 
of the Department of Corporations' records. 

(ii) A statement whether or not escrow books and escrow trust ac- 
counts are maintained for those transactions specified in subdivision (c) 
of Section 17312 of the Financial Code separate from those transactions 
not specified therein. 

(iii) If the escrow agent is engaged in the business of receiving escrows 
for deposit or delivery of the types of transactions not specified in subdi- 
vision (c) of Section 17312 of the Financial Code, a statement shall be 
made whether or not the licensee has fideUty bond coverage as required 
by Section 1723 of these rules. 

(i v) If the escrow agent is engaged in the business of receiving escrows 
for deposit or delivery of the types of transactions specified in subdivi- 
sion (c) of Section 1 73 1 2 of the Financial Code, a statement shall be made 
whether or not the licensee is a member of Escrow Agents' Fidelity Cor- 
poration as required by Section 17312 of the Financial Code. 

(3) The report shall include a statement indicating: 

(A) That the individual escrow liability accounts and the controlling 
account have been reconciled to the escrow trust account as at the balance 
sheet date. If debit balances exist in the escrow liability, a full explanation 
of the nature and cause of the debit balances must be included in the audi- 
tor's comments along with a full explanation of the resolution of the item. 
If the debit balance has not been resolved as of the date of the auditor's 
report, then the auditor shall include a positive statement stating that the 
debit balance has not been resolved as of the auditor's report date. If no 
debit balances were in existence at the balance sheet date, a positive state- 
ment of this fact shall be made; and 

(B) That the escrow funds were independently confirmed in writing by 
the accountant directly with the depositories or other holders of escrow 
assets. 

(4)(A) The schedule of the escrow liability as at the end of each month 
during the calendar or fiscal year as reflected in the Escrow Control Ac- 
count must be included in the report. 



(B) If the audit is commenced on a date other than the calendar or fiscal 
year-end, the accountant shall request cut-off bank statements on all 
bank accounts covering the period from the balance sheet date to the date 
the audit is commenced. The bank accounts shall be reconciled to ad- 
justed book balances as at the cut-off date, with particular attention given 
to the propriety and disposition of reconciling items appearing in the 
bank reconciliations at the balance sheet date. The report shall include 
and show the same information as at the cut-off date as is required by 
paragraph (4) of this subsection. 

(5) The opinion or report of the independent accountant shall include 
a statement to the effect that the accountant has examined the financial 
statements with respect to the provisions of Part 3, Title 10, of the Code 
of Civil Procedure, and the results of such examination. 

(6) The accountant shall use such additional auditing procedures and 
standards including extension of the minimum escrow liability confirma- 
tion required above that is considered necessary in verifying the escrow 
funds and the escrow liability. The escrow liability shall include all es- 
crow funds deposited into interest-bearing accounts pursuant to Section 
1737(b). The comments shall include details of the nature and extent of 
all additional auditing procedures used in this verification. 

(7) The following additional audit procedures shall be performed and 
the results shall be disclosed in the report: 

(A) Verify the authorization and documentation of disbursements 
from a selective number of escrows. 

(B) Select a representative sampUng of escrows closed within 60 days 
prior to the commencement of the audit and perform the following audit 
procedures: 

(i) Review escrow instructions, correspondence and documents in the 
escrow files for authorization disbursements. 

(ii) Review checks for disbursements out of escrow. 

(C) Review the schedule of escrow liability as of the last audit for dor- 
mant files and outstanding checks and perform the following audit proce- 
dures: 

(i) Verify that funds in dormant files that no longer are on the schedule 
of escrow liability were properly disbursed according to signed instruc- 
tions or according to the instructions of a court of competent jurisdiction, 
were interpleaded to a court of competent jurisdiction, or were escheated 
to the State of California. 

(ii) Verify that the oldest dormant outstanding checks that no longer 
appear on the outstanding checklist were paid, were properly canceled 
back into the escrow fund, were properly canceled and re-issued to the 
original payee, were properly canceled and re-issued to a new payee ac- 
cording to instructions, or were escheated to the State of California. The 
selection of the checks shall include those checks that were older than six 
months at the last audit and no longer appear on the current outstanding 
checklist. The procedures shall include the review of check endorse- 
ments. 

(8) When a licensee has branches, a statement shall be made by the ac- 
countant that the examination included auditing of the branches, and the 
address of each branch so examined shall be listed. 

(9) If in the opinion of the independent public accountant a departure 
from the requirements set forth in this section is justified, upon request, 
the Commissioner may grant a variance upon a proper showing of suit- 
able alternative procedures. 

(b) This section became operative March 31, 2002. 
NOTE: Authority cited: Section 17400, Financial Code. Reference: Section 17406, 
Financial Code. 

History 

1. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). For prior history, see Register 68, No. 48. 

2. Amendment filed 12-31-79 as an emergency; effective upon filing. Certificate 
of Compliance included (Register 80, No. 1). 

3. Repealer and new section filed 7-8-83; effective thirtieth day thereafter (Regis- 
ter 83, No. 28). 

4. Editorial correction of printing error in subsections (h) and (j) (Register 91, No. 

33). 

5. Editorial correction of subsection (c)(2)(B)(ii) (Register 95, No. 12). 
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6. Editorial correction of printing errors in section and audit instructions (Register 
96, No. 52). 

7. Repealer of subsections (c)-(c)(4), subsection relettering, amendment of relet- 
tered subsection (g)(1), and repealer of former subsection (h)(2)(i) and redesig- 
nation of former subsections (h)(2)(ii)-(iii) as (g)(2)(A)-(B) filed 12-16-97; 
operative 1-15-98 (Register 97, No. 51). 

8. Amendment of section heading, section and Note filed 12-31-2001 as an emer- 
gency; operative 1-1-2002 (Register 2002, No. 1 ). A Certificate of Compliance 
must be transmitted to OAL by 5-1-2002 or emergency language will be re- 
pealed by operation of law on the following day. 

9. New section filed 12-31-2001 as an emergency; operative 3-31-2002 (Regis- 
ter 2002, No. 1). A Certificate of Compliance must be transmitted to OAL by 
5-1-2002 or emergency language will be repealed by operation of law on the 
following day. Text of version effective through 3-31-2002 retained for refer- 
ence. 

1 0. New section refiled 4-29-2002 as an emergency, including amendment of sec- 
tion heading and subsection (b); operative 4-30-2002 (Register 2002, No. 1 8). 
A Certificate of Compliance must be transmitted to OAL by 8-28-2002 or 
emergency language will be repealed by operation of law on the following day. 
Text of former version of section 1741.5 tliat was effective from 1/1/2002 until 
3/31/2002 expired by its own terms on 3/31/2002. ' 

1 1 . Certificate of Compliance as to 4-29-2002 order transmitted to OAL 
7-9-2002 and filed 8-20-2002 (Register 2002, No. 34). 

§ 1741.6. Interneft Escrow Agent "Click-Through" Fees. 

The prohibition against the payment by an escrow agent of fees, com- 
missions, or other consideration as compensation for referring, solicit- 
ing, handling, or servicing escrow customers or accounts, as set forth in 
Section 17420 of the Code, does not apply to a written contract between 



an Internet escrow agent licensed under the Escrow Law and an owner 
of an Internet web site for the establishment of a hypertext on that web 
site for the exclusive purpose of receiving personal property escrows for 
the deposit or delivery by the Internet escrow agent pursuant to transac- 
tions on the Internet web site; provided, that the Internet escrow agent and 
the owner of the Internet web site are doing business exclusively on the 
Internet. For the purpose of this section, "hypertext" means an electronic 
document on a web site page that contains a link to another document that 
requires an affirinati ve act to click-on the link to display or otherwise ac- 
cess the document. 

NOTE: Authority cited: Section 1 7400, Financial Code. Reference: Section 17420, 
Financial Code. 

History 

1. New section filed 7-5-2001; operative 8-4-2001 (Register 2001 , No. 27). 



Article 5^ Advertising 

§1742. Advertising. 

NOTE: Authoritycited: Sections 17315, 17400 and 17401, Financial Code. Refer- 
ence: Sections 17210.2 and 17346, Financial Code. 

History 

1 . Amendment filed 3-3-52; effective thirtieth day thereafter (Register 27, No. 5). 

2. Amendment filed 5-22-85; effective thirtieth day thereafter (Register 85, No. 

21). 
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3. Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 11). 

4. Editorial correction of printing error in subsection (c) (Register 91 , No. 33). 

5. Change without regulatory effect amending subsection (a) filed 1-6-93; opera- 
tive 2-5-93 pursuant to title 1, section 100, California Code of Regulations 
(Register 93, No. 2). 

6. Repealer filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

§ 1743. Advertising Requirements. 

NOTE: Authority cited: Sections 17400 and 17401, Financial Code. 

History 
1. Repealer filed 8-1 1-83; effective thirtieth day thereafter (Register 83, No. 33). 

§ 1744. Advertising: Guaranty Corporation. 

NOTE: Authority cited: Sections 17315, 1 7400 and 17401, Financial Code. Refer- 
ence: Sections 17210.2 and 17346, Financial Code. 

History 

1. New section filed 9-19-83; effective thirtieth day thereafter (Register 83, No. 
39), 

2. Repealer filed 5-22-85; effective thirtieth day thereafter (Register 85, No. 21). 



cle 6o Accysations and Hearings 

History 

1. Repealer of Article 6 (Sections 1749-1753) filed 12-3-81; effective thirtieth 
day thereafter (Register 81, No. 49). For prior history, see Register 74, No. 26. 

2. Editorial correction of History 1 (Register 95. No. 16). 



• 



Artscie 7= Gyarantee of Trust Obligations 

§ 1760. Rules and Amendments to Rules and Plan of 

Operation to be Submitted to the 

Commissioner. 
Rules and amendments to the mles and plan of operation established 
by the board of directors of Fidelity Corporation pursuant to Section 
1 73 1 3 of the Financial Code shall be submitted in writing to the Commis- 
sioner for approval. 

NOTE: Authority cited: Section 17315, Financial Code. Reference: Sections 
1731017311, 17312, 17313, 17315 and 17347, Financial Code. 

History 

1. New article 7 (sections 1760-1769) filed 9-19-83; effective thirtieth day there- 
after (Register 83, No. 39). For history of former section 1760, see Register 81 , 

No. 49. 

2. Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 11). 

3. Editorial correction of printing error in section (Register 96, No. 52). 

§ 1761. Location of Office and Records. 

Fidelity Corporation shall maintain its office and records in California 
and shall promptly notify the Commissioner in writing of the location of 
such office and records. Fidelity Corporation shall not change the loca- 
tion of its office and records until written notice has been given the Com- 
missioner. Such notice must be filed at least five (5) business days prior 
to the proposed change. 

NOTE: Authority cited: Section 17315, Financial Code. Reference: Sections 
173333 and 17344, Financial Code. 

History 

1 . Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 11). For history of former section 1761, see Register 75, 

No. 27. 

2. Editorial correction of printing errors in section (Register 96, No. 52). 

§1762. Accounting and Fiscal Year. 
Fidelity Corporation shall maintain its records on an accrual basis and 

in accordance with generally accepted accounting principles and good 

business practice. The selection of the fiscal year end shall be subject to 

the approval of the Commissioner. 

NOTE: Authority cited: Section 17315, Financial Code. Reference: Sections 

17315, 17320, 17339 and 17344, Financial Code. 

History 

1 . Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 11). 



2. Editorial renumbering of section 1762 "Office for Transaction of Business" of 
subchapter 1 to section 1 770 to correct duplication of section numbers (Regis- 
ter 90, No. 20). For history of secfion 1762 "Office for Transaction of Business," 
see Register 82, No. 42. 

3. Editorial correction of printing error (Register 91 , No. 33). 

§ 1763. Custodian, Trustee or Management Agency 
Account. 

(a) The board of directors of Fidelity Corporation shall appoint a bank 
located in this State as custodian of any funds collected or investments 
made by it. The custodian shall be responsible for the safekeeping of all 
such funds and investments and evidences thereof. 

(b) In lieu of appointing a custodian, the board of directors of Fidelity 
Corporation may either appoint a bank to act as trustee or create a man- 
agement agency account with a bank. The appointment of a custodian or 
trustee, or the creation of a management agency account shall be reported 
to the Commissioner at least (5) business days before the making of such 
an appointment or the creation of such account. Any such appointment 
or agreement must be acceptable to the Commissioner. 

NOTE: Authority cited: Sections 17315 and 17337, Financial Code. Reference: 
Sections 17310, 17315, 17320 17333 and 17337, Financial Code. 

History 

1 . Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 1 1). For history of former section 1763, see Register 81, 
No. 49. 

§1764. Bond. 

If the board of directors of Fidelity Corporation appoints a bank as cus- 
todian as described in Section 1763 (a) of these rules, Fidelity Corpora- 
tion must obtain adequate fidelity bond coverage for its own officers, di- 
rectors and employees. The bond must be in a form and in an amount 
acceptable to the Commissioner. 

NOTE: Authority cited: Secfion 17315, Financial Code. Reference: Sections 
1731017315, 17333, 17337 and 17334, Financial Code. 

History 

1. Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 1 1 ). For history of former secfion 1764, see Register 81, 
No. 49. 

2. Editorial correcfion of printing error in secfion (Register 96, No. 52). 

§ 1765. Officers, Directors and Employees: Maintenance of 
Current List With Commissioner. 

Fidelity Corporation shall at all times maintain on file with the Com- 
missioner a current list of its officers, directors and employees. Any 
change of such persons shall be reported to the Commissioner within five 
(5) business days of such change. Each officer, director and employee 
shall file a statement of information on a form provided by the Commis- 
sioner. 

NOTE: Authority cited: Secfion 17315, Financial Code. Reference: Secfions 
17315,17333, 17336 and 17344, Financial Code. 

History 

1 . Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 1 1). For history of former section 1765, see Register 81, 
No. 49. 

2. Editorial correction of printing error in secfion (Register 96, No. 52). 

§ 1766. Payment of Assessment: Default. 

When a default previously reported pursuant to Section 17323 of the 
Financial Code has been cured. Fidelity Corporation shall notify the 
Commissioner of such acfion in writing. Fidelity Corporation shall regu- 
larly inform the Commissioner of the progress of any action to enforce 
any payment in default. 

NOTE: Authority cited: Section 17315, Financial Code. Reference: Sections 
17323,17333, 17344,17415 and 17608, Financial Code. 

History 

1 . Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 11). For history of former section 1766, see Register 81, 
No. 49. 

2. Editorial correcfion of prinfing error in secfion (Register 96, No. 52). 

§ 1767. Investments: Limitation. 

Fidelity Corporation may invest its funds only in investments legal for 
savings banks under the laws of this state. 
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NOTE: Aulhority cited: Sections 17315 and 17337, Financial Code. Reference: 
Sections 17315,17333,17337 and 17344, Financial Code. 

History 

1 . Change without regulatory effect filed 3-10-86; effective thirtieth day thereaf- 
ter (Register 86, No. 1 1 ). For history of former section 1 767, see Register 81 , 
No. 49. 

§1768. Evidence of Membership. 

NOTE: Authority cited: Section 17315, Financial Code. Reference: Sections 
17342 and 17344, Financial Code. 

History 

1 . Change without regulatory effect filed 3-1 0-86; effective thirtieth day thereaf- 
ter (Register 86, No. 1 1 ). For history of former section 1 768, see Register 8 1 , 
No. 49. 

2. Repealer filed 12-16-97; operative 1-15-98 (Register 97, No. 51). 

§ 1769. Annual Report. 

On or before 105 days after each fiscal year end, Fidelity Corporation 
shall file with the Commissioner audited financial statements prepared 
in accordance with generally accepted accounting principles and gener- 
ally accepted auditing standards. The report shall include a list of mem- 
bers' account balances. A copy of the annual report shall be sent to each 
member of Fidelity Corporation upon request. 

NOTE: Authority cited: Section 17315, Financial Code. Reference: Sections 
17320, 17333 and 17344, Financial Code. 

History 
1 . Change without regulatory effect filed 3-1 0-86; effective thirtieth day thereaf- 
ter (Register 86, No. 11). 



Subchapter 10. Check Sellers, Bill Payers 
and Proraters 

(Originally Printed 6-12-48) 



Article 1. General Provisions 

§ 1770. Office for Transaction of Business. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12300, 
Financial Code. 

History 

1 . Amendment filed 12-31-58; effecfive thirtieth day thereafter (Register 59, No. 
1). 

2. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

3. Editorial correction of Note filed 10-13-82 (Register 82, No. 42). 

4. Editorial renumbering of section 1762 "Office for Transaction of Business" of 
subchapter 1 to section 1 770 to correct duplication of section numbers (Regis- 
ter 90, No. 20). 

5. Change without regulatory effect amending subchapter heading and subsec- 
tions (a) and (b) and redesignating former subsection (b) to (c) filed 1-3-92 pur- 
suant to section 100, title 1, California Code of Regulations (Register 92, No. 
12). 

6. Change without regulatory effect repealing section filed 6-26-96 pursuant to 
section 100, title 1, California Code of Regulations (Register 96, No. 26). 



Article 2. Applications 

§1772. Verified Applications. 

NOTE: Authority and reference cited: Section 12300, Financial Code. 

History 

1. Amendment filed 3-27-52; effective thirtieth day thereafter (Register 59, No. 
1). 

2. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1 772.1 . Corporations. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12300, 
Financial Code. 

History 

1. New section filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
1). 

2. Editorial correction of NOTE filed 10-13-82 (Register 82, No. 42). 



3. Change without regulatory effect repealing section filed 2-28-2000 pursuant 
to section 100, title 1, California Code of Regulations (Register 2000, No. 9). 

§ 1773. Form of Applications. 

NOTE: Authority and reference cited: Section 12300, Financial Code. 

History 
I. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1774. Additional Information. 

NOTE: Authority and reference cited: Section 12300, Financial Code. 

History 

1. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

2. Repealer filed 12-Ml; effective thirtieth day thereafter (Register 81, No. 49). 

§1775. Type of Business. 

An applicant shall specifically designate in which of the following 
types of business it proposes to engage: 

(a) Check selling. 

(b) Bill paying. 

(c) General prorater. 

(d) Special prorater (business agent). 

Whenever the term "prorater" is used in these regulations with refer- 
ence to a licensee it shall refer to a general prorater and not a special pro- 
rater unless otherwise provided. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 
12200.5, Financial Code. 

History 

1. Amendment filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
1). 

3. Editorial correction filed 10-13-82 (Register 82, No. 42). 

4. Change without regulatory effect repealing subsections (a) and renumbering 
following subsections filed 1-3-92 pursuant to section 100, title 1, California 
Code of Regulations (Register 92, No. 12). 

§1776. Statutory Bond. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Sections 
12206-122 12,Financial Code. 

History 

1. Amendment filed 3-Z7-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 12-3 1-58; effecfive thirtieth clay thereafter (Register 59, No. 
1). 

3. Repealer filed 1 2-3-81 ; effective thirtieth day thereafter (Register 81 , No. 49). 

§1777. Additional Bond. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12213, 
Financial Code. 

History 
1. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1778. Required Liquid Assets and Net Worth; Check 
Casher. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12205, 
Financial Code. 

History 
1. Repealer filed 12-3-81; effective thirtieth day thereafter (Register 81, No. 49). 

§ 1779. Required Liquid Assets and Net Worth. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12205, 
Financial Code. 

History 

1. Amendment filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 12-3 1-58; effective thirtieth day thereafter (Register 59, No. 
1). 

3. Repealer filed 12-3-81 ; effective thirtieth day thereafter (Register 81, No. 49). 

§1780. Liquid Assets Defined. 

The term "liquid assets" as referred to in Section 12205 of the Finan- 
cial Code includes the following: 

(a) Cash in hand or in bank. 

(b) Cash in transit. 
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(c) Securities listed on the stock exchange or whose marketability and 
value is established by satisfactory proof. 

(d) United States Bonds. 

(e) Bonds of state and government units whose marketability and val- 
ue is established by satisfactory proof. 

(f) Investments in savings and loan associations and other financial in- 
stitutions upon satisfactory proof that the funds of the licensee are readily 
available upon demand. 

(g) Other securities and property having a market value upon satisfac- 
tory proof of marketability and value. 

The Department does not favorably consider investments in securities 
such as second trust deeds as "liquid assets" where the determination of 
value requires investigation into collateral matters such as value of prop- 
erty securing the note, and considerations of senior liens on the property, 
and where there is not a clear showing of a well-established market for 
such securities. 

The Department does not favorably consider as "liquid assets" such 
assets of the Ucensee, which if sold would affect the ability the licensee, 
which if sold would affect the ability of the licensee to carry on its busi- 
ness. 

In a determination by specific ruling whether a particular asset is a liq- 
uid asset within the meaning of Section 1 2205 of the Financial Code, the 
rule to be followed is that the stated value of the asset is the price at which 
the asset is immediately marketable at a forced sale. 
Note-. Authority cited: Section 12300, Financial Code. Reference: Section 12205, 
Financial Code. 

History 

1. Amendment filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
1). 

3. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

4. Editorial correction of subsection (g) and NOTE filed 10-13-82 (Register 82, 

No. 42). 



§1781. FoctitSous FJrm Names. 

An applicant who desires to conduct his business under a fictitious 
firm name shall file with the Commissioner a certificate of the county 
clerk showing compliance with the provisions of Chapter 5 (commenc- 
ing with Section 17900) of Part 3 of Division 7 of the Business and Pro- 
fessions Code. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Sections 
12217 and 12300.2, Financial Code. 

History 

1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Editorial correction of NOTE filed 10-13-82 (Register 82, No. 42). 

3. Change without regulatory effect amending section filed 1-3-92 pursuant to 
section 100, title 1, California Code of Regulations (Register 92, No. 12). 

4. Change without regulatory effect amending secfion and Note filed 6-26-96 
pursuant to secfion 100, title 1 , California Code of Regulations (Register 96, No. 
26). 

5. Change without regulatory effect amending section filed 2-28-2000 pursuant 
to section 100, title 1, California Code of Regulafions (Register 2000, No. 9). 



§1782. FictBtoous Employee Names. 

The use of an alias or fictitious name by an officer, agent, employee 
or representative of a licensee without the written consent of the Com- 
missioner will be considered a dishonest, unfair and inequitable pracfice. 
NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12300, 
Financial Code. 

History 

1. New section filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
1). 

2. Editorial correction of NOTE filed 10-13-82 (Register 82, No. 42). 



Article 3. Books, Records and 
Examinations 



§ 1784. Maintenance of Books. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 
1. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). 

§ 1784.1. Trust Account. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 

1. New section filed 3-27-52; effective thirtieth day thereafter (Reeister 28, No. 
1). 

2. Amendment filed 1 2-31-58; effective thirtieth day thereafter (Reeister 59, No. 
1). 

3. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83. No. 33). 

§ 1784.2. Transmission by Agent 

NOTE: Authority, cited: Section 12300, Financial Code. 

History 

1 . New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 12-31-58; effecfive thirtieth day thereafter (Register 59, No. 
1). 

3. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). 

§1785. Annual Report. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 
1. Repealer filed 8-9-83; effecfive thirtieth day thereafter (Register 83, No. 33). 

§1786. Offices Open for Inspection. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 
1. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). 

§ 1787. Date of Annual Report. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12304, 
Financial Code. 

History 

1. Amendment filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). 

§ 1 787.1 . Preparation of Independent Audit Report. 

A check seller shall furnish an independent audit report pursuant to the 
following instructions: 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

INSTRUCTIONS FOR INDEPENDENT AUDIT PURSUANT TO THE 
CALIFORNIA CHECK SELLERS, BILL PAYERS AND PRORATERS LAW 
To Licensee and the Accountant: 

These instructions have been prepared as an aid to licensees and their 
independent accountants in the preparation of the audit report to be filed 
with this Department pursuant to Section 12304 of the Check Sellers, Bill 
Payers and Proraters Law (Law) (Financial Code, Division 3). 

There are set forth in these instructions certain requirements which 
must be included in the accountant's comments and certain auditing pro- 
cedures to be performed in the conduct of the audit in order that the report 
be acceptable to the Department in accordance with Section 12304 and 
the proper administration of that section. The requirements included 
herein are a part of and/or in addition to generally accepted accounting 
principles and auditing procedures applicable in the circumstances. 

It will be noted that these requirements have been developed by adapt- 
ing generally accepted accounting principles and auditing procedures so 
as to follow the express provisions of Section 12304 of the Law and these 
rules. 
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These instructions set forth minimum audit procedures and are not in 
any manner intended to restrict the judgment of the independent public 
accountant where in his/her opinion the circumstances warrant the em- 
ployment of additional procedures. 

The report may be filed with any office of the Department of Corpora- 
tions. 

AUDIT REPORT AND PROCEDURES 

Balance Sheet and Statement of Income: 

These financial statements must in all cases be audited statements pre- 
pared on an accrual basis accompanied by a short or long form accoun- 
tant's report, including an opinion meeting the standards of the California 
Board of Accountancy with no material qualifications. (Rule 58 of the 
Board of Accountancy.) The financial statements shall include a balance 
sheet which must be as of the end of the licensee's fiscal year or in the 
case of a closing audit report, shall be as of the date of expiration, surren- 
der or revocation of license, and a statement of income for the fiscal year 
or period then ended. 

The following items must be taken into consideration by the accoun- 
tant in examining the financial statements of a licensee under the Law 
(other than a general prorater), when applicable to the particular business 
of the licensee. 

(a) If licensee is engaged in other businesses, in addition to the licensed 
business, all assets and liabilities of other businesses must be included in 
the balance sheet submitted. All income and expenses of other businesses 
must be included in the statement of income submitted. 

(b) The money order and bill collection liabilities at the balance sheet 
date, should be shown as a deduction from the trust bank account on the 
asset side of the balance sheet rather than showing the net amount, if any, 
in the trust bank account. 

(c) The accountant shall enumerate in detail, in comments included in 
the report, the auditing procedures employed in verifying the money or- 
der and bill collection liability. The accountant's verification shall in- 
clude observation of the preparation of the individual outstanding money 
order (trust subsidiary ledger) tabulation and sufficient test checks of this 
procedure to ascertain that the tabulation was proper. The subsidiary led- 
ger should be reconciled with the trust control account. Shortages (excess 
of subsidiary over control) should be covered by the licensee's deposit 
of general funds in the trust account. Overages (excess of control over 
subsidiary) should be noted and carried forward to subsequent tabula- 
tions. 

The accountant's verification shall also include a selective examina- 
tion of the old outstanding money orders and the propriety of the clear- 
ings against these dormant items. Permanent old outstanding audit list- 
ings should be maintained by the accountant for this purpose. Dormant 
outstanding items should be traced through the escheat date, and should 
not be subjected to service charges or other fees. 

An examination shall be made, on a test-check basis, of the money or- 
ders issued and bill collections made prior to the last day of the calendar 
or fiscal year under examination but which were outstanding on that date 
and which cleared the trust account subsequent to the last day of the cal- 
endar or fiscal year being examined. The purpose of the examination 
shall be to determine that such money orders and bill collections have 
been included in the money order and bill collection liability as at the end 
of the calendar year or fiscal year under examination, and the test check 
shall be sufficient to enable the accountant to make such determination. 

The withdrawal by the licensee of money order or bill collection fees 
should be reviewed for propriety. The collecfion and payment of utility 
bills should be examined for timely remittances and proper handling. 

Precleared money orders (money orders which have cleared the trust 
bank account but have not been reported and/or paid for by agents) 
should be tested for a period before and after the balance sheet date and 
a proper cut-off established. The validity of the preclears should be de- 
termined by tracing of money orders clearing subsequent to the cut-off 
and by comparing preclears with agent's reports processed after the cut- 
off date. Preclears should be aged by dollar amount for each agent and 



considered in the examination ofagent'sreporfing practices-see item (e) 
below. 

(d) The accountant shall include in the report or in a separate letter over 
his/her signature, a brief description of the system of internal control, its 
weaknesses, if any, and recommendafions for improvement, if any. Such 
report or letter may incorporate by reference all or part of any previous 
report or letter to the Commissioner. 

(e) In the event the licensee has agents, and after a detailed review of 
preclears and a determinaUon of which agents are not complying with 
Secfion 12300.4 of the Law, the agents comprising the top 25% of the 
non-complying group shall be concentrated on and visits arranged to 
agency locations selected from among that group. Care should be taken 
to note substantial violators not on the preclear list (i.e., agents may sub- 
mit reports without payment; these reports may be processed by the li- 
censee in which case the agent would not, appear on the preclear list in 
any substantial amount). In these cases bank reconciliations and/or "due 
from" agent accounts should be carefully examined. It should be noted 
that trust funds consist only of cash or cash in transit from agents. Empha- 
sis should be placed on larger agents that could, in the event of a cash 
shortage, financially impair the licensee. In visits to the agent's location, 
the independent accountants' function will be to accompany licensee's 
personnel and observe cash count and collecfion of amounts due for all 
money orders sold and not reported. The accountant should verify the de- 
posit of these trust funds into the bank. The accountant should verify 
whether all cash shortages have been covered by the licensee's deposit 
of general funds. There shall be included in the report a schedule of those 
agents cash short and those agents not complying with the three-day re- 
porting requirement, and comments on acfion taken by the licensee, if 
any, in connecfion therewith pursuant to Section 1 2301 .4 of the Law. In- 
dependent accounts shall assess the materiality of overall agent report- 
ing deficiencies that may be sanctioned or allowed by the licensee and 
disclose improper reporting practices, especially of larger agents that 
could financially impair the licensee. A statement to this effect shall be 
made in the independent accountant's report. 

(f) Include a statement to the effect that the accountant has examined 
the books and records with respect to the provisions of the Uniform Dis- 
posifion of Unclaimed Property Law (Code of Civil Procedure, Part 3, 
Tide 10, Chapter 7), and the results of such examination. 

(g) If the liabilifies include long term notes or mortgages, state the 
amount of monthly payments, name of payee, due date, and other terms 
and conditions, including any subordinafion agreement which may exist 
with respect thereto in the financial statements or a footnote thereto. 

The following items should be taken into considerafion by the accoun- 
tant in preparing the financial statements and comments of a general pro- 
rater: 

(a) If the licensee is engaged in other businesses, in addition to the li- 
censed business, all assets and liabilifies of other businesses must be in- 
cluded in the balance sheet submitted. All income and expenses of other 
businesses should be included in the statement of income and expenses 
submitted. 

(b) The liability for clients' deposits not yet transmitted to creditors 
should be shown as a deducfion from the trust bank account on the asset 
side of the balance sheet, rather than showing the net amount, if any, in 
the trust bank account. 

(c) The accountant shall enumerate in detail in his/her comments, the 
auditing procedure employed in verifying the untransmitted clients' 
funds. 

(d) The accountant shall include in the report or in a separate letter over 
his/her signature, a brief description of the system of internal control, its 
weaknesses, if any, and recommendafions for improvement, if any. Such 
report or letter may incorporate by reference all or part of any previous 
report or letter to the Commissioner. 

(e) In the event Ucensee has branch offices, each office shall be ex- 
amined to the same extent as the main office. 

(f) If the liabilities include long term notes or mortgages, state the 
amount of monthly payments, name of payee, due date, and other terms 
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and conditions, including any subordination agreement which may exist maintain an individual ledger account of each customer. The ledger shall 
with respect thereto in the financial statements or a footnote thereto. show: 



NOTE: Authority cited: Section 12300, Financial Code. Reference: Sections 
12300.4, 12301.4 and 12304, Financial Code. 

History 

1 . New section filed 12-12-55 and amendment filed 12-21-55, as emergencies; 
effective upon filing (Register 55, No. 18). 

2. Amendment filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
II). 



(1) All receipts and disbursements of money posted to the individual 
ledger accounts on or before the end of the next business day after receipt 
or disbursement. 

(2) Balance of funds held for customer's account. 

(3) All of the data necessary to prepare the statement required by Sec- 
tion 1789.6 of these rules. 



12303 and 12322 Financial Code. 

H [STORY 

1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 
4). 

3. Amendment filed 8-9-83; effective thirtieth day thereafter (Register 83. No. 
33). 



3. Amendment filed 12-1 6-68; effective thirtieth day thereafter (Register 68, No. NOTE: Authority cited: Section 12.300, Financial Code. Reference: Sections 
48). " ' • • - ■ 

4. Amendment filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 
33). 

5. Change without regulatory effect amending first paragraph. Instructions head- 
ing, first and last paragraphs of Instructions, and third paragraph of subsection 
(c) of Audit Report and Procedures filed 1-3-92 pursuant to section 100, title 
1, California Code of Regulations (Register 92, No. 12). 

6. Change without regulatory effect amending first and last paragraphs of Instnic- 

fions and first subparagraph (f) filed 6-26-96 pursuant to section 1 00, title 1 , § ^ 739.5. Preservation of Documents. 

California Code of Regulations (Register 96, No. 26). 

NOTE: Authority cited: SecUon 12300, Financial Code. 

History 

1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83. No. 33). 

§ 1 789.6. Statements of Account. 

A licensee engaged in the business of prorating, upon closing an ac- 
count shall immediately render to the customer a statement in writing 
showing the following: 

(1) Total funds received by the prorater from or on behalf of the cus- 
tomer. 

(2) Total disbursements made to each of the customer's creditors by 



§ 1787.2. Independent Accountant. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 

1 . New section filed 1 2-1 6-68; effective thirtieth day thereafter (Register 68, No. 
48). 

2. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). 

§ 1788. Specoa! Reports. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 

1. Amendment filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). ^^^ prorater. 

(3) The total amount which any creditor has agreed to accept as pay- 

§ 1789. Special Examinations. ment in full on any debt owed him by the debtor. 
NOTE: Authority cited: Section 12300, Financial Code. (4) Amount and type of charges paid to the prorater by the debtor. 

History (5) Balance of customer's account at the closing of the account. 

1 . Amendment filed 3-27-52; effective thirtieth day thereafter (Register 28, No. (6) That all funds held in the customer's account have been returned 

'' to the customer. 

2. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). ^OTE: Authority cited: Section 12300, Financial Code. Reference: Sections 
„ ^ „^ „ . ^ 12300.3,12314, 12314.1 and 12316, Financial Code. 

§1789.1. Accounting Records. History 

NOTE: Authority cited: Secdon 12300, Financial Code. 1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 

History i). 

1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 2. Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 
1). 4). 

2. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). 3. Amendment filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 

§1789.2. Posting Dates. §1789.7. Copies of Statements of Account. 

All receipts and disbursements of money shall be posted as of the date notE: Authority cited: Section 12300, Financial Code, 
of the receipt or disbursement, regardless of the date of posting. History 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12303, 1. New section filed 3-27-52; effecfive thirtieth day thereafter (Register 28, No. 
Financial Code. 1). 

History 2. Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 

1 . New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 4). 

1 )• 3. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). 

2. Amendment filed 8-9-83; effective thirtieth day thereafter (Register 83, No. c4-»or»o a_i »■ ■ - 
33^ j^ V o . §1789.8. Advertising. 

(a) All advertising (written, printed, radio, television, or of any other 
§ 1 789.3. Reconciling Bank Accounts. nature) of a prorater shall be submitted in duplicate to the Commissioner 

A licensee shall reconcile all of its bank accounts with his accounting for examination. Advertising shall not be used by a prorater until the 

records at least once each month. Commissioner has notified the licensee in writing that the use of said ad- 

NOTE: Authority cited: Secfion 12300, Financial Code. Reference: Section 12303, vertising is not disapproved. 

(b) A prorater shall not use any advertising copy after the use thereof 
has been disapproved by the Commissioner and the company notified in 



Financial Code. 



History 



1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. ^^-^^^^^ ^^ ^^^^ disapproval 

T . . . f 1 J o r> oo ff »• .u_»- tu A .u f* /n ^ ot m NotE: Authority cited: Sccfions 12300 and 12303. Financial Code. Reference: 

2. Amendment filed 8-9-83; effective thirtieth day thereafter (Register 83, No. ^^^^^^^ j2311 and 12300, Financial Code. 

History 

1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
1). 



§ 1789.4. Accounting Records of Proraters. 

A licensee engaged in the business of prorating, in addition to the ac- 
counting records required by Section 12303 of the Financial Code, shall 
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3. Amendment filed 1-22-74; effective thirtieth day thereafter (Register 74, No. (d) An origination fee shall not be charged a debtor who has had an ac- 

-*■ count cancelled or defaulted within 30 days prior to the opening of the 

4. Amendment Hied 8-9-83; effective thirtieth day thereafter (Register 83, No. ^ew account; provided, further, that a debtor shall not be charged more 

than two origination fees. 

§ 1 789.9. Advertising Copy. (e) An origination fee shall not be charged a debtor who has had an ac- 

The copy for written or printed advertising shall be submitted in the count cancelled or defaulted within the past three months and has been 

following manner: assessed a cancellation fee. 

(a) Printers proof showing the makeup of the advertising as it will be Note. Authority cited: Section 12300, Financial Code. Reference: Sections 
printed publication, or 1^314, 12315 and 12315.1, Financial Code. 

History 

(b) A reasonable approximation of the proposed advertising showing j ^^^ ^^^^^^^ f-,,^^ i_,2-74; effective thirtieth day thereafter (Register 74, No. 
the arrangement of the type and any illustrations to be used. The various 4). 

sizes of type to be used should be designated. 2. Editorial correction adding NOTE filed 4-6-83 (Register 83, No. 15). 

NOTE: Authority cited: Sections 12300 and 12330, Financial Code. Reference: 3. Editorial correction of subsection (b) (Register 95, No. 48). 
Sectionsl2311 and 12330. Financial Code. 

History §1789.15. Disbursement of Funds. 

1. New Sections 1789.9 through 1789.13 filed 12-31-58; effective thirtieth day NOTE; Authority cited: Section 12300, Financial Code, 
thereafter (Register 59, No. 1). HISTORY 

2. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 1. New section filed 1-22-74; effective thirtieth day thereafter (Register 74, No. 

4). 

§ 1 789.1 0. "Blind" Advertising Prohibited. 2. Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). 

A prorater shall not use so-called "blind" advertisements. An example ^— — ^.— — 

of'blind" advertising is an advertisement giving only telephone number, Article 4 Bonds and Insurance 
post office, or newspaper box numbers, or name other than that of the 

prorater. An advertisement shall include the name of the advertiser. § 1 790. Fidelity Bond for Officers and Employees. 

^.^T^^ ^"\™^ ^'^^'*- ^fA'°." ^-^°°' '''"^"'^'^' '^^^^^ Reference: Sections p^ licensee engaged in the business of selling checks or accepting 

12311 and 12330, Financial Code. ^ , cr j- ■ 1 • r •,• u-,. 

History money for the purpose of forwardmg it to others in payment of utility bills 

1. Editorial correction adding NOTE filed 4^-83 (Register 83, No. 15). should obtain and file with the Commissioner a fidelity bond providing 

fidelity coverage on each officer and employee of not less than $50,000. 

§ 1 789.1 1 . Maintenance of Advertising Copy. The fidelity bond may be either a primary commercial blanket bond or 

(a) A prorater shall maintain for inspection by the Commissioner a file a blanket position bond, but shall be written by an insurer who has been 
of all advertising copy for a period of at least ninety (90) days after the licensed by the Department of Insurance of the State of California. The 
last date of its use. bond shall contain a rider which provides that the coverage of the bond 

(b) All advertising copy shall have noted thereon the name or names extends to all officers and employees of the insured whether or not such 
of all advertising media used and the dates when such advertising ap- officers and employees are compensated by the insured. 

peared. A licensee should maintain minimum fidelity coverage in accordance 

(c) In the case of radio or television advertising, unless full text of such with the following schedule: 

announcements is maintained for at least ninety (90) days after the date Monthly 

of its last use by the broadcasting station or stations and is therein avail- ^.^^Z''?^^ Minimum 

. 11 , • • • r , r „ r , liability coverage 

able, a prorater shall have a voice transcription ofthe full text of such an- ,, „^^„„„ „,^^^^^ 

, , u A A , ■ If .u ■ . /nnA A -A Up to $50,000 $50,000 

nouncements to be prepared and retained for the mnety (90) day penod, ^^q qqj jq ^q qqq 55 qOq 

NOTE; Authority cited: Section 12300, Financial Code. Reference: Sections 6o!o01 to 70^000 6o!oOO 

12311 and 12330, Financial Code. 70,001 to 80,000 65,000 

History 80,001 to 90,000 70,000 

1 . Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. im mi '" " ' l^S nnn 80 nnn 

. l"^'. r-, . o « 0-, rr • u- ■ ,. J u r /t. • oo x, l]5!oO] to .... 145^000 9o!oOO 

2. Amendment tiled 8-9-83; effective thirtieth day thereafter (Register 83, No. 145 001 to 175 000 100 000 

33)- 175!001 to '.'.'.'. 20aOOO 110^000 

§ 1 789.1 2. Prohibited Advertising. and additional coverage at the rate of 25 percent of any monthly average 

NOTE. Authority cited: Section 12300, Financial Code. in excess of $200,000. 

History The minimum fidelity coverage required of a licensee as set forth here- 

1 . Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). ^^ ^^^^ be obtained and maintained in effect unless the Commissioner for 

8 1789 13 Rates of Charae ^^^^ cause, in writing, has found that a different amount of coverage 

^,^^^ ' ' . •, . e io:>/iA c- • 1/- J would be in the pubHc interest. 

NOTE: Authority cited: Section 12300, Financial Code. ^, ^ 

History NotE: Authority cited: Section 12300, Financial Code. Reference: Section 12223, 

1 . Repealer filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 33). '^'"''"^'^l Code. HISTORY 

8 1 7ftQ 1 4 Gpnpral Prorater Fees ^' '^"lendment filed 12-3 1-58; effective thirtieth day thereafter (Register 59, No. 

(a) A prorater is not a creditor of a debtor for purposes of calculating 2. Amendment filed 6-1 1-82; effective thirtieth day thereafter (Register 82, No. 
fees pursuant to Section 12314 ofthe Financial Code. A prorater may not 24). 

assess, charge, or collect a fee on any sums or debts due the prorater. 3. Change without regulatory effect amending last paragraph filed 6-26-96 pur- 

(b) The origination fee permitted by Section 123 14 (a) of the Financial suant to section 100, title 1, CaUfomia Code of Regulations (Register 96, No. 
Code shall be disclosed in writing to the debtor at the time of execution 

of the prorate agreement or contract and shall specify the amount of the § 1 790.1 . Fidelity Bonds for Agent. 

origination fee and the terms and conditions for payment of the fee. A licensee engaged in the business of selling checks or accepting 

(c) Only one origination fee may be charged to a debtor (husband and money for the purpose of forwarding it to others in payment of utility bills 
wife shall be considered one debtor) regardless of the number of times shall obtain and keep in effect at all times a fidelity bond on each agent 
a contract or agreement is rewritten or revised. of the licensee in a principal amount sufficient to protect the licensee 
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against substantial loss. If the liability of an agent to the licensee for any 
three consecutive business days exceeds $5,000, the licensee should be 
protected from loss by a fidelity bond in a principal amount at least equal 
to the highest liability of the agent to licensee for any three consecutive 
business days, unless the Commissioner for good cause, in writing, has 
found that a different amount of coverage would be in the public interest. 
NOTE: Authority cited: Section 1 2300, Financial Code. Reference: Section 12223, 
Financial Code. 

History 

1. New section filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
1). 

2. Editorial correction of NOTE filed 4-6-83 (Register 83, No. 15). 

3. Change without regulatory effect amending section filed 6-26-96 pursuant to 
section 100, title 1, California Code of Regulations (Register 96, No. 26). 

4. Change without regulatory effect amending section filed 2-28-2000 pursuant 
to section 100, title 1, California Code of Regulations (Register 2000, No. 9). 

§ 1790.2. Fidelity Bond for Proraters. 

A licensee engaged in business as a general or special prorater shall ob- 
tain and file with the Commissioner and maintain in effect primary com- 
mercial blanket bond or a blanket position bond against the loss of money 
or property in the possession of the licensee. Each officer, employee, and 
agent having access to money in the possession of the licensee or drawing 
checks against the account of the licensee, shall be bonded in a principal 
amount of at least $10,000. The Commissioner may for good cause and 
based upon financial information require a bond in a different principal 
amount if the Commissioner finds such change to be in the public interest. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12223, 
Financial Code. 

History 

1 . New section filed 1 2-31-58; effective thirtieth day thereafter (Register 59, No. 
1). 

2. Amendment filed 6-1 1-82; effective thirtieth day thereafter (Register 82, No. 

24). 

§ 1791. Dosurance, Holdup and Burglary. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 
1. Repealer filed 6-1 1-82; effective thirtieth day thereafter (Register 82, .No. 24). 

§1792. Corporate Surety. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 
1. Repealer filed 6-1 1-82; effecfive thirtieth day thereafter (Register 82, No. 24). 

§1793. New Employees. 

A licensee shall notify the Commissioner in writing of the names of 
any new officers, employees, and agents within 10 days after employ- 
ment and have on file with the Commissioner a bond in accordance with 
Section 1790 of these Rules, before allowing any officer, employee, or 
agent in the regular discharge of his/her duties to have access to moneys 
or negotiable securities belonging to or in the possession of the licensee, 
or to draw checks upon the licensee or the trust funds of the licensee. 
NOTE: Authority cited: Section 12300, Financial Code. Reference: Sections 
12220 and 12223, Financial Code. 

History 

1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 

!)• 

2. Amendment filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
!)• 

3. Amendment filed 6-1 1-82; effective thirtieth day thereafter (Register 82, No. 

24). 



§1796. Branch Office Sign. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 

1 . Amendment filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 12-31-58; effective thirtieth day thereafter (Register 59, No. 
1). 

3. Repealer filed 9-1 5-82; effective thirtieth day thereafter (Register 82, No. 38). 

§ 1 797. Branch Office Notification. 

NOTE: Authority cited: Section 12300. Financial Code. 

History 
1 . Repealer filed 9- 1 5-82; effective thirtieth day thereafter (Register 82, No. 38). 

§ 1 798. Notice of Actions. 

A licensee shall immediately notify the Commissioner in writing of 
any civil or criminal action filed against the licensee or any of its officers 
or directors. 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12221 
and 12400, Financial Code. 

History 

1 . New section filed 3-27-52; effective thirtieth day thereafter (Reeister 28, No. 
1). 

2. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

3. Editorial correction adding NOTE filed 1 1-17-82 (Register 82, No. 47). 

§ 1799. Required Provisions in Contracts Between 
Proraters and Debtors. 

A contract between the prorater and debtor customer must include a 
statement in not less than 1 2-point bold face capital letters: 

FOR INFORMATION CONTACT THE 
DEPARTMENT OF CORPORATIONS, 

STATE OF CALIFORNIA 

NOTE: Authority cited: Section 12300, Financial Code. Reference: Section 12319, 
Financial Code. 

History 

1. New section filed 3-27-52; effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 1-22-74; effecfive thirtieth day thereafter (Register 74, No. 
4). 

3. Amendment filed 9-15-82 effecfive thirtieth day thereafter (Register 82, No. 
38). 

§ 1 799.1 . Change of Address, Area or Registration 
Number. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 

1. New secuon filed 3-27-52, effective thirtieth day thereafter (Register 28, No. 
1). 

2. Amendment filed 3-20-78; effective thirtieth day thereafter (Register 78, No. 
12). 

3. Repealer filed 9-1 5-82 effective thirtieth day thereafter (Register 82, No. 38). 

Article 6. Accusations and Hearings 

History 

1. Repealer of Article 6 (Sections 1801-1805) filed 12-3-81; effective thirtieth 
day thereafter (Register 81, No. 49). For prior history, see Register 78, No. 12. 



Article 5a Notices 

§1795. Schedule of Fees. 

NOTE: Authority cited: Section 12300, Financial Code. 

History 

1. Amendment filed 3-27-52, effective thirtieth day thereafter (Register 28, No. 
1). 

2. Repealer filed 9-15-82; effecfive thirtieth day thereafter (Register 82, No. 38). 



Subchapter 1 1 . Securities Depositories 

(Originally Printed 3-10-73) 

§ 1 805.001 . Definitions Governing Construction of Rules. 

Unless the condition otherwise requires, the definitions set forth in the 
Securities Depository Law govern the construction of these rules. 
NOTE: Authority cited: Section 30006, Financial Code. Reference: Section 30001 , 
Financial Code. 

History 
1. New section filed 8-9-83; effective thirtieth day thereafter (Register 83, No. 

33). For prior history, see Register 73, No. 10. 
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§1805.201. Stockholders. 

The articles of incorporation or the bylaws of a securities depository 
shall include provisions by which it, or the holders of its capital slock, can 
enforce the provisions of Section 30201 of the Financial Code. 
NOTE: Authority cited: Section 30006, Financial Code. Reference: Section 30201 , 
Financial Code. 

History 

1. New Subchapter 11 (1805.201, 1805.204, 1805.204.1, 1805.210, 1805.210.1, 
1805.213, 1805.213.1) Filed 3-7-73 as an emergency; designated effective 
3-7-73. Certificate of Compliance included (Register 73, No. 10). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

§ 1 805.204. Application for Certificate. 

An application for a certificate as a securities depository shall be made 
on the following form: 



DEPARTMENT OF CORPORATIONS 
FILE NO. 



(insert file number of previous filings 
before the Department, if any.) 



FEE: $2.500 



(not refundable) 



Date of Application 



DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

INDICATE THE TYPE OF FILING BY CHECKING EITHER THE ORIGI- 
NAL OR AMENDMENT APPLICATION HEADING SHOWN BELOW. 
] ORIGINAL APPLICATION FOR A CERTIFICATE AS A SECURITIES 
DEPOSITORY PURSUANT TO SECTION 30204 OF THE SECURITIES 
DEPOSITORY LAW. 

AMENDMENT TO APPLICATION FOR A CERTIFICATE AS A SECU- 
RITIES DEPOSITORY PURSUANT TO SECTION 1805.213.1 OF TITLE 
10 OF THE CALIFORNIA CODE OF REGULATIONS. 
1 , Name of Applicant (Complete name as appearing on articles of incorporation) 



[ ] 



2. Address of principal office of applicant 
Number and Street City 



State 



Zip Code 



3. Address of principal office of applicant in the State of California 
Number and Street City State 



Zip Code 



4. Name and address of person to whom communications should be addressed con- 
cerning this application 



(a) State in which applicant was incorporated: 

(b) Date on which applicant was incorporated: 

(c) Is applicant in good standing in the State of its incorporation?. 



Indicate "yes" or "no" 



6. The name and address of the independent certified public accountant or inde- 
pendent public accountant retained, or to be retained, by the applicant to report 
upon or certify its financial statements in accordance with Section 30213 of the 
Financial Code is: 
Name: 



Address: 



7. There are attached as exhibits the following which are incorporated herein by 
reference: 

A. A list of the incorporators, directors and officers of the applicant, showing 
the full name of each such person, his residence address and the position or 
positions he occupies with the applicant. 

B. A list of all addresses at which facilines of the applicant will be located, set- 
ting forth as to each such address the following informafion: 

(1) The functions or operations which will be conducted. 

(2) The facilities (including staff) to be there employed. 

(3) A statement as to whether or not any other business will be conducted at 
such address and, if so, the name of the person conducting such other 
business and a description thereof, together with a detailed statement of 
the reasons for such joint occupancy and of the safeguards to be employed 
by the applicant by reason thereof 



C. A detailed description of the proposed method of operation of the applicant, 
including a description of the books, records and accounts to be maintained, 
its description of its operational procedures (e.g. interfacing with other de- 
positories, dividend payments, stock transfers, dividend claims, proxies and 
proxy statements, loans and pledges of depositors" securities), and a descrip- 
tion of the safeguards to be employed with respect to the custody, handling, 
record-keeping, insurance and auditing of securities on deposit. 

D. An analysis of the financial needs of the applicant for a period of not less than 
1 2 months of operation from the date it anticipates receiving a securities de- 
pository certificate, showing projected income and disbursements and the 
source and allocation of funds to be employed in its business, together with 
a statement of the facts and assumptions underlying such analysis and pro- 
jections. 

E. Financial statements of the applicant, which include at least a balance sheet 
and profit and loss statement certified by an independent public accountant 
or certified public accountant, and if such certified financial statements are 
prepared as of a date more than 60 days prior to the fihng of this application, 
a balance sheet and profit and loss statement, which need not be certified, 
prepared as of a date within such 60-day period, together with profit and loss 
statements covering at least three years of its operations, or such lesser peri- 
od as the applicant may have operated, to the date of such certified balance 
sheet. 

F. A copy (which may be in the form of a restated or composite copy) of appli- 
cant's articles of incorporation, bylaws, depository agreement and custody 
agreement. 

G. A list in columnar form showing, as to each person who is or who will be a 
holder of capital stock of the applicant, the following information: 

(1) Such person's full name and address. 

(2) The class of capital stock to be held by such person and the percentage 
of that class to be held by such person. 

(3) A statement of the capacity in which such person holds or win hold capi- 
tal stock in compliance with Section 30201 of the Financial Code. 

H. A bond as required by Secdon 1805.205.1 of Title 10 ofthe California Code 
of Regulations. 

8. There is attached, for each person identified in Exhibit A to this application as 
an incorporator, director or officer of the applicant, a statement executed by 
such person in the form prescribed by Section 1 805.204. 1 of Title 1 ofthe Cali- 
fornia Code of Regulations. 

9. Pursuant to Section 1805.213.1 of Title 10 of the California Administrative 
Code, applicant hereby undertakes to notify the Commissioner promptly, and 
in no event later than 30 days after the occurrence, of any changes in the infor- 
mation set forth in this application by filing with the Commissioner an amend- 
ment to this application on this form setting forth the changed items only. (In- 
struction: Such undertaking is applicable to all matters except financial 
statements which are otherwise covered by the provisions of Section 1805.213 
of Title 10 ofthe California Code of Regulations.) 

1 0. The name ofthe applicant's workmen ' s compensation insurance carrier, if any, 
is. The applicant is aware of the provisions of Section 3700 of the Labor Code 
which requires every employer to be insured against liability for workmen's 
compensation. 

1 l.The applicant has duly caused this application to be signed on its behalf by the 
undersigned, thereunto duly authorized. 



• 



(Applicant) 



By. 



(Title) 
1 declare under penalty of perjury that I have read this application and the exhib- 
its thereto and know the contents thereof and that the statements therein are true. 
Executed at California, 20 



(Signature of Declarant) 

(If executed outside of CaUfornia, attach a verification executed and sworn to 
before a notary public.) 

NOTE: Authority cited: Sections 30006 and 30204, Financial Code. Reference: 
Secfion 30204, Financial Code. 

History 

1. Amendment filed 9-12-73; effective thirtieth day thereafter (Register 73, No. 

37). 

2. Editorial con-ection adding NOTE filed 3-9-83 (Register 83, No. II). 

3. Editorial correction of NOTE filed 6-24-83 (Register 83, No. 26). 

4. Change without regulatory effect amending secfion filed 9-25-2002 pursuant 
to section 100, title 1, California Code of Regulafions (Register 2002, No. 39). 

§ 1 805.204.1 . Statement of Qualifications. 

The statement of qualifications required pursuant to Item 8 of Section 
1805.204 of these rules shall be in the following form: 
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• 



• 



DEPARTMENT OF CORPORATIONS 
STATE OF CALIFORNIA 

Department of Corporations 
File No. 

STATEMENT OF QUALIFICATIONS TO BE FILED BY AN INCORPORA- 
TOR, OFFICER OR DIRECTOR OF AN APPLICANT FOR A SECURITIES 
DEPOSITORY CERTIFICATE OR OF A LICENSED SECURITIES DEPOSI- 
TORY. 

1 . Name of Securities Depository or Applicant: 

2. Full name of incorporator, officer or director: 

3. Residence address of the person named in Item 2: 



b. Citizenship 

d. Place of birth 



4. Identifying Information: 
a. [ ] Male [ ] Female 
c. Dale of birth / / 

5. Capacity in which this statement is filed: (check applicable box) 
[ ] Incorporator [ ] Director [ ] Officer 

6. If an officer of the applicant/securities depository, state title: 

7. If you are an officer or will perform any managerial functions for the applicant/ 
securities depository, describe such functions fully, specifically identifying the 
operations and/or offices of the applicant/securities depository over which you 
will have supervision: 

8. State the college or university degrees received and the dates received, and the 
school awarding each degree. 



List all employments which you believe relate to your qualifications to perform 
your duties as specified in Items 5, 6 and/or 7 above, stating the name of the em- 
ployer, the duties performed and the dates of such employment. 
Inclusive Dates Duties Performed 

of Employment Name of Employer Position Held 



10. Have you, or are you, within the 10 years immediately preceding the filing of 
this statement: 

A. Been either ( 1 ) convicted of or pleaded nolo contendere to a felony or misde- 
meanor, or (2) held liable in a civil action by final judgment of a court based 
upon conduct showing moral turpitude, which felony, misdemeanor or judg- 
ment (i) involved the purchase or sale of any security, (ii) arose out of the 
conduct of the business of a broker-dealer, investment adviser, or commod- 
ity adviser, (iii) involved embezzlement, fraudulent conversion or misap- 
propriation of property, fund or securities, or (iv) involved the violation of 
Sections 1341, 1342 or 1343 of Title 18 of the United States Code; 

[ ] Yes [ ] No; 

or 

B. Permanently or temporarily enjoined by order, judgment, or decree of any 
court of competent jurisdiction from acting as an investment adviser, under- 
writer, or broker-dealer, or as an affiliated person or employee of any invest- 
ment company, bank or insurance company, or from engaging in or continu- 
ing any conduct or practice in connection with any such activity or in 
connection with the purchase or sale of any security; 

[ ] Yes [ ] No; 

or 

C. Subject to any currently effective order of the Securities and Exchange Com- 
mission or the securities administrator of any other state denying registration 
to or revoking or suspending the registration of such person as a broker or 
dealer or investment adviser or subject to any currently effecti ve order of any 
national securities association or national securities exchange (as defined in 
the Securines Exchange Act of 1934) suspending or expelling such person 
from membership in such association or exchange? 

[ ] Yes [ ] No 

If the answer to any of the foregoing is "yes," or any such action is pending, 

set forth on a separate sheet in reasonable detail the facts with respect thereto. 

1 1 . Have you ever been known personally by, or conducted business under, any 
other name than that shown in Item 2 above? 

[ ] Yes [ ] No; 

If "yes," attach a statement giving full details. 

12. Signature to this statement by person named in Item 2 above: 



I declare under penalty of perjury that I have read this statement and the attach- 
ments hereto, if any, called for by Items 10 and II above, and know the contents 
thereof, and that the statements therein are true. 
Executed at California, 20 . 



(Signature of Person Named in Item 2 Above) 



(INSTRUCTION: If executed outside of California, attach a verification ex- 
ecuted and sworn to before a notary public.) 

NOTE: Authority cited: Sections 30006 and 30204, Financial Code. Reference: 
Sections 30204, 30205 and 30206, Financial Code. 

History 

1. Amendment filed 9-12-73; effective thirtieth day thereafter (Register 73, No. 
37). 

2. Editorial correction adding NOTE filed 3-9-83 (Register 83, No. 11). 

3. Editorial correction of NOTE filed 6-24-83 (Register 83, No. 26). 

4. Change without regulatory effect amending section filed 9-25-2002 pursuant 
to section 100, title I , California Code of Regulations (Register 2002, No. 39). 

§1805.205. Prohibition. 

A securities depository shall not loan or pledge depositors' securities 
for its own account. 

NOTE: Authority cited: Section 30006, Financial Code. Reference: Sections 
30205, 30206 and 30601, Financial Code. 

History 

1 . New section filed 9-12-73; effective thirtieth day thereafter (Register 73, No. 
37). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 11). 

3. Editorial correction of NOTE filed 6-24-83 (Register 83, No. 26). 

§ 1 805.205.1 . Fidelity Bond. 

The securities depository shall keep in effect at all times a fidelity bond 
providing coverage on each officer and employee, written by a corporate 
surety licensed by the Department of Insurance of the State of California, 
in an amount satisfactory to the Commissioner, and ordinarily not less 
than $1,000,000 or 10% of the aggregate market value of all securities 
on deposit. 
NOTE: Authority cited: Section 30006, Financial Code. Reference: Sections 

30205, 30206 and 30601, Financial Code. 

History 

1 . New section filed 9-12-73; effective thirtieth.day thereafter (Register 73, No. 
37). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

3. Editorial correction of NOTE filed 6-24-83 (Register 83, No. 26). 

§ 1805.206. Dividend Distribution. 

Any dividends received by the securities depository with respect to de- 
positors' securities shall be distributed to the depositor no later than three 
(3) days after receipt of the dividends by the securities depository. 
NOTE: Authority cited: Section 30006, Financial Code. Reference: Sections 

30206, 30603 and 30608, Financial Code. 

History 

1 . New section filed 9-12-73; effective thirtieth day thereafter (Register 73, No. 
37). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

3. Editorial correction of NOTE filed 6-24-83 (Register 83, No. 26). 

§ 1 805.206.1 . Proxy Statement and Proxy Distribution. 

Any statement and proxy received by the securities depository with re- 
spect to depositors' securities shall be forwarded immediately to the de- 
positor. Further, no securities depository shall vote any such proxies, ex- 
cept in accordance with and pursuant to the written instructions of the 
depositor. 

NOTE: Authority cited: Section 30006, Financial Code. Reference: Sections 
30206, 30603 and 30608, Financial Code. 

History 

1. New section filed 9-12-73; effective thirtieth day thereafter (Register 73, No. 
37). 

2. Editorial correction of NOTE filed 3-9-83 (Register 83, No. 1 1). 

3. Editorial correction of NOTE filed 6-24-83 (Register 83, No. 26). 

§ 1805.210. Boolcs and Records of Securities Depositories. 

(a) Every licensed securities depository shall make and keep current 
the records relating to its business: 

(1 ) Ledgers (or other records) reflecting all assets, liabilities, and capi- 
tal, and the income and expenses of the licensee. 

(2) Journals (or other records of original entry) containing an itemized 
daily record of all receipts, deliveries, transfers, pledges and loans of se- 
curities (including names of issuers, certificate numbers and CUSIP 
(Committee on Uniform Security Identification Procedures) all receipts 
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and disbursements of cash and all other debits and credits . Such records 
shall show the account for which each receipt, delivery, transfer, pledge 
or loan of securities was effected; the name and amount of securities; the 
CUSIP numbers; the number of units and aggregate market value (if 
any); the date of receipt, delivery, transfer, pledge or loan of securities; 
and the name or other designation of the person from whom received or 
to whom delivered, transferred, pledged or loaned. 

(3) Ledger accounts (or other records) itemizing separately for each 
account of every depositor, customer or pledgee all receipts, deliveries, 
transfers, for such account and all other debits and credits to such an ac- 
count, on a daily basis. 

(4) Ledgers (or other records) reflecting daily the following: 

(i) Securities in transfer, showing from whom transferred and to whom 
to be delivered, transferred, pledged or loaned; 

(ii) Dividends received and the account for whom received; 

(iii) Dividends paid or transferred and the account to whom paid or de- 
livered. 

(iv) Securities pledged, loaned or held for the account or benefit of 
another than the depositor; 

(v) Substitution of securities held in sub-clause (iv) of this clause. 

(5) A securities ledger or position record for each security, on a daily 
basis, showing the number or unit held and whether for the depositor's 
account, pledge, loan or otherwise, including any security count differ- 
ence, classified by the date of discovery of the difference or date of physi- 
cal count. 

(6) A memorandum (or other record) of each order or instruction re- 
ceived or for the receipt, delivery, transfer, pledge, loan or otherwise of 
securities whether completed or incompleted. Such memorandum shall 
show all the terms and conditions of the order or instructions, and any 
modifications or cancellations thereto. 

(7) A record of all receipts, deliveries, transfers, pledges or loans of 
securities and all other notices or advice items for the account of each de- 
positor, customer, or pledgee. 

(8) A record of the proof of money balances of all ledger accounts in 
the form of a trial balance, prepared at least monthly. Such trial balances 
shall be prepared on a basis consistent with the financial statement filed 
or required to be filed, pursuant to subdivision (a) of Section 302 13 of the 
Financial Code and Section 1805.213 of these rules. 

(9) A questionnaire or application for employment executed by each 
employee of the securifies depository, which questionnaire or applica- 
tion shall be approved in writing by an authorized officer of the securities 
depository and shall contain at least the following information with re- 
spect to each such person: 

(i) His name, address, social security number, and the starting date of 
his employment with the securifies depository. 

(ii) His/her date and place of birth. 

(iii) A complete, consecufi ve statement of all his/her business connec- 
fions and employments for at least the preceding 10 years, including his/ 
her reason for leaving each employment. 

(iv) A record of any arrests, indictments or convicfions for any felony 
or any misdemeanor, except minor traffic offenses, of which he/she has 
been the subject. 

(v) A record of any disciplinary action taken, or sancfion imposed 
upon him/ her by any federal or state agency, or by any national securifies 
exchange, nafional securifies association or any commodity exchange 
regulated by the federal or by any state government. 

(vi) A record of any civil actions brought against him/her based upon 
conduct showing moral turpitude. 

(vii) A record of any permanent or temporary injuncfion entered 
against him/her or against any firm with which he/she was associated in 
any capacity at the fime such injunction was entered. 

(viii) A record of any other name or names by which he/ she has been 
known or which he/she has been known or which he/she used. 

(10) Copies of all applications and amendments thereto, and of all re- 
ports, filed with the Commissioner pursuant to the provisions of the Se- 
curities Depository Law. 



(11) A record of all holders of its capital stock, together with such in- 
formation as is necessary to demonstrate compliance with the provisions 
of Section 30201 of the Financial Code. 

(b) Every licensed securities depository shall prepare and maintain, at 
least monthly and on a regular period basis, a balance sheet as of the close 
of such period and a profit and loss statement covering its operations for 
such period, such statements to be prepared on a basis consistent with the 
financial report required under Secfion 30213 of the Financial Code. 

(c) Every licensed securities depository shall keep and maintain its 
books and records on an accrual basis, and shall maintain its books, ac- 
counts, records and files in accordance with generally accepted account- 
ing principles and good business pracfice. 

(d) Every licensed securifies depository shall maintain its books and 
records in such a manner and at such locations that the complete destruc- 
fion of its records at any one locafion will not disable it from promptly 
recovering the informafion required to be maintained under this section. 
NOTE: Authority cited: Section 30006, Financial Code. Reference: Sections 
30210 and 30211, Financial Code. 

History 

1 . Amendment filed 8983; effective thirtieth day thereafter (Register 83, No. 33). 

§ 1 805.21 0.1 . Preservation of Records. 

Every licensed securities depository shall preserve its records in the 
manner prescribed under subdivision (d) of Secfion 1805.210 of these 
rules and in accordance with the following requirements: 

(a) There shall be preserved for a period of not less than 10 years, the 
first two of which shall be in an easily accessible place: 

(1) All records required to be made pursuant to subsecfion (a) (1), (2) 
and (3) of Secfion 1805.210 of these rules. 

(2) All records required to be made pursuant to subsecfion (a) (8) of 
Secfion 1805.210 of these rules, including all working papers in connec- 
fion therewith. 

(3) Copies of all reports required to be filed with the Commissioner un- 
der Secfion 30213 of the Financial Code, together with all correspon- 
dence with the Commissioner thereon. 

(b) There shall be preserved for a period of not less than four years, the 
first two of which shall be in an easily accessible place, the following re- 
cords: 

(1) All records required to be made pursuant to subsecfion (a) (4), (5), 
(6) and (7) of Secfion 1805.210 of these rules. 

(2) All cheek books, bank statements, cancelled cheeks and cash rec- 
onciliafions. 

(3) All bills receivable or payable (or copies thereof, paid or unpaid). 

(4) Originals of all communicafions received and copies of all commu- 
nications sent by the securities depository (including inter-office memo- 
randa and communications). 

(5) All written agreements (or copies thereof) entered into by the secu- 
rities depository. 

(c) There shall be preserved for a period of not less than four years after 
the terminafion of employment of any person or after a person ceases to 
be a holder of capital stock, the first two years of which shall be in an easi- 
ly accessible place, the records pertaining to such person maintained pur- 
suant to subsections (a) (9) and (10) of Secfion 1805.210. 

(d) Every securities depository shall preserve for the life of the enter- 
prise and any successor enterprise, the articles of incorporafion and 
amendments thereto, the bylaws and amendments thereto, the minute 
books and stock cerfificate books of the corporation. 

(e) After a record or other document has been preserved for two years, 
there may be substituted for such record for the balance of the required 
time (i) a photograph thereof on film or (ii), with respect to the records 
specified in subsections (a) (1), (2), (3), (4) and (5) of Secfion 1805.210, 
on computer tapes or cards; provided t at, as to all such records so main- 
tained, the securities depository shall (1) at all fimes have available for 
the Commissioner's examination of his records facilifies for immediate, 
easily readable projection of the microfilm and for producing easily read- 
able copies of all such film or computer records, (2) arrange and index 
and file such records in a manner as to permit the immediate location of 
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any particular record, and (3) be ready at alJ times to provide, and imme- 
diately provide, any facsimile, enlargement or print-out which the Com- 
missioner may request. 

(f) If a person who has been subject to the requirements of Section 
1805.210 of these rules ceases to hold a certificate as a securities deposi- 
tory, such person shall continue to preserve the records which he hereto- 
tbre preserved pursuant to this section for the remainder of the periods 
of time specified in this section or for ten years, whichever is the shorter 
period. 

NOTE; Authority cited: Section 30006, Financial Code. Reference: Sections 
30210, 302 11 and 30213, Financial Code. 

History 
1. Editorial correction adding Note filed 3-9-83 (Register 83, No. 11). 

§1805.213. Reports. 

A securities depository shall file with the Commissioner, within 1 1 
days after the close of any month (i) in which it became or was deter- 
mined to be insolvent or (ii) in which it incurred a loss in an amount ex- 
ceeding one-third of its net worth as of the close of such month, and with- 
in 15 days after the close of each month thereafter, its financial statements 
as of the close of the month for which such report is made. Such financial 
statements shall include a balance sheet and a profit and loss statement 
which need not be audited but which shall be prepared on a basis consis- 
tent with the financial statements filed, or to be filed, pursuant to subdivi- 
sion (a) of Section 30213 of the Financial Code. 

NOTE: Authority cited: Section 30006, Financial Code. Reference: Section 3021 3, 
Financial Code. 

History 
1 . Editorial correction adding Note filed 3-9-83 (Register 83, No. 1 1 ). 

§ 1 805.21 3.1 . I^otoce of Changes. 

Each licensed securities depository shall, upon any change in the in- 



formation contained in its application for a certificate (other than finan- 
cial information contained therein) promptly file an amendment to such 
application upon the form prescribed in Section 1805.204 of these rules 
setting forth the changed information (and in any event within 30 days 
after the change occurs). 

NOTE: Authority cited; Section 30006, Financial Code. Reference: Section 3021 3, 
Financial Code. 

History 
1. Editorial correction adding Note filed 3-9-83 (Register 83, No. 1 1). 

Subchapter 11 =5» 



^P 



Article 1. DefinitDons 

§1950.003. Definitions. 

(a) "Code" means the California Financial Code. 

(b) "Department" means the Department of Corporations. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 50003, 
Financial Code. 

History 

]. New subchapter 11.5 (articles 1-10), article 1 (section 1950.003) and section 
filed 1 1-25-96; operative 12-25-96 (Register 96, No. 48). 

Article 2. Application for Licensure and 
Related Forms 

§ 1950.122. Application for a License Under the California 
Residential Mortgage Lending Act. 

The application for licensure under the California Residential Mort- 
gage Lending Act shall be made in the following form: 
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(Department of Corporations Use Only) 

DEPARTMENT OF CORPORATIONS 
Fee Paid $ 

File No. 

Receipt No. 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

FACING PAGE 

FOR 

APPLICATION FOR A LICENSE UNDER THE 

CALIFORNIA RESIDENTIAL MORTGAGE LENDING ACT 

APPLICATION FOR A LICENSE AS A: [ ] LENDER [ ] LENDER & SERVICER [ ] SERVICER 

PRE-LICENSE AMENDMENT NO. POST-LICENSE AMENDMENT NO. 



The application must be TYPEWRITTEN and accompanied by an application fee of $900, a nonrefundable investigation fee 
of $100, and fingerprint processing fees (Department of Corporations and Justice). [Financial Code Sections 50121(c) and 
50130(b)(2).] The application (together with the fees payable to the Commissioner of Corporations) must be filed only in the 
Los Angeles office of the Department of Corporations, located at 320 West 4th Street, Suite 750, Los Angeles, California 
90013-1105. [Financial Code Section 50122 and 50130.] 

Special Instructions: Any amendment to this application for licensure under the California Residential Mortgage Lending Act 
shall be made by a verified pre-license or post-license amendment to the application. A pre-license amendment is required for 
an amendment to the application prior to licensure; a post-license amendment is required subsequent to licensure. An amendment 
is made by filing the completed "Facing Page" with the appropriate pre-license or post-license amendment number entered, 
attaching the pages of that part of the application (including the exhibits) that are revised or changed, and attaching another duly 
executed and verified "Execution Page". (The Execution Page is found at the end of this application.) 



1. Name of Applicant: 



Fictitious Business Name: 



[The application continues on tiie following, separate pages.] 



Page 452 Register 2005, No. 47; 11-25-2005 



Title Id) CommissBoner of Corporations § 19S0J22 

2. List the place or places of business at which Applicant will engage in licensed activity. Indicate principal place of business 
and branch or other office locations: (Attach a separate sheet, if necessary.) 

(Number and Street) (City) (County) (State) (Zip) 



C'dba" or fictitious business name) (Name of person in charge of business location) 

3. Applicant is organized and will do business as (check as applicable): 

[ 1 an individual or sole proprietorship 

[ ] a corporation 

[ ] a partnership 

[ ] other (please specify) 



• 



4. The following must be completed if the applicant is an: 

[ ] Individual or Sole Proprietorship [ ] General Partnership [ ] Limited Partnership 

If a general or limited partnership, applicant was organized on in the State of 

. (Date) 

The FULL first, middle (if no middle name, so indicate) and last name, and complete business address MUST be given for 
each individual or general partner. (Also, indicate if a general partner is the managing general partner.) [Financial Code Sec- 
tions 50122(b) and 50130(b)(1).] 

(Name) (Business Address) 

(Name) (Business Address) 

(Name) (Business Address) 

5. The following must be completed if the applicant is a: 

[ ] Corporation [ ] Limited Liability Company 

[ ] Trust [ ] Other: 



Applicant was organized on: in the State of . 

(Date) 
The FULL first, middle (if no middle, so indicate) and last name, and complete business address MUST be given for each person 
named below: (Attach additional sheets, if necessary.) [Financial Code Sections 50121(d), 50122(b) and 50130(b)(1).] 

President/Chief Executive Officer: 

(Name) (Business Address) 

Executive Vice President/Vice President: 



(Name) (Business Address) 



(Name) (Business Address) 
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Secretary: 



fNanie) (Business Address) 

Treasurer/Chief Financial Officer: 



(Name) (Business Address) 

Principal Officers (See Financial Code Section 50128 for definition): 



(Name) (Business Address) 

Director(s): 



(Name) (Business Address) 



(Name) (Business Address) 



(Name) (Business Address) 

Manager(s)/Member(s) [i.e., a manager member of an association, or a manager appointed or elected by the members of 
a limited liability company]: 

(Name) (Business Address) 

(Name) (Business Address) 

(Name) (Business Address) 

Trustee(s): 

(Name) (Business Address) 

(Name) (Business Address) 

(Name) (Business Address) 

Any person (other than those persons listed above) that owns or controls, directly or indirectly, the power to direct, or 
cause the direction of, the management and policies of the applicant. (See Financial Code Section 50003(e)): 

(Name) (Business Address) 

(Name) (Business Address) 

(Name) (Business Address) 

6. Please furnish the File Number(s) of any other Department of Corporations' license(s) currently held by applicant: 
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7. Please furnish the name of the law, the license number(s), and the name and address of the state regulator under which mort- 
gage lending or mortgage servicing activities are conducted by the applicant in this state and in other states. (Attach addition- 
al sheets, if necessary.) 



8. The applicant's fiscal year end is: 



Note: If you DO NOT designate a fiscal year end, the Department will record your fiscal year end as December 3 1 . 

9. The following items MUST BE provided as Exhibits to the application: 

EXHIBIT A. A statement of financial solvency supported by an audited financial statement with an unqualified opinion 
prepared by an independent certified public accountant in accordance with generally accepted accounting principles and 
reflecting the required minimum tangible net worth of $250,000. [Financial Code Sections 50122(b)(1), 50130(b)(1) and 
50201.] 

EXHIBIT B. A copy of the surety bond, including any and all riders and endorsements, shall be filed with the Commissioner 
of Corporations for review and approval prior to execution. A certified copy of the bond and any riders shall be filed with 
the Commissioner of Corporations within 10 days of its execution. [Financial Code Section 50205.] A copy of the fidelity 
bond currently in effect. [Financial Code Section 50122(b)(6).] 

EXHIBIT C. A copy of the evidence of federal agency approval for the applicant to engage in business as a lender and/or 
servicer of federally regulated mortgage loans. [Financial Code Sections 50003(/) and (p).] 

EXHIBIT D. For each person named in Items 4 and 5 of this application, please furnish the following: [Financial Code Sec- 
tions 50121(d), 50130(b)(]), 50130(f) and 50317(a).] 

1 . A Statement of Identity and Questionnaire*, 

2. Fingerprint information pursuant to California Penal Code Section 11077.1*, and 

3. Notice of Officers, Directors, Partners, "Control" Persons, Managers, Members, Trustees and 
Employees of a Residential Mortgage Lender, Residential Mortgage Lender and Servicer, or 
Residential Mortgage Loan Servicer*. (See, Rule 1950.122.2). 

The Commissioner of Corporations may, in his or her discretion, waive the requirement of fingerprints for some or all of 
the persons named in Items 4 and 5 of this application where the applicant is a "public company." For the purpose of this 
requirement, "public company" means a company whose securities are listed or designated on a national securities exchange 
or interdealer quotation system certified by the Commissioner of Corporations under subdivision (o) of Section 25100 of 
the Corporations Code. 

*These documents shall be treated by the Department of Corporations as being received in confidence pursuant to paragraph 
(4) of subdivision (d) of Section 6254 of the Government Code. 



EXHIBIT E. A detailed plan of business that includes the following items: [Financial Code Section 50122(b) and 
50130(b)(1).] 

1. Describe in sufficient detail the business activities of the applicant. [Financial Code Sections 
50122(b) and 50130(b)(1).] 

2. A statement that the applicant or its members, directors, or principals, as appropriate, are at least 18 
years of age. [Financial Code Sections 50122(b)(2) and 50130(b)(1).] 

3. Information as to the character, fitness, financial and business responsibility, background, 
experience, and criminal convictions of any of the following: 

a. Any person that owns or controls, directly or indirectly, 10 percent or more of any class of stock 
of the applicant. [Financial Code Sections 50122(b)(3)(A) and 50130(b)(1).] 
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b. Any person that controls, directly or indirectly, the election of 25 percent or more of the 
members of the board of directors of the applicant. [Financial Code Sections 50122(b)(3)(B) 
and50130(b)(]).] 

c. Any person or entity that significantly influences or controls the management of the applicant. 
[Financial Code Sections 50122(b)(3)(C) and 50130(b)(1).] 

4. A description of any disciplinary actions filed against any other license under which the applicant 
conducts its business. [Financial Code Sections 50122(b)(4) and 50130(b)(1).] 

5. A description of any adverse judgments entered in court actions filed by borrowers based upon 
allegations of fraud, misrepresentation, or dishonesty in the conduct of the applicant's business. 
[Fin^ancial Code Sections 50122(b)(5) and 50130(b)(1).] 

6. A listing of all material judgments filed against the applicant, and all bankruptcy petitions filed by 
the applicant, for the preceding five years, and the disposition of each material judgment and 
bankruptcy petition. [Financial Code Sections 50121(b)(7) and 50130(f).] 

7. Has applicant violated* any provision of the California Real Estate Law (or the rules of the Real 
Estate Commissioner thereunder), the California Finance Lenders Law or the California Personal 
Property Brokers Law, California Consumer Finance Lenders Law or California Commercial 
Finance Lenders Law (or the rules of the Commissioner of Corporations under any of those laws), 
any other California financial institution or lending law, California Residential Mortgage Lending 
Act (or the rules of the Commissioner of Corporations adopted thereunder), or any provision of the 
laws or rules of this state or another state or foreign country relating to residential mortgage lending, 
brokering or servicing? If the answer is "yes", set forth below the name(s) of the state(s) or foreign 
country(ies), the specific provision(s) of the law(s) and rule(s), and the date(s) and disposition(s) of 
the violation(s). (Attach additional sheets, if necessary.) [Financial Code Sections 50126(a)(3) and 
50130(0.] 



Has any officer, director, partner, member, trustee or person owning or controlling, directly or 
indirectly, 10 percent or more of the outstanding interests or equity securities of the applicant 
violated* any provision of the California Real Estate Law (or the rules of the Real Estate 
Commissioner thereunder), the California Finance Lenders Law or the California Personal Property 
Brokers Law, California Consumer Finance Lenders Law or California Commercial Finance 
Lenders Law (or the rules of the Commissioner of Corporations under any of those laws), any other 
California financial institution or lending law, California Residential Mortgage Lending Act, (or the 
rules of the Commissioner of Corporations adopted thereunder), or any provisions of the laws or 
rules of this state or another state or foreign country relating to residential mortgage lending, or 
servicing? If the answer is "yes", set forth below the name(s) of the state(s) or foreign country(ies), 
the specific provision(s) of the law(s) and rule(s), and the date(s) and disposidon(s) of the 
violadon(s). (Attach additional sheets, if necessary.) [Financial Code Sections 50126(a)(3) and 
50130(f).] 



* For the purposes of this question, "violated" means that the applicant: (1) either has been convicted or 
pled nolo contendere to a felony or misdemeanor; (2) has been held liable in a civil action by final 
judgment; (3) is or has been permanently or temporarily enjoined by order, judgment or decree of any 
court of competent jurisdiction; and (4) is or has been subject to any order of a commission or 
administrator under any law or rule referred to in this question. If the conviction has been overturned 
or reversed on appeal, provide a copy of the order and any other documents necessary to explain the 
final disposition. 

9. A list of officers, directors, partners, members, trustees, or persons owning or controlling, directly 
or indirectly, 10 percent or more of the outstanding interests or equity securities of the applicant 
who has, within the last 10 years: 

a. Been convicted of, or plead nolo contendere to, a crime; or 
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b. Committed any act involving dishonesty, fraud or deceit, if the crime or act is 
substantially related to the qualifications, functions, or duties of a person engaged in business in 
accordance with this Law. [Financial Code Sections 50126(a)(2) and 50130(f)-] 

EXHIBIT F. Complete the form entitled "Customer Authorization of Disclosure of Financial Records". This form must 
be TYPEWRITTEN and signed by a person authorized to sign on behalf of the applicant. [Financial Code Sections 
50122(b)(7), 50130(b)(1) and 50314(a).] 

EXHIBIT G. Provide a detailed statement describing any other business not coming within the purview of the California 
Residential Mortgage Lending Act that the applicant is proposing to be conducted on the same premises as, or in association 
or conjunction with, the business to be licensed. [Financial Code Section 50120(d).] 

EXHIBIT H. If the applicant will be doing business under a fictitious business name, provide a copy of the Certificate of 
Filing and Proof of Publication, both of which bear the County Clerk's filing stamp. Refer to Section 1 7000 of the Business 
and Professions Code for the requirements of filing this statement. [Financial Code Sections 50120(b) and 50130(a).] 

EXHIBIT I. If the applicant is incorporated in the State of Cahfornia (domestic corporation) submit a certificate of good 
standing or qualification duly executed not more than sixty days before filing this application by the Secretary of Stale of 
California showing that the applicant is authorized to do business in this State. [Financial Code Sections 50122(b)(7) and 
50130(b)(1).] 

EXHIBIT J. Submit the following if the applicant is incorporated outside of the State of California (foreign corporation): 
[Financial Code Sections 50122(b)(7) and 50130(b)(1).] 

1. Name and address of the principal agent in California. 

2. A certificate of good standing or qualification duly executed not more than sixty days before filing 
this application by the Secretary of State of the foreign state, or other proper authority showing that 
the applicant is authorized to transact business in that state. 

3. A consent to service of process as required by Section 1950.122.1. Service made pursuant to the 
terms of the consent to service of process shall have the same force and validity as if served 
personally on the applicant. SEE COMMISSIONER'S RULE 1950,122.L 

4. A certificate of good standing or qualification duly executed not more than sixty days before the 
filing of this application by the Secretary of State of California showing that the applicant is 
authorized to do business in California. 

EXHIBIT K. If the applicant is a Limited Partnership or Limited Liability Company (domestic business entity) submit 
a certificate of good standing, qualification, or other document duly executed not more than sixty days before filing this 
application by the Secretary of State of California showing that the applicant is authorized to do business in this State. [Finan- 
cial Code Section 50122(b)(7) and 50130(b)(1).] 

EXHIBIT L. Submit the following if the applicant is a Trust, Limited Partnership or Limited Lnability Company orga- 
nized outside of the State of California (foreign business entity): [Financial Code Sections 50122(b)(7) and 50130(b)(1).] 

1. Name and address of the principal agent in California. 

2. A certificate of good standing, qualification, or other document duly executed not more than sixty 
days before filing this application by the Secretary of State of the foreign state, or other proper 
authority showing that the applicant is authorized to transact business in that state. 

3. A consent to service of process as required by Secfion 1950.122.1. Service made pursuant to the 
terms of the consent to service of process shall have the same force and validity as if served 
personally on the applicant. SEE COMMISSIONER'S RULE 1950.122.L 

4. A certificate of good standing, qualification, or other document, duly executed not more than sixty 
days before the filing of this application, by the Secretary of State of California, showing that the 
applicant is authorized to do business in California. 

EXHIBIT M. By signing the application as provided for on the Execution Page, the applicant agrees (or attests) to the follow- 
ing: [Financial Code Sections 50120(e), 50122(b)(7), 50124, 50130(b), 50130(g), 50301(g) and 50314.] 
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1. To maintain staff adequate to meet the requirements of the California Residential Mortgage Lending Act, as prescribed 
by rule or order of the Commissioner of Corporations. 

2. To keep and maintain for 36 months from the date of final entry the business records and other information required 
by law or rules of the Commissioner of Corporations regarding any mortgage loan made or serviced in the course of 
the conduct of its business. 

3. To file with the Commissioner of Corporations any report required under law or rule or order of the Commissioner. 

4. To disburse funds in accordance with its agreements and to make a good faith and reasonable effort to effect closing 
in a timely manner. 

5. To account or deliver to a person any personal property such as money, funds, deposit, check, draft, mortgage, other 
document, or thing of value, that has come into its possession and is not its property, or that it is not in law or equity 
entitled to retain under the circumstances, at the time that has been agreed upon or is required by law, or, in the absence 
of a fixed time, upon demand of the person entitled to the accounting or delivery. 

6. To file with the Commissioner of Corporations an amendment to this application prior to any material change in the 
information contained in the application for licensure, including, without limitation, the plan of operation. 

7. To notify the Commissioner of Corporations, in writing, by certified mail, return receipt requested, prior to opening a 
branch office in this state or changing its business location(s) or the location(s) of any branch office(s) from which activi- 
ties subject to the California Residential Mortgage Lending Act are conducted. 

8. To comply with the provisions of the California Residential Mortgage Lending Act, and with any order or rule of the 
Commissioner of Corporations. 

9. To submit to periodic and nonroutine examinations by the Commissioner of Corporations as required by the California 
Residential Mortgage Lending Act. 

1 0. To advise the Commissioner of Corporations by amendment to this application of any material judgment filed against, 
or bankruptcy petition filed by, the applicant within five days of the filing. 

11. Hereby attests that a board of director's resolution (or the resolution of the governing body of a person not a corpora- 
tion) has been passed confirming that a register of all loans made or serviced under this license will be updated at least 
monthly, and that the information maintained in the register will include the name and address of the borrower, account 
number, amount of loan, date of loan, terms, total of payments and the annual percentage rate, and that the register will 
also show the account number, name of borrower and payoff date of all loans paid in full. 

12. Hereby attests that the applicant has complied with all apphcable state and federal tax return filing requirements for 
the past three years or has filed with the Commissioner of CorporaUons an independent certified public accountant's 
or attorney's statement as to why no return was filed. 

13. Hereby attests that the applicant has not committed a crime under the laws of any state or the United States, involving 
moral turpitude, misrepresentation, fraudulent or dishonest dealing, or fraud and has disclosed to the Commissioner 
of Corporations any final judgment entered against it in a civil acfion upon grounds or allegations of fraud, misrepresen- 
tation, or deceit. 

1 4. Hereby attests that the applicant has not engaged in conduct that would be cause for denial of a license. 

15. Hereby attests that the applicant is not insolvent. 

1 6. Hereby attests that the applicant has acted with due care and competence in performing any act for which it is required 
to hold a license under the California Residenfial Mortgage Lending Act. 

1 7. Hereby attests that the applicant will comply with all applicable requirements of California and federal law, including 
the California Civil Code and Secfion 2609 of the Real Estate Settlement Procedures Act of 1974, as amended, (12 
U.S.C.A. Sec. 2601 et seq.) when servicing residential mortgage loans. 

EXHIBIT N. Addifional Licensing Requirements for Out of State Locations. [Financial Code Sections 50120(e) and 
50130(e).] 

If the applicant's principal place of business is to be located outside of the State of California, the following items must be 
provided as an exhibit: 
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1 . The name, address, and phone number of the authorized individual to whom the California Department of Corporations can 
direct all inquiries regarding the California operations. Please also include the name, address, and phone number of the li- 
censee's representative to contact in order to obtain the books, records, and accounts of the licensee and the location where 
they will be made available for inspection. 

2. A statement as to the name, address and phone number of the individual responsible for informing the California Department 
of Corporations of any change in name, address, and phone number requested in Item 1 above. 

3. Hereby attests that a board of director's resolution (or the resolution of the governing body of a person not a corporation) 
has been passed stating the following: 

Subject to the sole discretion of the California Commissioner of Corporations, 

a. I (we) agree to make available to the Commissioner of Corporations or the Commissioner's representatives, at a location 
in this state designated by the Commissioner of Corporations, or the Commissioner's representatives, the books, ac- 
counts, papers, records and files within 10 calendar days of any request from the Commissioner. 

OR 

b. To pay the reasonable expenses for travel, meals, and lodging of the Commissioner of Corporations, or the Commis- 
sioner's representatives incurred during any investigation or examination made at the licensee's location outside this 
state. 



[The next page is the Execution Page.] 
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EXECUTION PAGE 

Please indicate the name, address, title, and telephone number of the person who should be contacted for information regard- 
ing this application. The license will be mailed to this person unless otherwise instiucted. 

Attention: 

(Name) (Title) (Telephone Number) 

(Number and Street) (City) (State) (Zip Code) 

In the event of the issuance of a license, applicant agrees to comply with the requirements of the California Residential Mort- 
gage Lending Act and rules adopted, and orders issued, by the Commissioner of Corporations, and further agrees that in 
the event of any change of its officers, directors, or any persons named in this application, that a verified amendment to the 
application reflecting such change shall within fifteen business days from the date of the change, be filed with the Commis- 
sioner of Corporations setting forth the change, the effective date of the change, the names of the persons involved in the 
change, and a statement of the qualifications of each successor person. [Financial Code Sections 50122(b)(7), 50124(a)(6) 
and 50130(b)(1).] 

WHEREFORE, applicant requests that a license be issued by the Commissioner of Corporations authorizing applicant to 
engage in business under the California Residential Mortgage Lending Act within the State of California. 

The applicant has duly caused this application to be signed on its behalf by the undersigned, thereunto duly authorized. 



(Applicant) 
By 



(Typed Name) 



(Title) 

The undersigned, on behalf of the applicant, acknowledges that this application and all exhibits thereto which are not desig- 
nated as confidential are subject to public inspection pursuant to Section 250.9.1, Chapter 3, Title 10, California Code of 
Regulations. A request for confidentiality of certain documents may be requested pursuant to Section 250.10. If a request 
for confidential treatment is granted (or denied), the person making such request will be notified in writing. 

I certify (or declare) under penalty of perjury that I have read the foregoing application, including all Exhibits attached there- 
to, or filed therewith, and know the contents thereof, and that the statements therein are true and correct. 

Executed at 



(Signature of Declarant) 
Date 



(Typed Name) 

IF EXECUTED OUTSIDE THE STATE OF CALIFORNIA, ATTACH A VERIFICATION EXECUTED AND 
SWORN TO BEFORE A NOTARY PUBLIC. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections pursuant to section 100, title 1, California Code of Regulations (Register 99, No. 

50003, 50120, 50121, 50122, 50124, 50126, 50130, 50201, 50205, 50301, 50314 9). 

and 50317, Financial Code; and Section 11077.1, Penal Code. 4. Change without regulatory effect amending facing page filed 5-24-99 pursuant 

History '° section 1 00, title l , California Code of Regulations (Register 99, No. 22). 

1 . New article 2 (sections 1950.1 22-1950. 122.3) and section filed 1 1-25-96; op- 5. Change without regulatory effect unending Exhibit D instructions on form and 

\. io Vc o/; /D..„or»,QA XT„ AQ\ amending NOTE filed 1 1-23-2005 pursuant to section 100, Utle 1, California 

erative 12-25-96 (Register 96, No. 48). ^^^^ ^^ Regulations (Register 2005 No. 47). 

2. Editorial correction of section heading and form (Register 99, No. 9). g ^ gggi 22.1 . Consent to Service of Process; Form. 

3. Change without regulatory effect amending Exhibit M of form filed 2-24-99 The consent to service of process shall be made on the following form: 
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TO THE COMMISSIONER OF CORPORATIONS OF 
THE STATE OF CALIFORNIA 

CONSENT TO SERVICE OF PROCESS 

KNOW ALL MEN BY THESE PRESENTS 

That the undersigned, (a corporation, partnership or limited Hability company 

organized under tiie laws of the State of ), (an individual), (other 

) hereby irrevocably appoints the Commissioner of Corporations of the State of California, or the Com- 
missioner's successor in office, to be the undersigned's attorney to receive service of any lawful process in any noncriminal suit, 
action or proceeding against the undersigned, or the undersigned's successor, executor, or administrator which arises under the 
California Residential Mortgage Lending Act or any rule or order thereunder after this consent has been filed, with the same force 
and validity as if served personally on the undersigned. 

For the purpose of compliance with the California Residential Mortgage Lending Act, notice of the service and a copy of the 
process should be sent by registered or certified mail to the undersigned at the following address: 

(Name and Address) 






Dated: 

By_ 

Title 



ACKNOWLEDGEMENT 

STATE OF CALIFORNIA ) 
COUNTY OF ) 

On before me, (here insert the name and title of the officer), personally appeared 

personally known to me (or proved to me on the basis of satisfactory evidence) to be the person(s) whose name(s) is/are 
subscribed to the within instrument and acknowledged to me that he/she/they executed the same in his/her/their authorized 
capacity(ies), and that by his/her/their signature(s) on the instrument the person(s), or the entity upon behalf of which the 
person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 

Signature (Seal) 

Any certificate of acknowledgement taken in another place shall be sufficient in California if it is taken in accordance with 
the laws of the place where the acknowledgement is made. See, California Civil Code Section 1 189. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 50122, 
Financial Code. 

History 
1. New section filed 11-25-96; operative 12-25-96 (Register 96, No. 48). 



• 
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§ 1950.122.2. Notice of Officers, Directors, Partners, 
"Control" Persons, Managers, Members, 
Trustees and Employees. 

(a) The notice to accompany the filing of an individual's fingerprints 
required in the following circumstances shall be made on the form set 
forth in subsection (c) of this rule: 

(1) In compliance with the requirements of Exhibit E to Item 9 of the 
application for license (Rule 1950.122); 

(2) In compliance with the requirements for filing an application for 
change of control (Rule 1 950.206); 

(3) In compliance with Section 50317(a) of the Code for an officer, di- 
rector, partner, shareholder controlling 10 percent or more of the owner- 



ship interests or trustee of a licensed residential mortgage lender, residen- 
tial mortgage lender and servicer, or residential mortgage loan servicer 
whose office, employment, ownership interest or other participation in 
the licensed business commenced after January 1, 1995; or 

(4) In compliance with the requirements of Rule 1950.301 for certain 
employees. 

(b) For the purpose of clause (4) of subsection (a) of this rule, "em- 
ployee" means (1) an individual with access to or responsibility for trust 
funds held by a licensed residential mortgage lender, residential mort- 
gage lender and servicer, or residential mortgage loan servicer, and (2) 
employed by such licensee after January 1, 1995. 

(c) The notice shall be made on the following form: 
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# 



Fee: $20.00 + DOJ Noncriminal Applicant Fingerprint Fee 

(Fees should include the Department of Corporations' filing fee of [$20.00] and the fee charged by the Department of Justice [Penal Code Section 

1 1 105] for processing Noncriminal Applicant Fingerprints.) 

Receipt No. 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

320 West 4th Street, Suite 750 

Los Angeles, California 90013-1105 

(213)576-7690 



NOTICE OF OFFICERS, DIRECTORS, PARTNERS, "CONTROL" PERSONS, MANAGERS, MEMBERS, 

TRUSTEES AND EMPLOYEES OF A RESIDENTIAL MORTGAGE LENDER, 

RESIDENTIAL MORTGAGE LENDER AND SERVICER OR 

RESIDENTIAL MORTGAGE LOAN SERVICER'' 



Special Instruction: Read 
Financial Code Section 50317 
before completing this notice. 



OFFICIAL USE ONLY 



LAST NAME 

Date submitted CII: 
Applicant I.D.# 



FILE NO. 



(Street) 



(City) 



(State) 



(Zip Code) 



# 



NAME OF OFFICER, DIRECTOR, PARTNER, "CONTROL" PERSON [Financial Code Section 50003(e)], MANAGER, MEMBER, TRUST- 



(Last) 

OR TO BE HELD: 



(First) 



(Middle) 



(Street) 



(City) 



(State) 



(Zip Code) 



(Month) 



(Day) 
WEIGHT: 



(Year) 



PLACE OF BIRTH: 



SEX: 



_COLOR OF EYES:^ 
COLOR OF HAIR: ' 



* This document shall be treated by the Department of Corporations as being re- 50121, 50122, 50130 and 50317, Financial Code, 
ceived in confidence pursuant to paragraph (4) of subdivision (d) of Section HISTORY 

6254 of the Government Code. I ^g^ section filed 11-25-96; operative 12-25-96 (Register 96, No. 48). 

2. Change without regulatory effect amending form filed 5-24-99 pursuant to sec- 
NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections don 100, title 1, California Code of Regulations (Register 99, No. 22). 



• 
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§ 1 950.1 22.3. Similar Names. 

A residential mortgage lender or residential mortgage loan servicer 
shall not engage in the residential mortgage lending or residential mort- 
gage loan servicing business under a name similar to the name of any oth- 
er residential mortgage lender or residential mortgage loan servicer 
which is deceptively similar and likely to cause confusion among the bor- 
rowing public. 

NOTE: Authority cited: Sections 50122(b)(7) and 50304, Financial Code. Refer- 
ence: Sections 50124, 50207, 50208 and 50301, Financial Code. 

History 
I. New section filed 1 1-25-96; operative 12-25-96 (Register 96, No. 48). 



NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 50200, 
Financial Code. 

History 
1. New article 4 (section 1950.200) and section filed 11-25-96; operative 
12-25-96 (Register 96, No. 48). 



Article 3. Surrender of License 

§ 1 950.1 23. Surrender of License. 

Prior to surrendering its license, a licensee must file a plan for approval 
by the Commissioner. The plan shall contain the licensee's detailed pro- 
posal for the orderly closing out of its residential mortgage lending or res- 
idential mortgage loan servicing business. At a minimum, the plan shall 
contain the following: 

(a) A detailed description of the plan to process to completion any loan 
applications pending which were received before the decision to surren- 
der the license was made. In the alternative, the plan may describe the 
process for cancellation or completion of the loan by another licensee or 
exempt person. 

(b) A detailed description of the plan to transfer the licensee's existing 
servicing portfolio, including the time frame within which the transfer 
will be completed. 

(c) The time frame required for payout to the lender of all payments 
received from the borrowers, or the time frame required for transfer of 
payments received to another servicing licensee or exempt person. 
NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 501 23, 
Financial Code. 

History 
1. New article 3 (section 1950.123) and section filed 11-25-96; operative 
12-25-96 (Register 96, No. 48). 



Article 4. Audit Reports 

§ 1950.200. Preparation of Independent Audit Report. 

These instructions have been prepared as an aid to licensees and their 
independent certified public accountants in the preparation of the audit 
report to be filed with the Department pursuant to Section 50200 of the 
California Residential Mortgage Lending Act [Division 20 (commenc- 
ing with Section 50000), Financial Code.] 

A. In General. 

This report should be filed with the office of the Department with 
which the residential mortgage lender or residential mortgage loan ser- 
vicer ordinarily transacts its business within 105 days of the end of the 
licensee's fiscal year. 

B. Internal Control 

The independent certified public accountant must provide a descrip- 
tion of the system of internal control used by the residential mortgage 
lender or residential mortgage loan servicer, including material wea- 
knesses in internal accounting controls, recommendations for improve- 
ments, and comments concerning corrective actions taken or in process. 

C. The independent certified public accountant's opinion, the State- 
ment of Financial Position, the Statement of Income and the Statement 
of Cash Flows, including any footnotes that are an integral part of those 
statements, are public records except as provided in Section 250. 10, Title 
10, California Code of Regulations. Other information required in the re- 
port will be considered confidential information and should be submitted 
as a separate report or in such a manner as to be easily separated from the 
Statement of Financial Position, Statement of Income and the Statement 
of Cash Flows. 



Article 5. Borrowers and Advertising 

§ 1950.204. Copies of Signed Documents. 

The applicant or borrower shall be provided a copy of the loan docu- 
ments. Forms furnished for application by mail should be accompanied 
by a clear and conspicuous statement, or separate statement or notice, de- 
claring that it is the responsibility of the applicant or borrower to obtain 
machine copies before mailing the signed documents back to the licens- 
ee. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 50204, 
Financial Code. 

History 

1 . New article 5 (sections 1950.204-1950.204.4) and section filed 1 1-25-96; op- 
erative 12-25-96 (Register 96, No. 48). 

§ 1950.204.1. Changes Affecting Loans in Process. 

(a) If it is determined that an applicant does not qualify for the loan 
amount, terms or program for which he or she applied, and the costs of 
another program (if another program is presented or requested) would 
materially differ from the costs itemized on the Good Faith Estimate, then 
the licensee shall provide to the applicant, within a reasonable time, a 
written explanation of the presented or requested program for which the 
applicant may be qualified. Such explanation shall include but not be lim- 
ited to detailed information on costs to the applicant or borrower. 

(b) When any notice is received from a secondary market underwriter, 
an investor, the Federal Housing Administration or the Veteran's Ad- 
ministration which materially affects a loan in process, the licensee pro- 
cessing the loan application shall so notify the applicant in writing upon 
receipt of such notice. Examples include but are not limited to future or 
immediate change of rules or requirements, discontinuation of a specific 
loan program, or failure by the applicant to qualify. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 50204, 
Financial Code. 

History 
1. New section filed 11-25-96; operative 12-25-96 (Register 96, No. 48). 

§ 1 950.204.2. Charges to Seller. 

(a) Except for FHA-insured or VA-guaranteed residential mortgage 
loans, no licensee shall: 

( 1 ) Impose any charges upon a seller under a borrower' s purchase con- 
tract; or 

(2) Impose any charges on the seller, pursuant to another agreement 
or loan commitment, unless specifically authorized in writing by that 
seller to do so. 

(b) For purposes of this Section, "seller" refers to the vendor of real 
estate which is the subject of the residential mortgage loan. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections 
50204, Financial Code. 

History 
1 . New section filed 1 1-25-96; operative 12-25-96 (Register 96, No. 48). 

§ 1950.204.3. Prohibited Advertising. 

(a) Neither a residential mortgage lender nor a residential mortgage 
loan servicer shall advertise that it or any of its officers, employees, or 
agents are "bonded," "supervised by," "regulated by," "audited by" or 
"examined by" the State of CaUfomia or any agency thereof. 

(b) A residential mortgage lender or residential mortgage loan servic- 
er, shall refer to its licensure under the Act in any written or printed com- 
munication or any communication by means of recorded telephone mes- 
sages, telephonic or electronic media, or spoken on radio, television or 
similar communications media, only by the following statement: "Li- 
censed by the Department of Corporations under the California Residen- 
tial Mortgage Lending Act." 



• 
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Title 10 Commissioner of Corporations § 1950.206 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 50204, tain a provision that the bond shall not be cancelled in whole or in part 

Financial Code. without 30 days notice to the Commissioner by the bonding or insurance 

History company. 

1 . New section filed 1 1-25-96; operative 12-25-96 (Register 96. No. 48). ^^^ ^j^^ ^^^^ -^^^^^ p^^^^^,^^ ^^ ^^^^.^^ 5^205 of the Code shall also 

§1950.204.4. "Blind" Advertssing Prohibited. provide that the bonding or insurance company issuing the bond provide 

A residential mortgage lender, residential mortgage lender and servic- "^^'.'^^ ^° '^^ Commissioner within 10 days of service of any action 

er, or residential mortgage loan servicer shall not use so-called "blind" ^S^'"^' ^^e bond and immediately upon payment of any claims, 

advertisements. "Blind" advertising is an advertisement used to solicit r^J^^-.^^^S'^ ''^"''^ ^''^'°" -'°'°^' ^*"'"''^' ^°'''- ^'^''''''''- ^"'^^'°" ^^'^^^ 

business that gives only a telephone number, post office or newspaper History 

box number, or name other than that of the licensee. 1. New article 6 (section 1950.205) and section filed 1 1-25-96; operative 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections 12-25-96 (Register 96, No. 48). 

50308 and 50314, Financial Code. _______ 

History 

1 . New section filed 1 1-25-96; operative 12-25-96 (Register 96, No. 48). AlTticle 7. Application for Change Of Contf©! 

A - a fi D <j° §1950.206. Application for Authorization for a Change of 

ArtlcBe 6o Bonding Control Under the California Residential 

Mortgage Lending Act. 

§ 1950.205. Bond Cancellation and Claims. The application for authorization for a change of control shall be made 

(a) The bond issued pursuant to Section 50205 of the Code shall con- on the following form: 






^If 
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(Department of Corporations Use Only) 
DEPARTMENT OF CORPORATIONS 

Fee Paid $ 

File No. 

Receipt No. 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATION 

FACING PAGE 

FOR 
APPLICATION FOR AUTHORIZATION FOR A CHANGE OF CONTROL 

UNDER THE 
CALIFORNIA RESIDENTIAL MORTGAGE LENDING ACT 



PRE-AUTHORIZATION AMENDMENT NO. 



The Application for Authorization for a Change of Control MUST be TYPEWRITTEN and accompanied by an investigation 
fee of $100 and the fingerprint processing fees (Departments of Corporations and Justice), if applicable. These fees are payable 
to the Commissioner of Corporations. The application must be filed only in the Los Angeles office of the Department of Corpora- 
tions located at 320 West 4th Street, Suite 750, Los Angeles, California 90013-1105. [Financial Code Sections 50121, 50126 
and 50206.] 

Special Instructions: An Application for Authorization for a Change of Control under the California Residential Mortgage Lend- 
ing Act shall include (1) this completed Facing Page, (2) the completed and revised applicable pages of the Application for a 
License Under the California Residential Mortgage Lending Act (but not the Facing Page for that application) with information 
contained therein necessary to enable the Commissioner of Corporations to make a finding required by Financial Code Sections 
50121 and 50206(b) and attached to this completed Facing Page, and (3) the duly executed and verified Execution Page for this 
application. (A blank Execution Page may be found at the end of the Application for a License.) The applicant should also review 
the Special Instructions for the Application for a License for instructions on filing pre-authorization amendments to this applica- 
tion. 



In pursuance of, and in compliance with, the provisions of the California Residential Mortgage Lending Act, the licensee, 
, with its principal office located at: 

(Number and Street) (City) (State) (Zip Code) 

hereby applies to the Commissioner of Corporations for authorization for a change of control. 

1. a. Date of Organization: 

b. State of Organization: 



[The application continues on the following, separate pages.] 

NOTE: Authority cited: Section 50304, Financial Code. Reference; Sections 2. Change without regulatory effect amending form filed 5-24-99 pursuant to sec - 
50121, 50126 and 50206, Financial Code. tion 100, title 1, California Code of Regulations (Register 99, No. 22). 

History 

1. New article 7 (section 1950.206) and section filed 11-25-96; operative 
12-25-96 (Register 96, No. 48). 
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Commissioner of Corporations 



§ 1950. 



Article 8= Employees 

§ 1950.301. Fongerprinting of Certain Employees. 

(a) If a licensee suffers a loss of tmst funds as a result of the actions 
of an employee, as defined by subsection (b) of Rule 1 950. 1 22.2, and that 
employee is or was an individual prohibited from employment with a li- 
censee under Section 50317(a) of the Code, then the Department, at the 
discretion of the Commissioner, may undertake to obtain a Statement of 
Identity and Questionnaire, notice under Rule 1950.122.2, and finger- 
prints of all other such employees for the purpose of determining whether 
other prohibited individuals have been so employed by the licensee. 

(b) A licensee shall cooperate fully with the Department in complying 
with the requirement of subsection (a). 

NOTE: Authority cited; Section 50304, Financial Code. Reference: Section 5031 7, 
Financial Code. 

History 

1. New article 8 (section 1950.301) and section filed 11-25-96; operative 
12-25-96 (Register 96, No. 48). 
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§ 1950.302. Examination by Commissioner. 

The Commissioner may consider the following factors in determining 
how often an examination required under subdivision (a) of Section 
50302 of the Financial Code shall be conducted: 

(a) Past and current violations of the California Residential Mortgage 
Lending Act and the regulations promulgated thereunder, taking into 
consideration the nature and severity of the violations and the number of 
violations. 

(b) The number of years the licensee has been licensed under the 
California Residential Mortgage Lending Act. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 50302, 
Financial Code. 

History 

1. New section filed 12-31-2001 as an emergency; operative 1-1-2002 (Register 
2002, No. 1). A Certificate of Compliance must be transmitted to OAL by 
5-1-2002 or emergency language will be repealed by operation of law on the 
following day. 

2. New section refiled 4-29-2002 as an emergency; operative 4-30-2002 (Regis- 
ter 2002, No. 18). A Certificate of Compliance must be transmitted to OAL by 
8-28-2002 or emergency language will be repealed by operation of law on the 
following day. 

3. Certificate of Compliance as to 4-29-2002 order transmitted to OAL 7-9-2002 
and filed 8-20-2002 (Register 2002, No. 34). 

§ 1950.314. Books and Records: Standard for Keeping. 

In lieu of the requirements set forth in Sections 1950.314.1 and 
1950.3 14.2 of these rules, a residential mortgage lender, residential mort- 
gage lender and servicer, or residential mortgage loan servicer may main- 
tain its trust account records, books, and other loan records pursuant to 
the requirements of the Federal Housing Administration, Veterans Ad- 
ministration, Farmers Home Administration, Government National 
Mortgage Association, Federal National Mortgage Association, or Fed- 
eral Home Loan Mortgage Corporation, as applicable, or requirements 
of any other institutional investor to whom loans have been or will be 
sold, or on whose behalf loans are or will be serviced; provided the insti- 
tutional investor does all of the following: (1) requires monthly reconcili- 
ations of trust account balances; (2) requires annual audited financial 
statements prepared by an independent certified public accountant in ac- 
cordance with generally accepted accounting principles; and (3) main- 
tains a contractual right to audit the trust accounts held by the licensee. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections 
50124, 50301 and 50314, Financial Code. 

History 
1 . New article 9 (sections 1950.3 14-1950.314.7) and section filed 1 1-25-96; op- 
erafive 12-25-96 (Register 96, No. 48). 



§ 1950.314.1. Trust Account Books. 

(a) A residential mortgage lender, residential mortgage lender and ser- 
vicer, or residential mortgage loan servicer shall establish, and maintain 
current, the following books with reference to its trust accounts: 

(1) A trust account ledger card for each account detailing receipts and 
disbursement of all funds deposited by the borrower, lender or seller with 
the licensee in connection with the origination, closing or servicing of 
any mortgage loan. The fimds shall be held in accordance with the terms 
of a written agreement between the licensee and such borrower, lender 
or seller which provides that upon the occurrence of a specific condition 
or event, the funds or a portion thereof shall be disbursed to the borrower, 
lender or seller. 

(2) Liability controlling account; 

(3) Cash receipt and disbursement journal or a file containing copies 
of all receipts and checks and/or check stubs of checks issued by the resi- 
dential mortgage lender or residential mortgage loan servicer as a me- 
dium of posting to the records referred to in subsections (a) and (b) in 
which case adding machine tapes of totals of receipts and checks shall be 
retained. 

(b) The records referred to in subsections (a)(l ) and (2) shall be recon- 
ciled at least once each month with the bank statements of the trust ac- 
count. The records referred to in subsection (a)(]) shall be reconciled at 
least once each week with the liabihty controlling account referred to in 
subsection (a)(2). 

(c) Maintenance of records in accordance with generally accepted ac- 
counting principles on microfilm, microfiche, or electronic data process- 
ing and retrieval systems shall be deemed to be in compliance with the 
requirements of this section. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections 
50301 and 50314, Financial Code. 

History 
1. New section filed 1 1-25-96; operative 12-25-96 (Register 96, No. 48). 

§ 1950.314.2. Genera! Books. 

(a) A residential mortgage lender, residential mortgage lender and ser- 
vicer, or residential mortgage loan servicer shall establish, and maintain 
current, the following books with reference to its general accounts: 

(1) General ledger reflecting the assets, liabilities, capital, income and 
expense of the business, in accordance with generally accepted account- 
ing principles; 

(2) Cash receipt and disbursement journal. 

Tlie bank accounts contained in the general ledger shall be reconciled 
at least once each month with the bank statements of the general ac- 
counts. 

(b) Maintenance of records in accordance with generally accepted ac- 
counting principles on microfilm, microfiche, or electronic data process- 
ing and retrieval systems shall be deemed to be in compliance with the 
requirements of this section. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections 
50301 and 50314, Financial Code. 

History 
1. New section filed 1 1-25-96; operative 12-25-96 (Register 96, No. 48). 

§ 1950.314.3. Books and Records: Location and Office 
Hours. 

A residential mortgage lender, residential mortgage lender and servic- 
er, or residential mortgage loan servicer shall keep the Commissioner 
promptly advised at all times of the address or addresses at which the 
books and records ai^e maintained and, if the office or location hours at 
the place where the books and records are maintained are other than 8 
a.m. to 5 p.m., Monday through Friday, the hours and days during which 
the books and records may be reviewed. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections 
50301 and 50314, Financial Code. 

History 

1. New section filed 1 1-25-96; operative 12-25-96 (Register 96, No. 48). 

§ 1 950.31 4.4. Books and Records. 

(a) Each licensee shall maintain a loan log which shall be kept current 
according to the record maintenance procedures of the licensee and shall 
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be produced for examination by the Commissioner. Any report wiiich the 
licensee generates may be substituted for the loan log. At a minimum, the 
loan log or its substitute shall contain the following with respect to each 
loan application received during the previous 36 months: 

(1) Application Date; 

(2) Borrower Name; 

(3) Property Address; 

(4) Loan Amount; 

(5) Terms, Loan Program; 

(6) Loan Officer; and 

(7) If closed, disposition of the loan and servicing. 

(b) Each licensee shall maintain for each mortgage loan application the 
following data, if utilized by the licensee in connection with the mortgage 
loan application, for 36 months from the date of final entry: 

(1) Loan Application; 

(2) Loan Commitment; 

(3) Truth-in-Lending Disclosure Statement; 

(4) Loan Closing Statement; 

(5) Copy of Note and Deed of Trust; 

(6) Adverse Action or Rejection of Application Letter; 

(7) Appraisal Report; 

(8) Credit Report. 

(c) The following books and records are to be retained by the residen- 
tial mortgage lender, residential mortgage lender and servicer, or resi- 
dential mortgage loan servicer: 

(1) Ledger cards or electronic ledger entries which have a balance re- 
maining. 

(2) For all loans with a remaining balance: 

(A) All documents signed by the customer, including but not limited 
to the initial loan application, disclosure documents and closing docu- 
ments. 

(B) The appraisal and credit report as well as all other third party docu- 
ments relating to the loan; and 

(C) All other documents in or related to the loan file. 

(d) The following books and records shall be retained by the residen- 
tial mortgage lender, residential mortgage lender and servicer, or resi- 
dential mortgage loan servicer for a minimum of 36 months from the date 
of final entry: 

(1) General ledger and expense ledger. 

(2) Journals, including the general journal and cash journal or other re- 
cords of cash receipts and disbursements. 

(3) Monthly financial reports. 

(4) Borrowers' ledger cards which were reduced to a zero balance. 

(5) For loans which have been closed: 

(A) The original initial loan application; 

(B) Copies of all documents signed by the customer, including but not 
limited to the disclosure documents and closing documents; 

(C) The appraisal and credit report as well as all other third party docu- 
ments relating to the loan; 

(D) The escrow instmctions and the closing statement issued by an in- 
dependent escrow holder on a residential mortgage loan in which the pro- 
ceeds of that loan were disbursed to that escrow holder. 

(E) All other documents in or related to the loan file. 

(e) The records specified in subsections (a), (b), (c) and (d) shall be 
maintained in a form (which may include electronic and other data stor- 
age technology) accessible to the inspection of the Commissioner within 
ten (10) calendar days after notice and in a form which permits the pro- 
duction of transcripts readily and economically. 

(0 Bank statements shall be retained for a minimum of thirty-six (36) 
months after the date of posting to the bank statement, except as autho- 
rized in writing by the Commissioner. 

(g) Other records, except daily data processing printouts, shall be 
maintained in accordance with subsections (c) and (d), unless an earlier 
destruction date is authorized in writing by the Commissioner. 

(h) Upon a showing of good cause, the Commissioner may direct a res- 
idential mortgage lender, residential mortgage lender and servicer, or 



residential mortgage loan servicer to maintain certain records for periods 
in addition to those prescribed in this section. 

(i) Secondary Market Information. If a licensee sells, assigns or pur- 
chases any loans or any servicing of loans, the licensee shall retain the 
following documents for 36 months from the date of each transaction, as 
part of its books and records to be examined by the Commissioner: 

(1 ) The contract and delivery schedules detailing loans sold, assigned 
or purchased; and 

(2) The contract and delivery schedules detaihng servicing sold, as- 
signed or purchased. 

(j) All licensees shall maintain a record keeping system which shall 
demonstrate the following fees if charged to the mortgage applicant by 
the licensee: 

(1) Appraisal fees; 

(2) Credit report fees; 

(3) Application fees; 

(4) Commitment fees; 

(5) Warehouse fees; and 

(6) Third party charges. 

(k) Maintenance of records in accordance with generally accepted ac- 
counting principles on microfilm, microfiche, or electronic data process- 
ing and retrieval systems shall be deemed to be in compliance with the 
requirements of this section. 

NOTE; Authority cited: Section 50304, Financial Code. Reference: Sections 
50124, 50301 and 50314, Financial Code. 

HrSTORY 

1. New section filed 11-25-96; operative 12-25-96 (Register 96, No. 48). 

2. Change without regulatory effect amending subsections (a), (b), (d), (f) and (i) 
filed 2-24-99 pursuant to section 100, title 1, California Code of Regulations 
(Register 99, No. 9). 

§ 1 950.31 4.5. Statements of Account. 

A residential mortgage lender, residential mortgage lender and servic- 
er, or residential mortgage loan servicer shall supply its borrowers with 
statements of account which show the transactions and current position 
of the borrower. The statements of account may show only the transac- 
tions for the period covered and the current positions and must be sent to 
the borrowers annually. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections 
50124, 50301 and 50314, Financial Code. 

History 

1. New section filed 11-25-96; operative 12-25-96 (Register 96, No. 48). 

§ 1950.314.6. Debit Balances Prohibited. 

A residential mortgage lender, residential mortgage lender and servic- 
er, or residential mortgage loan servicer shall not withdraw, pay out, or 
transfer moneys from any loan or servicing account in excess of the 
amount to the credit of the account at the time of the withdrawal, pay- 
ment, or transfer. 

However, a residential mortgage lender, residential mortgage lender 
and servicer, or residential mortgage loan servicer may advance its own 
funds to a loan or servicing account under an impound arrangement to 
pay taxes, insurance, and other payments, if the required withdrawal, 
payment, or transfer exceeds the amount of the credit for the account. 
NOTE: Authority cited: Section 50304, Financial Code. Reference: Sections 
50124, 50202, 50301 and 50314, Financial Code. 

History 
1. New section filed 11-25-96; operative 12-25-96 (Register 96, No. 48). 

§ 1950.314.7. Payment Processing. 

A licensee shall credit any payment made to a borrower's account on 
the same business day the payment is received by the licensee, regardless 
of the date of processing. As a general rule, a licensee shall process any 
payment to a borrower' s account within two business days from the busi- 
ness day the payment is received by the hcensee. 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 50314, 
Financial Code. 

History 
1. New section filed 1 1-25-96; operative 12-25-96 (Register 96, No. 48). 
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§ 1 950.31 4.8. Nootraditional, Adjustable Rate and 
Mortgage Loan Products. 

(a) Best Practices. Every licensee shall implement best practices to 
manage loan product risk on a continuous basis. These best practices 
shall include practices set forth in the Guidance on Nontraditional Mort- 
gage Product Risks published on November 14, 2006 by the Conference 
of State Bank Supervisors and the American Association of Residential 
Mortgage Regulators, which is hereby incorporated by reference, and the 
Statement on Subprime Mortgage Lending published on July 17, 2007 
by the aforementioned entities and the National Association of Consum- 
er Credit Administrators, which is hereby incorporated by reference. 
Both publications are collectively referred to herein as the "Guidance" 
and are available on the Department's web site at www.corp.ca.gov. For 
purposes of this section, "best practices" shall mean lawful processes, 
policies, and procedures to manage risks associated with use of nontradi- 
tional mortgage products and adjustable rate mortgage products as de- 
fined and prescribed by the Guidance. 

(b) Written Compliance Report. In a separate written document, sub- 
mitted as an addendum to its annual financial report required under Sec- 
tion 50307 of the Financial Code, every licensee shall state whether it 
made or arranged nontraditional mortgage products and adjustable rate 
mortgage products, as defined by the Guidance, during the reporting pe- 
riod covered by the annual report. If any such loans were made or ar- 
ranged, the licensee shall also explain how it has implemented best prac- 
tices and explain whether and how it has put into effect the following 
internal controls or procedures during the reporting period: adopted pro- 
cesses, policies and procedures to ensure compliance with the Guidance; 
designated a compliance officer (including contact information of that 
officer) to ensure compliance with the Guidance; implemented a con- 
sumer complaint process to resolve consumer complaints involving 
loans covered by the Guidance; and educated employees and agents to 
help them understand how to apply the best practices. In addition, the li- 
censee shall indicate the number of any consumer complaints it received 
during the reporting period regarding loans that are subject to the Guid- 
ance, including the number of resolved complaints and unresolved com- 
plaints and the number of workout arrangements used for resolved com- 
plaints. For purposes of this section, "workout arrangement" shall mean 
a modified or converted loan product with predictable payment require- 
ments to help the financially-stressed borrower. If any nontraditional 
mortgage loans or adjustable rate mortgage loans subject to the Guidance 
were made or arranged, the licensee shall also submit information regard- 
ing those loan products on the form entitled Non-traditional, Adjustable 
Rate and Mortgage Loan Survey (Rev. 8/07), which is hereby incorpo- 
rated by reference. This form is available on the Department's website 
at www.corp.ca.gov. 

(c) Books and Records. If the licensee receives any reportable con- 
sumer complaints described in subsection (b), the licensee shall maintain 
for each complaint a copy of the complaint and the licensee's written re- 
sponse or explanation of how the company resolved the complaint in- 
cluding any workout arrangement, shall maintain this documentation as 
part of its books and records, and shall make the documentation available 
to the commissioner upon request. In addition, if the licensee reports any 
internal controls or procedures or nontraditional or adjustable rate loans 
described in subsection (b), the licensee shall maintain documentation of 
those controls or procedures as part of its books and records, and any loan 
documentation required by law, and shall make the documentation avail- 
able to the commissioner upon request. 

(d) Loan Disclosures. Every licensee shall, within three business days 
after receipt of a completed application for a nontraditional loan or an ad- 
justable rate loan that is subject to the Guidance, or before the borrower 
becomes obligated on the note, whichever is earlier, cause to be delivered 
to the borrower statements in writing disclosing, in a clear and conspicu- 
ous manner, information comparing payment scenarios and loan balance 



scenarios among any nontraditional loan and adjustable rate loan prod- 
ucts offered by the licensee and that are subject to the Guidance. This in- 
formation shall be provided by one of the following methods: 

(1) The form entitled Comparison of Sample Mortgage Features: Typ- 
ical Mortgage Transaction (8/1/07), which is hereby incorporated by ref- 
erence. This form and its instructions are available on the Department's 
website at www.corp.ca.gov; or 

(2) The form of the typical mortgage transaction disclosures set forth 
in the Comparison of Single Mortgage Features of the Form RE 885 of 
the Department of Real Estate, as required by Title 10, California Code 
of Regulations, Section 2842, when provided by a real estate broker on 
behalf of the licensee. This form is available on the Department of Real 
Estate website at www.dre.ca.gov; or 

(3) Any other form used by the licensee to compare payment scenarios 
and loan balance scenarios among any nontraditional loan and adjustable 
rate loan products that are subject to the Guidance; provided, however, 
that the form shall, at a minimum, (A) compare monthly payments and 
loan balances of these loan products offered by the licensee, and (B) re- 
flect the borrower's proposed loan amount. 

(e) Advertising Prohibitions. For purposes of Section 50204 of the Fi- 
nancial Code, the following are considered false, misleading, or decep- 
tive advertising prohibited by that section for loans that are subject to the 
Guidance: 

(1) Any advertisement of an installment in repayment of an adjustable 
rate, interest only or payment-option loan without an equally prominent 
disclosure of the following information about the loan as applicable: 

(A) Principal amount 

(B) Term of loan 

(C) Initial interest rate 

(D) Number of months the initial interest rate will be in effect 

(E) Fully-indexed interest rate 

(F) Maximum interest rate 

(G) If different, an explanation of the difference between the payment 
rate, initial interest rate and fully-indexed rate 

(H) Annual percentage rate 

(1) How often the interest rate and payments can change 

(J) Maximum periodic change in the interest rate and payments (peri- 
odic caps) 

(K) Number of months and percentage of original loan amount after 
which minimum payments will not be accepted and the loan re-amor- 
tizes 

(L) The monthly payment based on the maximum interest rate, and the 
loan balance after all negative amortization is included, assuming mini- 
mum payments are made 

(M) If the loan contains a prepayment penalty, a statement to that ef- 
fect 

(N) If the loan contains a balloon payment, a statement to that effect 

(2) Any advertisement that the licensee can arrange "low doc/no doc", 
"no income/no asset", "stated income", "stated asset", "no ratio" or simi- 
lar loan products without a statement that these products may have a 
higher interest rate, more points or more fees than other products requir- 
ing documentation. 

(f) Tliis section applies to loans secured by residential real property lo- 
cated in this State improved by a one-to-four family dwelling. 

NOTE: Authoritv cited: Section 50304, Financial Code. Reference: Sections 
50003, 50124, 50204, 50302, 50304, 50307, 50308, 503 14, 50322, and 50333, Fi- 
nancial Code. 

History 

1. New section filed 12-27-2007; operative 1-1-2008 pursuant to Government 
Code section 1 1343.4 (Register 2007, No. 52). 

2. Change without regulatory effect amending subsections (b) and (d)(2) filed 
3-20-2008 pursuant to section 100, title 1, California Code of Regulations 
(Register 2008, No. 12). 
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§ 1950.316. Report of Civil, Criminal or Disciplinary Action. 
A residential mortgage lender, residential mortgage lender and servic- 
er, or residential mortgage loan servicer shall immediately report in writ- 
ing to the Commissioner any civil, criminal or disciplinary action set 
forth in Section 50316 or 50317 of the Code, filed against the residential 
mortgage lender or residential mortgage loan servicer, or any of its offi- 
cers, directors, partners, shareholders controlling 10 percent or more of 
the ownership interests, trustees or employees (as "employee" is defined 
in subdivision (h) of Section 50317 of the Code). 

NOTE: Authority cited: Sections 50304, Financial Code. Reference: Sections 
50316 and 50317, Financial Code. 

History 
1. New article 10 (sections 1950.316-1950.317) and section filed 11-25-96; op- 
erative 12-25-96 (Register 96, No. 48). 

§ 1 950.31 7. Report of Defalcation. 

A residential mortgage lender, residential mortgage lender and servic- 
er, or residential mortgage loan servicer shall immediately report to the 
Commissioner any defalcation, embezzlement or theft made, or reason- 
ably believed by the company to have been made, by any of its officers, 
directors, partners, shareholders controlling 10 percent or more of the 
ownership interests, trustees or employees (as "employee" is defined in 
subdivision (h) of Section 50317 of the Code). 

NOTE: Authority cited: Section 50304, Financial Code. Reference: Section 503 17, 
Financial Code. 

History 
1. New section filed 11-25-96; operative 12-25-96 (Register 96, No. 48). 
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§ 2020. Application for Deferred Deposit Transaction 
Licenses. 

(a) The application for a deferred deposit transaction license pursuant 
to Financial Code Section 23005(a) shall be filed upon the form set forth 
in subdivision (c) of this section. 

(b) Within 45 calendar days from the receipt of the application under 
this rule, the Commissioner shall inform the applicant, in writing, that the 
application is complete and accepted for filing, or that the application is 
deficient and specify what information is required to complete the ap- 
plication. Within 60 calendar days from the filing of a completed applica- 
tion, the Commissioner shall reach a decision on the license. 

(c) An application for a deferred deposit transaction license shall be 
submitted to the Commissioner on the following form: 



(Department of Corporations Use Only) 



Fee Paid $ _ 
Receipt No. 



DEPARTMENT OF CORPORATIONS 



File No. 



STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 

APPLICATION FOR A LICENSE UNDER THE 
CALIFORNIA DEFERRED DEPOSIT TRANSACTION LAW 



The application must be accompanied by a fee of $300, which includes 

Page 



an application fee of $200 and an investigation fee of $1 00, both of which 
are non-refundable. (Financial Code Section 23006.) The application 
(together with the fee payable to the Department of Corporations) must 
be filed in the Sacramento office of the Department of Corporations, lo- 
cated at 1515 K Street, Suite 200, Sacramento, California 95814. 



The Department of Corporations has established time periods for the pro- 
cessing of permit applicants. These time periods are set forth in the regu- 
lations of the Department of Corporations and Financial Code Section 
2301 1(c). Failure to comply with these time periods may be appealed to 
the Secretary of Business, Transportation and Housing Agency, 980 9th 
Street, Suite 2450, Sacramento, CA 95814-2719, pursuant to the regula- 
tions of the Secretary set forth in Chapter 6 (commencing with Section 
7600) of Title 21 of the California Code of Regulations. Under certain 
circumstances, the Secretary may require the Department of Corpora- 
tions to reimburse the applicant for the filing fees paid in connection with 
the application. 



1. Name of applicant: 



Fictitious Business Name: 



2. Applicant is organized and will do business as (check as applicable): 
[ ] an individual 

[ ] a partnership 

[ ] a corporation 

[ ] a limited liability company 

[ ] other (please specify) 



3. Applicant's licensed place of business shall be (Financial Code Sec- 
tion 23020): 



(Number and Street) 



(City) 



(County) 



(State) (Zip) 



Provide the following additional information for any mobile unit 
location: 

(Manufacturer) (Model) (Year) (Color) (Vehicle Identificafion No. (VIN)) 

(License Plate No.) (Applicant Identifier (if any)) 

Proposed area in which the mobile unit will operate: 

4. The following must be completed if the apphcant is an: 

Individual: 

Tlie FULL first, middle (if no middle name, so indicate) and last name 

of the individual. 

(Name) 

Those applying for a license as an individual must complete the en- 
closed form entitled Statement of Citizenship, Alienage, and Im- 
migration Status. (See Exhibit D.) 

5. The following must be completed if the applicant is a: 

[ ] General Partnership [ ] Limited Partnership 
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The partnership applicant was organized on 
the State of . 



Directors: 



(Dale) 



The FULL first, middle (if no middle name, so indicate) and last 
name, and complete business address MUST he given for each gener- 
al partner. Indicate if a general partner is the managing general part- 
ner. 



(Name) 


(Number and Street) 


(City) 


(State) 


(Zip) 


(Name) 


(Number and Street) 


(City) 


(State) 


(Zip) 


(Name) 



(Number and Street) (City) (State) (Zip) 

(Please see Item 6 for persons owning or controlling, directly or indi- 
recdy, 10% or more of the outstanding interests. (See Financial Code 
Section 23008.) 

6. The following must be completed if the applicant is a: 



[ ] Corporation 
[ ] Trust 



[ ] Limited Liabihty Company 
[ ] Other: 



Applicant was organized on 



in the State of 



(Date) 



Indicate if any of the following positions do not exist within the entity 
selected above. For those positions within the entity, the FULL first, 
middle (if no middle name, so indicate) and last name, MUST be giv- 
en for each person(s) occupying the positions listed below: (Attach 
additional sheets, if necessary.) 

President/Chief Executive Officer: 



(Name) 



• 



(Name) 



(Name) 

Manager(s)/Member(s) (i.e., a manager member of an association, or 
a manager appointed or elected by the members of a limited liability 
company): 



(Name) 



(Name) 



(Name) 



Trustee(s): 



(Name) 



(Name) 



(Name) 

Any other officer with direct responsibility for the conduct of appli- 
cant's deferred deposit activity within the state: 



(Name) 



(Name) 

Executive Vice President/Vice President: 

(Name) 

(Name) 
Secretary: 

(Name) 

Treasurer/Chief Financial Officer: 



(Name) 



(Name) 

List any person, as defined in Financial Code Section 23001 (other 
than those persons hsted above) that owns or controls, directly or indi- 
rectly, 10% or more of the applicant. (See Financial Code Section 
23008): 



(Name) 



(Name) 



(Name) 



(Name) 
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The FULL first, middle (if no middle name, so indicate), last name, 
complete business address, telephone number, and e-mail address, if 
any, must be given for each of the person(s) who will be in charge of 
the place of business. 



(Name) 


(Telephone no.) 


(E-mail Address) 


(Number and Street) 


(City) 


(State) (Zip) 


(Name) 


(Telephone no.) 


(E-mail Address) 



(Number and Street) 



(City) 



(State) 



(Zip) 



Has the applicant been subject to any administrative action in 
California or any other state? If so, please provide details and attach 
a copy of any action. If NONE, so state. (Attach additional sheets, if 
necessary.) 



8. Please provide the name, address, and telephone number of the bond- 
ing agent to whom the Department can direct questions regarding the 
surety bond required in Exhibit B below. 



(Bonding Agent) 



(Telephone no.) 



(Number and Street) (City) (State) (Zip) 

9. Please provide a short description of your business plan. 



10. The following items MUST be provided as exhibits to the applica- 
tion: 

EXHIBIT A. Please provide financial statements, including a balance 
sheet of the applicant as of a date not more than ninety days prior to the 
date this application is filed, that indicate a minimum net worth of 
$25,000. (Financial Code Section 23007; the balance sheet may be unau- 
dited.) 

EXHIBIT B. Please provide a copy of a surety bond, including any and 
all riders and endorsements, in the amount of $25,000. The bond has to 
be in effect prior to the issuance of a license. Instructions and surety bond 
form acceptable to the Department of Corporations are enclosed. (Finan- 
cial Code Section 23013.) 

EXHIBTT C. Please provide, for each person named in Items 4, 5, and 6 
of this application, a Statement of Identity and Questionnaire, form en- 
closed (Financial Code Section 23008), along with fingerprint informa- 
tion pursuant to California Penal Code Section 11077.1 and the cost of 
fingerprint processing. (Financial Code Section 23006.) 

EXHIBIT D. FOR INDIVIDUAL APPLICANTS ONLY. Please complete 
the enclosed form entitled "Statement of Citizenship, Alienage, and Im- 
migration Status For Application of Department of Corporafions License 
or Certificate." (Title 10 C.C.R. SecUon 250.61.) 

EXHIBIT E. Please retain the enclosed form enfitled "Licensee Autho- 
rizafion of Disclosure of Financial Records" and complete and return it 
to the Corporations Commissioner upon receipt of the license. A person 
named in Items 4, 5, or 6 of this application who is authorized to sign on 
behalf of the licensee must sign this form. (Financial Code Sections 
23005(b), 23024.) 

EXHIBIT F. If the applicant will be doing business under a ficfifious busi- 
ness name, provide a copy of the Certificate of Filing and Proof of Publi- 
cafion, both of which bear the County Clerk' s filing stamp. Refer to Sec- 
tion 1 7000 of the Business and Professions Code for the requirements of 
fihng this statement. (Financial Code Section 23023.) 

EXHIBIT G. Please submit the following if the applicant is incorporated 
in the State of California (domestic corporafion): 

1. An ORIGINAL certificate of good standing or qualification duly 
executed not more than sixty (60) days before filing this application 
by the Secretary of State of California showing that the applicant is 
authorized to do business in this State. The certificate must also indi- 
cate the original date of incorporaUon. (Financial Code Secfions 
23005(b), 23015.) 

2. A copy of the notice filed with the Department of Corporations that 
the initial issuance of shares of stock was entitled to an exemption 
pursuant to Secfion 251 02 of the Corporafions Code or was qualified 
for issuance in some other manner. (Financial Code Sections 
23005(b), 23015.) 

EXHIBIT H. Please submit the following if the applicant is incorporated 
outside of the State of California (foreign corporafion): (Financial Code 
Secfions 23005(b), 23015.) 

1. A certificate of good standing or qualificafion duly executed not 
more than sixty (60) days before filing this applicafion by the Secre- 
tary of State of the foreign state, or other proper authority, showing 
that the applicant is authorized to transact business in that state. The 
certificate must also indicate the original date of incorporation. 

2 A certificate of good standing or qualificafion duly executed not 
more than sixty (60) days before the filing of this application by the 
Secretary of State of California showing that the applicant is autho- 
rized to do business in California. 

3. A Consent to Service of Process (form enclosed). Service made pur- 
suant to the terms of the consent to service of process shall have the 
same force and validity as if served personally on the applicant. 
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4. Name and address of the principal agent in California. 

EXHIBIT I. If the applicant is a Tmst, Limited Partnership or Limited Li- 
ability Company (domestic business entity) submit an ORIGINAL cer- 
tificate of good standing, qualification, or other document duly executed 
not more than sixty (60) days before filing this application by the Secre- 
tary of State of California showing that the applicant is authorized to do 
business in California. The certificate must also indicate the original date 
of incorporation. (Financial Code Sections 23005(b), 23015.) 

EXHIBIT J. Please submit the following if the applicant is a Trust, Lim- 
ited Partnership or Limited Liability Company organized outside of the 
State of California (foreign business entity): (Financial Code Sections 
23005(b), 23015.) 

1. A certificate of good standing or qualification duly executed not 
more than sixty (60) days before filing this application by the Secre- 
tary of State of the foreign state, or other proper authority, showing 
that the applicant is authorized to transact business in that state. The 
certificate must also indicate the original date of incorporation. 

2. A certificate of good standing or qualification duly executed not 
more than sixty (60) days before the filing of this application by the 
Secretary of State of California showing that the applicant is autho- 
rized to do business in California. 

3. A Consent to Service of Process (form enclosed). Service made pur- 
suant to the terms of the consent to service of process shall have the 
same force and validity as if served personally on the applicant. 

4. Name and address of the principal agent in California. 

EXHIBIT K. DECLARATION REGARDING LA W AND RULES. Please 
complete and attach the enclosed declaration regarding the applicant's 
knowledge of the Deferred Deposit Transaction Law and Rules. Only 
one responsible officer or director is required to complete this form. 

EXHIBIT L: DECLARATION PURSUANTTO FINANCIAL CODE SEC- 
TION 23037(1). Please complete and attach the enclosed declaration re- 
garding offering, arranging, acting as an agent for, or assisting a deferred 
deposit originator in the making of a deferred deposit transaction. Only 
one responsible officer or director is required to complete this form. 

EXECUTION SECTION 

Please indicate the name, address, title, telephone number and e-mail ad- 
dress (if applicable) of the person who should be contacted for informa- 
tion regarding this application. The license will also be mailed to this per- 
son unless otherwise instructed. 

Attention: 



(Naine) 



(Title) 



(Telephone Number) 



(Number and StreeO (City) 



Email Address: 



(State) 



(Zip Code) 



In the event of the issuance of a license, applicant agrees to comply with 
the requirements of the California Deferred Deposit Transaction Law 
and rules adopted, and orders issued, by the Commissioner of Corpora- 
tions, and further agrees that in the event of any change of its officers, di- 
rectors, or any persons named in this application, that an amendment to 
the application reflecting such change shall within sixty (60) days from 
the date of the change, be filed with the Commissioner of Corporations 
setting forth the change, the effective date of the change, the names of the 
persons involved in the change, and a statement of the qualifications of 
each successor person. (Financial Code Sections 23008, 23010.) 

WHEREFORE, applicant requests that a license be issued by the Com- 
missioner of Corporations authorizing applicant to engage in business 



under the California Deferred Deposit Transaction Law within the State 
of California. 

The applicant has duly caused this application to be signed on its behalf 
by the undersigned, thereunto duly authorized. 

The undersigned, on behalf of the apphcant, acknowledges that this ap- 
plication and all exhibits thereto which are not designated as confidential 
are subject to public inspection pursuant to Section 250.9.1, Chapter 3, 
Title 1 0, California Code of Regulations. A request for confidentiality of 
certain documents may be requested pursuant to Section 250.10. If a re- 
quest for confidential treatment is granted (or denied), the person making 
such request will be notified in writing. 

I declare under penalty of perjury under the laws of the State of California 
that I have read the foregoing application, including all exhibits attached 
thereto, or filed therewith, and know the contents thereof, and that the 
statements therein are tme and correct. 



(Applicant) 



Executed at 



Date 



(Signature of Declarant) 



(Typed Name) 



(Title) 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

EXHIBIT B 

INSTRUCTIONS FOR FILING OF SURETY BOND 

The attached form contains the approved format for the Surety Bond as 
required by Financial Code Section 23013. Every company is required 
to obtain and maintain a surety bond. 

The original surety bond must be filed and must include all of the follow- 
ing: 

1. The signature of the attorney-in-fact for the surety company. 

2. A notarial jurat for the attorney-in-fact. 

3. A power of attorney from the surety company. 

4. Legal name of the licensee. Business name(s), if applicable, may also 
be included. 

5. The signature of the licensee. 

6. The notarial jurat for the signature of the licensee. 

BEFORE THE 

DEPARTMENT OF CORPORATIONS 

OF THE 

STATE OF CALIFORNIA 

EXHIBIT B 

SURETY BOND OF DEFERRED DEPOSIT TRANSACTION LAW 

LICENSEE 

HNANCIAL CODE SECTION 23013 

Bond No. 



KNOW ALL MEN BY THESE PRESENTS: 

That we 



as Principal, whose address for service is 



(Street Address, City, State and Zip Code) 
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Commissioner of Corporations 



and 



_, a corporation, created, organized and ex- 



• 



^i^ 



• 



isting under and by virtue of the laws of the State of 

and an admitted Surety insurer authorized to transact a general Surety 
business in the State of California, as Surety whose address for service 

is , 

(Street Address. City, State and Zip Code) 

are held and firmly bound unto the Commissioner of Corporations of the 
State of California, for the use thereof and for the use of any person or 
persons who may have a cause of action against the Principal under the 
provisions of the California Deferred Deposit Transaction Law and all 
laws amendatory thereof and supplementary thereto now and hereafter 

enacted, in the total aggregate penal sum of Dollars 

($ ) (see Financial Code Section 23013). lawful motiey of the 



United States of America, to be paid to the Commissioner of Corpora- 
tions of the State of California, or to any person or persons, for the use 
and benefit aforesaid, for which payment well and truly to be made, we 
bind ourselves, our heirs, executors, administrators, successors and as- 
signs, jointly and severally firmly by these presents. 

The condition of the above obligation is such that — 

WHEREAS, the above-named Principal has made application to the 
Cotnmissioner of Corporations of the State of California for a license to 
engage in business under and pursuant to the provisions of the California 
Deferred Deposit Transaction Law, and is required under the provisions 
of the California Deferred Deposit Transaction Law to furnish a bond in 
the sum above named, conditioned as herein set forth: 

NOW, THEREFORE, the Principal, and any and all agents and em- 
ployees representing the Principal, shall faithfully conform to and abide 
by the provisions of the California Deferred Deposit Transaction Law 
and all laws amendatory thereof and supplementary thereto now and 
hereafter enacted, and of all rules and regulations lawfully made by the 
Commissioner of Corporations of the State of California under the 
California Deferred Deposit Transaction Law and shall honestly and 
faithfully apply all funds received and shall faithfully and honestly per- 
form all obligations and undertakings under the California Deferred De- 
posit Transaction Law, and shall pay to the Commissioner of Corpora- 
tions of the State of California and to any person or persons, for the use 
and benefit aforesaid, any and all moneys which become due or owing 
the State or to any such person or persons from the Principal under and 
by virtue of the provisions of the California Deferred Deposit Transac- 
tion Law. 

This bond is subject to the following provisions: 

1 . That any person who sustains an injury covered by this bond may, 
in addition to any other remedy that he or she may have, bring an action 
in his or her own name upon this bond for the recovery of any damages 
sustained by him or her. 

2. That the total aggregate Uability of the Surety or sureties herein shall 

be limited to the payment of Dollars 

($ ) (insert amount of the bond). 

3. This bond may be canceled by the Surety in accordance with the pro- 
visions of Sections 996.320 and 996.330 of the Code of Civil Procedure 
of the State of California. 

4. That, in the event either the Principal and/or the Surety under this 
bond are served with notice of any action commenced against the Princi- 
pal or the Surety under the bond, the Principal and Surety as each is 
served with notice of action shall respectively and, within 10 days, give 
written notice of the filing of such action to the Commissioner of Corpo- 
rations of the State of California, at the Los Angeles office of the Depart- 
ment of Corporations. 

5. That, in the event the Surety under this bond makes full or partial 
payment on this bond the Surety shall immediately give written notice of 
such full or partial payment to the Commissioner of Corporations of the 



State of California, at the Los Angeles office of the Department of Corpo- 
rations. 

6. That the effective date of this bond shall be . 



Signature of Principal 



Typed or Printed Name of Principal 



Executed at (City and State) 



I certify (or declare) under penalty of perjury that 1 have executed the 
foregoing bond under an unrevoked power of Attorney. 

Executed in on 



(City and Slate) 
under the laws of the State of California. 



(Date) 



Signature of Attorney-in-Fact 
for Surety 

Printed or typed name of 
Attorney-in-Fact for Surety 

ALL OF THE ABOVE SIGNATURES MUST BE NOTARIZED 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

EXHIBIT C 



File No., if any 



Licensee (Company Name) 

(Insert Department of Corporations file number, if any, and the name of 
the licensee (company) to which this Statement of Identity and Question- 
naire relates.) 

This document (together with any fingerprint information, if applicable) 
shall be treated by the Department of Corporations as being received in 
confidence pursuant to paragraph (4) of subdivision (d) of Section 6254 
of the Government Code. 

STATEMENT OF IDENTITY AND QUESTIONNAIRE 

Exact Full Name 

(Please Print) First Name 



Middle Name Last Name 

(Do not use initials or nicknames) 

Position to be filled in connection with the preparation of this 
questionnaire (e.g. Officer, Director, Manager, etc.) 



Sex 



Birthdate 



Hair 



Eyes 



Height 



Weight 



Birthplace. 



Social Security or 
Taxpayer's Identification No. 



California Driver's License 
No., if any 
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NOTE: See Commissioner's Release 2-G (Revised), attached, regarding 
whether or not furnishing the social security number is mandatory or vol- 
untaiy and for a description of the use made of that information. 



Residence 
Phone No. 



Business 
Phone No. 



Hours of 
Employment 



1 . Residence addresses for the last 10 years: 



From 


To 


Street 


City State 




Present 







































NOTE: Attach separate schedule if space is not adequate 
2. Employment for the last 10 years: 



From 


To 


Employer Name and Address 


Occupation and Duties 




Present 































































NOTE: Attach separate schedule if space is not adequate. 

3. Have you ever been named in any order, judgment or decree of any 
court or any governmental agency or administrator, temporarily or 
permanently restraining or enjoining you from engaging in or contin- 
uing any conduct, practice or employment? 

[ ] Yes [ ] No 

If the answer is "Yes" give details: 



4. Have you ever been refused a license to engage in any business in 
this state or any other state, or has any such license ever been sus- 
pended or revoked? 



[ ] Yes [ ] No 



If the answer is "Yes" give details: 



tions must be disclosed even if the plea or verdict was thereafter set 
aside and the charges against you dismissed or expunged or if you 
have been pardoned. Convictions occurring while you were a minor 
must be disclosed unless the record of conviction has been sealed 
under Section 1203.45 of the California Penal Code or Section 781 
of the California Welfare and Institution Code. 

[ ] Yes [ ] No 

If the answer is "Yes" give details: 



6. Have you ever been a defendant in a civil court action other than di- 
vorce, condemnation or personal injury? 

[ ] Yes [ ] No 

If the answer is "Yes" please complete the following: 
Date of suit Location of court 

Nature of suit 

7. Have you ever been a subject of a bankruptcy or a petition in bank- 
ruptcy? 

[ ] Yes [ ] No 

If the answer is "Yes" give date, title of case, location of bankruptcy 
filing: 



8. Have you ever been refused a bond, or have you ever had a bond re- 
voked or canceled? 

[ ] Yes [ ] No 

If the answer is "Yes" eive details: 



Have you ever changed your name or ever been known by any name 

other than that herein listed? 

(Including a woman's maiden name) [ ] Yes [ ] No 

If so, explain. Change in name through marriage or court order should 
also be listed. EXACT DATE OF EACH NAME CHANGE MUST 
BE LISTED. 



10. Have you ever done business under a fictitious firm name either as 
an individual or in the partnership or corporate form? 

[ ] Yes [ ] No 

If the answer is "Yes" set forth particulars: 



5. Have you ever been convicted of or pleaded nolo contendere to a 
misdemeanor or felony other than traffic violations? 
NOTE: "Convicted" includes a verdict of guilty by judge or jury, a 
plea of guilty or of nolo contendere or a forfeiture of bail. A II convic- 



NOTE: The following questions must be answered by all persons submit- 
ting this questionnaire in connection with an ESCROW AGENT'S LI- 
CENSE. 
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11. In what capacity will you be employed?. 



• 



(E.g., Clerk, Escrow Ojficer, Manager, Officer, Director, etc.) 
12. Do you expect to be a party to, or broker or salesman in connection 
with escrows conducted by the escrow company which is employ- 
ing you? 

[ ] Yes [ ] No 

If the answer is "Yes" please explain: 



STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

EXHIBIT E 

LICENSEE AUTHORIZATION FOR DISCLOSURE OF 
FINANCIAL RECORDS 

Pursuant to Financial Code Section 23024 and Government Code Sec- 
tion 7473, any financial institution, wherever situated, possessing finan- 
cial records of 



(Name of Company as appears on Application) 



NOTE: Attach separate schedule if space is not adequate. 

This statement will be considered confidential information and will be 
filed and maintained as part of the confidential records not subject to pub- 
lic inspection. 

VERinCATION 

I, the undersigned, state that I am the person named in the foregoing 
Statement of Idenfity and Questionnaire; that I have read and signed said 
Statement of Identity and Questionnaire and know the contents thereof, 
including all exhibits attached thereto; and that the statements made 
therein, including any exhibits attached thereto; are true. 

I certify/declare under penalty of perjury 
that the foregoing is true and correct. 



Executed at 



(City) 



(County) (State) 
this day of , 20 



(Signature of Declarant) 



State of 



County of . 
Date 

at . 



., 20_ 



Licensed under the CALIFORNIA DEFERRED DEPOSIT 
TRANSACTION LAW 

is hereby authorized to disclose to the California Department of Corpora- 
tions records of the above-named business licensed under the above-de- 
scribed Act, whether such records relate to accounts which have been 
closed, accounts which are currently maintained, or accounts which are 
hereafter established. 

This authorization is effective as of the date of execution and shall remain 
effective until two (2) years after the expiration or revocation of the 
above-named business licensed under the above-described Act, includ- 
ing renewals of such license. 

This authorization may not be revoked. 

The terms used in this authorization shall have the definitions contained 
in the California Right to Financial Privacy Act (Government Code Sec- 
tion 7460 et seq.), and the California Deferred Deposit Transaction Law 
(Financial Code Section 23000 et seq.). 

The above-named Licensee has duly caused this authorization to be 
signed on its behalf by the undersigned, thereunto duly authorized. 



Executed on 



at 



(Provide date and city where executed) 



(Najne of Licensee) 



By 



(Signature) 



(Title) 

STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 



(Signature of Affiant) 



Subscribed and sworn to before me 



20 



Notary Public in and for said County and State 

NOTE: This verification may be made either before a Notary Public or 
as a declaration under penalty of perjury. This form MUST be executed 
before a notary public if it is executed OUTSIDE the State of California. 



INSTRUCTIONS FOR LICENSEE AUTHORIZATION 
FOR DISCLOSURE OF FINANCIAL RECORDS FORM 

On the reverse side is a Licensee Authorization for Disclosure of Finan- 
cial Records form. The Commissioner of Corporations is authorized to 
require such authorization from licensees and other persons pursuant to 
the authority cited in Financial Code Section 23024. 
The form must be properiy executed and submitted prior to the issuance 
of a license, qualification, registration, or other authority, and as a condi- 
tion therefor. 

All information required on the form, except the signature of the person 
executing the form, is to be typewritten. 

If additional authorization forms are needed, they may be obtained from 
any office of the Department of Corporations, or an accurate copy of the 
form may be used by applicant. 



Page 475 



Register 2006, No. 4; 1-27-2006 



§2020 



BARCLAYS CALIFORNIA CODE OF REGULATIONS 



Title 10 



STATE OF CALIFORNIA 

TO THE COMMISSIONER OF CORPORATIONS OF 

THE STATE OF CALIFORNIA 

CONSENT TO SERVICE OF PROCESS 
EXHIBITS H AND J 



KNOW ALL MEN BY THESE PRESENTS: 

That the Lindersigned. 



(a corporation, 

partnership or limited Jiabiiity company organized under the laws of the 

State of ), (an individual), (other 

) hereby irrevocably appoints the Commis- 



sioner of Corporations of the State of California, or the Commissioner's 
successor in office, to be the undersigned's attorney to receive service of 
any lawful process in any noncriminal suit, action or proceeding against 
the undersigned, or the undersigned's successor, executor, or administra- 
tor which arises under the California Deferred Deposit Transaction Law 
or any rule or order thereunder after this consent has been filed, with the 
same force and validity as if served personally on the undersigned. 

For the purpose of compliance with the California Deferred Deposit 
Transaction Law, notice of the service and a copy of the process should 
be sent by registered or certified mail to the undersigned at the following 
address: 



(Name and Address) 



Dated: 



By_ 

Title 



ACKNOWLEDGEMENT 



STATE OF 

COUNTY OF 



On 



. before me, (here insert name and title of 



the officer), personally appeared 

personally known to me (or provided to me on the basis of satisfactory 
evidence) to be the person(s) who/whose name(s) is/are subscribed to the 
within instrument and acknowledged to me that he/she/they executed the 
same in his/her/their authorized capacity(ies), and that by his/her/their 
signature(s) on the instrument are the person(s), or the entity upon behalf 
of which the person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 



behalf of the applicant, declare that the following statements are true and 
correct: 

I (we) have obtained and read copies of the California Deferred De- 
posit Transaction Law (Division 10 of the California Financial Code) 
and the Rules (Chapter 3, Title 10, California Code of Regulations) 
and am familiar with their content; and, 

I (we) agree to comply with all of the provisions of the California Def- 
erred Deposit Transaction Law, including any rules or orders of the 
Commissioner of Corporations. 

Additionally, by signing this declaration as provided for on the Execution 
Page, the applicant hereby agrees (or attests) or declares their under- 
standing of the following items listed below: 

1. That the applicant will submit to periodic examinations by the 
Commissioner of Corporations as required by the California Def- 
erred Deposit Transaction Law. 

2. That the applicant will keep and maintain all records for two (2) 
years following the last entry on a deferred deposit transaction and 
will enable an examiner to review the record keeping and recon- 
cile each consumer deferred deposit transaction with documenta- 
tion maintained in the consumer's file records. 

3. That the applicant understands the examination process involving 
the reconciliation of records will be facilitated if the applicant 
maintains, at a minimum, a ledger or listing of the following cur- 
rent and updated information for each deferred deposit transaction 
(as specified in Financial Code Section 23035): customer's name 
and address, account number, check number, amount provided, 
fee, amount of check, corresponding annual percentage rate (e.g. 
14-day or 30-day), and the deferred due date. 

4. That the applicant will maintain a file of all advertising for a peri- 
od of ninety (90) days from the date of its use, which will be avail- 
able to the Commissioner of Corporations upon request. 

5. That the applicant will file with the Commissioner of Corpora- 
tions an amendment to this application prior to any material 
change in the information contained in the application for licen- 
sure, including, without limitation, the plan of operation. 

6. That the applicant will file with the Commissioner of Corpora- 
tions any report required by the Commissioner. 

7. That the applicant hereby attests that the applicant (including offi- 
cers, directors and principals) has not engaged in conduct that 
would be cause for denial of a license. Only one declaration re- 
quired for each applicant. 

I declare under penalty of perjury under the laws of the State of California 

that the foregoing is true and correct. 

Executed on at . 



(date) 



(place) 



Signature, 



_(Seal) 



(Signature) 



Any certificate of acknowledgement taken in another place shall be suffi- 
cient in this state if it is taken in accordance with the laws of the place 
where the acknowledgement is made. 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

EXHIBIT K 

DECLARATION REGARDING LAW & RULES 
CALIFORNIA DEFERRED DEPOSIT TRANSACTION LICENSE 

In the matter of the Application for a License under the California Def- 
erred Deposit Transaction Law, I, the undersigned, authorized to act on 



(Print name and title) 

STATE OF CALIFORNIA 

DEPARTMENT OF CORPORATIONS 

EXHIBIT L 

DECLARATION PURSUANT TO FINANCIAL 

CODE SECTION 23037(i) OF THE CALIFORNIA 

DEFERRED DEPOSIT TRANSACTION LAW 

In the matter of the Application for a License under the California Def- 
erred Deposit Transaction Law, I, the undersigned, authorized to act on 
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Commissioner of Corporations 



§ 



^^ 



behalf of the applicant, declare that the following statements are true and 
correct: 

1. The applicant will comply with all federal and state laws and regula- 

tions (including Division 10, commencing with Section 23000, of 
the Financial Code), if it offers, arranges, acts as an agent for, or 
assists a deferred deposit originator in the making of a deferred de- 
posit transaction. (Financial Code Section 23037(i).) 

2. The applicant will comply with all of the requirements of the excep- 

tion specified in paragraphs (1) and (2) of subdivision (i) of Finan- 
cial Code Section 23037, if it offers, arranges, acts as an agent for, 
or assists a state or federally chartered bank, thrift, savings associa- 
tion, or industrial loan company, in the making of a deferred depos- 
it transaction. (Financial Code Section 23037(i)(l)(2).) 

Will apphcant engage in activities with a financial institution as de- 
scribed in number 2 above? 
Yes [ ] No [ ] 

I declare under penalty of perjury under the laws of the State of California 
that the foregoing is true and correct to the best of my knowledge. 



Executed on 



at 



(Date) 



(City and State) 



(Signature) 



(Print name and title) 



NOTE: Authority cited: Section 23015, Financial Code. Reference: Sections 
23005(b) and 23015, Financial Code; and Section 11077.1, Penal Code. 

History 

1. New section filed 3-13-2003 as an emergency; operative 3-14-2003 (Register 
2003, No. 11). A Certificate of Compliance must be transmitted to OAL by 
7-14-2003 or emergency language will be repealed by operation of law on the 
following day. 

2. New section refiled 7-14-2003 as an emergency; operative 7-14-2003 (Regis- 
ter 2003, No. 29). A Certificate of Compliance must be transmitted to OAL by 
1 1-12-2003 or emergency language will be repealed by operation of law on the 
following day. 

3. Certificate of Compliance as to 7-14-2003 order transmitted to OAL 
1 1-3-2004; Certificate of Compliance withdrawn 12-15-2003 and repealer of 
section by operation of Government Code section 1 1346.1(g) (Register 2004, 
No. 17). 

4. New secfion filed 4-20-2004; operative 4-20-2004 pursuant to Government 
Code secfion 11343.4 (Register 2004, No. 17). 

5. Change without regulatoiy effect amending Exhibit C instrucfions on form. Ex- 
hibits B and C and amending Note filed 1 1-23-2005 pursuant to section 100, 
fitle 1, California Code of Regulafions (Register 2005, No. 47). 

6. New subchapter 13 and article 1 headings filed 1-25-2006; operative 
1-25-2006 pursuant to Government Code section 1 1343.4 (Register 2006. No. 
4). 



(Department of Corporations Use Only) 

DEPARTMENT OF CORPORATIONS 



Fee Paid $ 



File No. 



Receipt No. 



STATE OF CALIFORNIA 
DEPARTMENT OF CORPORATIONS 



"SHORT FORM APPLICATION" 

FOR A LICENSE UNDER THE 

CALIFORNIA DEFERRED DEPOSIT TRANSACTION LAW 

(LICENSEE CURRENTLY HAVING ONE OR MORE LICENSED 

LOCATIONS) 

This application must be accompanied by a fee of $300 which includes 
an application fee of $200, and an investigation fee of $100, both of 
which are non-refundable. (Financial Code Section 23006.) The applica- 
tion (together with the fees payable to the Department of Corporations) 
must be filed only in the Sacramento office of the Department of Corpo- 
rations, located at 1515 K Street, Suite 200, Sacramento, California 
95814. 



1 . Name of applicant: 



2. 



Fictitious Business Name; 



(If the applicant will be doing business under a fictitious business 
name that has not been previously provided to the Department of 
Corporations, provide a copy of the Certificate of FUing and Proof 
of Publication, both of which bear the County Clerk's filing stamp. 
Refer to Section 1 7000 of the Business and Professions Code for the 
requirements of filing this statement. (Financial Code Section 
23023).) 

Applicant's licensed place of business will be located at (Financial 
Code Section 23020): 



(Number and Street) 



(City) (State) (Zip) 



(Telephone number) (Fax number) 

Provide the following additional information for any mobile unit 

location: 

(Manufacturer) (Model) (Year) (Color) (Vehicle Idenfificafion No. (VIN)) 



§ 2021. Short Form Application for Deferred Deposit 
Transaction Licensee Seeking Additional 

Location License; Form. 

(a) The application for a licensee seeking an additional location license 
pursuant to Financial Code Section 23005(c) shall be filed upon the form 
set forth in subdivision (c) of this section. An applicant under this section 
must currently hold a valid deferred deposit transaction license pursuant 
to Financial Code Section 23005(a). 

(b) Within 20 calendar days from the receipt of the application under 
this rule, the Commissioner shall inform the applicant, in writing, that the 
application is complete and accepted for filing, or that the application is 
deficient and specify what information is required to complete the ap- 
plication. Within 1 5 calendar days from the filing of a completed applica- 
tion, the Commissioner shall reach a decision on the license. 

(c) An apphcation for a Ucense as set forth in subdivision (a) shall be 
submitted to the Commissioner on the following form: 



(License Plate No.) 



(Applicant Identifier (if any)) 



Proposed area in which the mobile unit will operate:. 



3. The FULL first, middle (if no middle name, so indicate) and last 
name of the individual in charge of this location. 



(First Name) 



(Middle Name) 



(Last Name) 



(*Fumish a Statement of Identity and Quesfionnaire, form enclosed 
(Financial Code Section 23008), along with a fingerprint card ob- 
tained from the Department of Corporations and the cost of finger- 
print processing. (Financial Code Section 23006). If a Statement of 
Identity and Questionnaire has already been provided to the Depart- 
ment of Corporations for this individual, there is no need to provide 
another form. (Financial Code Section 23008.) Check cashers that 
held a valid permit prior to January 1 , 2003 issued pursuant to Civil 
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Code Section 1789.37, that have been making deferred deposits prior 
to January I, 2003 and that have fingeiprint information on file with 
the Department of Justice, must provide a Statement of Identity and 
Questionnaire but do not need to provide new fingerprint cards for 
persons who already have tiieir cards on file with the Department of 
Justice. (Financial Code Section 23100.)) 

Please indicate by marlcing the appropriate box if there has been or 
will be ANY CHANGE in the applicant's plan of business previously 
submitted to the Department of Corporations. 

[ ] Yes (please explain) 



No 



5. Please provide license number and address of one other California 
Deferred Deposit Transaction license held by this applicant. 



File# 



Address 



6. 



Please provide the name, address, title, telephone number, and email 
address (if applicable) of the person to contact regarding this applica- 
tion. The license will also be mailed to this person unless otherwise 
instructed. 

Attendon: 



(Name) 



(Title) 



(Telephone Number) 



(Number and Street) 
Email Address: 



(City) 



(State) 



(Zip Code) 



In the event of the issuance of a license, applicant agrees to comply with 
the requirements of the California Deferred Deposit Transaction Law 
and rules adopted, and orders issued, by the Commissioner of Corpora- 
tions, and further agrees that in the event of any change of its officers, di- 
rectors, or any persons named in this application, that an amendment to 
the application reflecdng such change shall within sixty (60) days from 
the date of the change, be filed with the Commissioner of Corporations 
setting forth the change, the effective date of the change, the names of the 
persons involved in the change, and a statement of the qualifications of 
each successor person. (Financial Code Sections 23008, 23010.) Apph- 
cant acknowledges that the Short Form Application supplements the in- 
formation provided in the original application for a license under the 
California Deferred Deposit Transaction Law. (Financial Code Section 
23005(b) & (c).) 

WHEREFORE, applicant requests that a license be issued by the Com- 
missioner of Corporations authorizing applicant to engage in business 
under the California Deferred Deposit Transaction Law within the State 
of California. 

The applicant has duly caused this application to be signed on its behalf 
by the undersigned, thereunto duly authorized. 

The undersigned, on behalf of the applicant, acknowledges that this ap- 
plicadon and all exhibits thereto which are not designated as confidential 
are subject to public inspecdon pursuant to Secuon 250.9.1, Chapter 3, 
Title 10, California Code of Regulations. A request for confidenUality of 
certain documents may be requested pursuant to Section 250.10. If a re- 
quest for confidendal treatment is granted (or denied), the person making 
such request will be notified in writing. 

I declare under penalty of perjury that I have read the foregoing applica- 
tion, including all exhibits attached thereto, or filed therewith, and know 
the contents thereof, and that the statements therein are true and correct. 



(Applicant) 



Executed at 



Date 



(Signature of Declarant) 



(Typed Name) 



(Title) 

NOTE; Authority cited: Section 23015, Financial Code. Reference: Sections 
23005(c) and 23015, Financial Code. 

History 

1 . New section filed 3-1 3-2003 as an emergency; operative 3-14-2003 (Register 
2003, No. 1 1). A Certificate of Compliance must be transmitted to OAL by 
7-14-2003 or emergency language will be repealed by operation of law on the 
following day. 

2. New section refiled 7-14-2003 as an emergency; operative 7-14-2003 (Regis- 
ter 2003, No. 29). A Certificate of Compliance must be transmitted to OAlTby 
1 1-12-2003 or emergency language will be repealed by operation of law on the 
following day. 

3. Certificate of Compliance as to 7-14-2003 order transmitted to OAL 
11-3-2004; Certificate of Compliance withdrawn 12-15-2003 and repealer of 
section by operation of Government Code section 11346.1(g) (Register 2004, 
No. 17). 

4. New section filed 4-20-2004; operative 4-20-2004 pursuant to Government 
Code section 1 1343.4 (Register 2004, No. 17). 



Article 2. Books and Records 

§ 2025. Books and Records: Standard for Keeping. 

(a) For purposes of this section, the term "long form application" 
means the inidal applicadon submitted to the Department to conduct def- 
erred deposit transacuons in California under Section 2020 of these rules. 

(b) A licensee shall maintain the following books, records and ac- 
counts at the licensed place of business provided in its long form applica- 
tion, provided that records maintained at the each additional location are 
available at the licensed location within 24 hours of request: records dem- 
onstrating minimum net worth requirements in compliance with Section 
23007 of the Financial Code including quarterly unaudited balance 
sheets, records demonstrating surety bond requirements in compliance 
with Section 23013 of the Financial Code, a list of licensed locations by 
address and license number, the advertising file as provided in subsection 
(f), bank or other financial institution statements, and any other records 
identified by written demand of the Commissioner. 

(c)(1) Except as provided in subsection (e), records to be maintained 
at each licensed business location for each deferred deposit transaction 
shall include at least the following: the deferred deposit transaction 
agreement, evidence of the check, written disclosure(s) used to provide 
notice in compliance with subdivision (c) of Section 23035 of the Finan- 
cial Code, record of any and all extensions of time or payment plans for 
repayment of an existing deferred deposit transaction, record of time pe- 
riods for each transaction, record of transaction fees and charges, and re- 
cord of transaction payments. 

(2) Records to be maintained at each licensed business location may 
include the advertising file as provided in subsection (f) and bank or other 
financial institution statements, in lieu of maintaining these records as set 
forth in subsection (b). 

(d) The records required under subsections (b) and (c) may be retained 
and provided to the Commissioner in electronic format provided that: 

( 1 ) The electronic records are maintained and provided in a format that 
allows the Commissioner complete access to all of the books, accounts 
and records. The electronic records must be provided to the Commission- 
er in a software format that is acceptable to the Commissioner. The def- 
erred deposit originator shall ensure that the Commissioner and his or her 
authorized representatives have the ability to download and print any or 
all of the records that are stored and maintained electronically. 



• 
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(2) A deferred deposit originator shall provide any and all of the re- 
cords maintained in electronic format in printed form if the electronic re- 
cords are not in a format that enables the Commissioner to determine if 
the licensee is complying with the California Deferred Deposit Transac- 
tion Law or rules, or upon the request of the Commissioner or his or her 
authorized representatives. 

(3) The electronic records shall be maintained in a media that ensures 
reliable, credible, accurate and auditable records. 

(e) A licensed location may maintain records older than 90 days at a 
location other than the licensed location, provided that the records are 
made available to the Commissioner within 48 hours of a request. Upon 
request, a licensee shall provide the Commissioner with the address of 
the location of the books, records and accounts maintained at a location 
other than the licensed location, and, if apphcable, the identity of the per- 
son with custody of the records. 

(0 A licensee shall maintain a file of all advertising copy for a period 
of 90 days from the date of its use. 

NOTE: Authority cited: Section 23015, Financial Code. Reference: Sections 
23007, 23013, 23024, 23027, 23035, 23036, 23037, 23046 and 23048, Financial 
Code. 

H[STORY 
1. New article 2 (sections 2025-2029) and section filed 1-25-2006; operative 
1-25-2006 pursuant to Government Code section 1 1343.4 (Register 2006, No. 
4). For prior history of former subchapter 1 2, see Register 98, No. 1 7 and Regis- 
ter 2003, No. 11. 

§ 2026. Maintenance of Books and Records. 

A deferred deposit originator shall maintain its books, accounts and re- 
cords in accordance with generally accepted accounting principles and 
good business practices. 

NOTE: Authority cited: Section 23015, Financial Code. Reference: Sections 
23024 and 23046, Financial Code. 

History 
1. New section filed 1-25-2006; operative 1-25-2006 pursuant to Government 

Code section 1 1343.4 (Register 2006, No. 4). 

§ 2027. Records Maintained at S\Aultiple Locations. 

A deferred deposit originator shall maintain separate deferred deposit 
transaction records for each licensed business location in accordance 
with the provisions of this article, in order to distinguish each Ucensed 
business location and operations from other licensed business locations 
or operations subject to this subchapter. A deferred deposit originator 
shall maintain separate deferred deposit transaction records from those 
deferred deposit transaction records maintained by any other business 
that is transacted at the same office, room, or place of business. Nothing 
in this section shall be construed to prohibit a deferred deposit originator 
from maintaining one bank account or one database for all licensed loca- 
tions, provided that the records of each licensed location can be identified 
and distinguished. 

NOTE: Authority cited: Section 23015, Financial Code. Reference: Sections 
23024 and 23046, Financial Code. 

History 

1. New section filed 1-25-2006; operative 1-25-2006 pursuant to Government 
Code section 1 1343.4 (Register 2006, No. 4). 

§ 2028. Transfers SnvoSving Affiliates. 

Whenever any deferred deposit transaction is sold, transferred or as- 
signed, within the same business outside the State for any reason, or to 
an affiliate wherever located for any reason, a deferred deposit originator 
shall maintain at its licensed location, the original or exact copy of the 
deferred deposit transaction agreement and any other disclosure state- 
ments used to provide notice in compUance with Section 23035 of the Fi- 
nancial Code, payment record and a record identifying the deferred de- 
posit transaction, the date of transfer, and the name and location of the 
receiving office. However, when a loan is sold, transferred, or assigned 
to another licensed location of the same business within the State of 
California, only a record identifying the deferred deposit transaction, the 
date of transfer, and the receiving office need be maintained by the send- 
ing office and thereafter the licensed location receiving that deferred de- 
posit transaction shall maintain the required documents in its files. 



NOTE: Authority cited: Section 23015, Financial Code. Reference: Sections 
23024, 23035 and 23046, Financial Code. 

History 
1. New section filed 1-25-2006; operative 1-25-2006 pursuant to Government 
Code section 1 1343.4 (Register 2006, No. 4). 

§ 2029. Transfers Involving Unaffiliated Entities. 

Whenever any deferred deposit transaction is sold, transferred or as- 
signed to an unaffiliated entity, the deferred deposit originator relin- 
quishing the deferred deposit transaction shall maintain at its licensed 
location the original or an exact copy of the deferred deposit transaction 
agreement and all papers and other documents relating to such transac- 
tion, including evidence of the check, as provided by the law. 
NOTE: Authority cited: Section 23015, Financial Code. Reference: Sections 
23024, 23035 and 23046, Financial Code. 

History 

1. New section filed 1-25-2006; operative 1-25-2006 pursuant to Government 
Code section 1 1343.4 (Register 2006, No. 4). 



Article 3. Reports to the Commissioner 

§ 2030. Annual Report. 

(a) Annual Report Form. The annual report required under Section 
23026 of the Financial Code shall be submitted on the following form 
number 2030 (Rev. 1/06): 

PLEASE READ THE ATTACHED INSTRUCTIONS CAREFUL- 
LY BEFORE COMPLETING THIS REPORT. All licensees must com- 
plete the report even if no business was conducted. 

To: COMMISSIONER OF CORPORATIONS, STATE OF 
CALIFORNIA 

ANNUAL REPORT FOR 

LICENSEES ENGAGED IN BUSINESS UNDER THE 

CALIFORNIA DEFERRED DEPOSIT TRANSATION LAW 

For the Year Ended December 3 1 , 20 

THIS REPORT IS REQUIRED IN ACCORDANCE WITH FINAN- 
CIAL CODE SECTION 23026 



Name of Licensee (as shown on the License): , 
Business Phone No.: ( ) 



Fax No.: 



E-mail Address(es) (optional): 



Total number of licenses held as of December 31, 20_ 



Licensee's Type of Organization [ ] Corporation [ ] Partnership 

[ ] Limited Liability Company 

[ ] Individual 

[ ] Other: 



CALIFORNIA DEFERRED DEPOSIT TRANSACTION ACTIVITY 
REPORT FOR THE YEAR ENDED 20_ 

The Information being requested is for the calendar year ended De- 
cember 3 1 , 20 

1. The total number of deferred deposit transactions 

made: 

2. The total dollar amount of deferred deposit transactions 

made: $ 

3. The total number of individual customers who 
obtained deferred deposit transactions: (Only 

count repeat customers once) 

4. The minimum dollar amount of deferred deposit 

transactions made: $ 

5. The maximum dollar amount of deferred 

deposit transactions made: $ 
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6. The average dollar amount of deferred deposit 
transactions made: 

(Line 2 divided by line 1) 

7. The average Annual Percentage Rate (APR) 
agreed to: 

(Total annual percentage rate as stated on the 
agreements of all transactions divided by total number 
of transactions) 

8. The average number of days of deferred deposit 
transactions: 

9. The total number of returned checks from deferred 
deposit transactions: 

10. The total dollar amount of returned checks 
from deferred deposit transactions: 

11. The total number of returned checks from 
deferred deposit transactions recovered: 

(Include partial recoveries) 

12. The total dollar amount of returned checks 
recovered: 

(Include partial recoveries) 

13. The total number of checks from deferred 
deposit transactions charged off: 

(Include partial balances charged off) 

14. The total dollar amount of checks from deferred 
deposit transactions charged off: 

(Include partial balances charged ofO 

VERIFICATION 
State of ) 



)SS. 



County of 



) 



I, the undersigned state: That I am an officer or general partner or the 
sole proprietor or have a position of similar proprietary interest of (Insert 
name as shown on the license) 

and I have read and signed the report and the documents filed herewith 
and know the comments thereof, I certify that this annual report is to the 
best of my knowledge true and exact. 

Complete Section (A) OR Section (B) as appropriate. 



(A) IF LOCATED IN CALIFORNIA OR IN A STATE WHICH PER- 
MITS A DECLARATION UNDER PENALTY OF PERJURY, COM- 
PLETE THIS SECTION. NOTARIZATION IS NOT NECESSARY. 



Date 



at 



(Month/Day) (Year) 



(City) 



(State) 



I certify (or declare) under the penalty of perjury that the foregoing is 
true and correct. 



(Signature of Declarant) 



(Name and Title (Please type or print)) 

Phone Number: ( ) Fax Number: ( ) 



(B) IF LOCATED OUTSIDE OF CALIFORNIA IN A STATE WHICH 
DOES NOT PERMIT A DECLARATION UNDER PENALTY OF 
PERJURY, COMPLETE THIS SECTION. NOTARIZATION IS RE- 



QUIRED. 

Date 



(Month/Day) (Year) Signature of Affiant 



at 



(City) 



(State) 



(Seal) 



Name and Title (Please type or print) 
Subscribed and sworn to before me on 



(Month/Date) 



(Year 



Notary Public in and for said County and State 
(b) Instructions. The following instructions apply to the form specified 
in subsection (a). 

INSTRUCTIONS FOR COMPLETING THE 20XX ANNUAL 
REPORT FOR DEFERRED DEPOSIT ORIGINATORS LICENSED 
UNDER THE CALIFORNIA DEFERRED DEPOSIT 
TRANSACTION LAW 
WHO MUST FILE THE REPORT: Every licensee who was licensed as 
of December 31, 20XX shall file the Department's Annual Report. The 
report is to include information on all business conducted pursuant to the 
authority of the California Deferred Deposit Transaction Law by licens- 
ees located in or outside the State of California. A report shall be filed 
even if no business was conducted under the authority of the license in 
20XX. 

DUE DATE / PENALTY FOR FAILURE TO FILE THE REPORT: The 

reportis due on or before March 15, 20XX. No extension of the filing date 
can be granted. Failure to file the report may result in Summary Revoca- 
tion of your ]icense(s). 

WHERE TO FILE THE REPORT: 

DEPARTMENT OF CORPORATIONS 

Financial Services Division 

320 West Fourth Street, Suite 750 

Los Angeles, CA 90013 

THE REPORT FORM: The report must be submitted on this form. All 
items requesting dollar amounts are to be rounded to the nearest whole 
dollar. Do not add ".00" to represent rounding to the nearest dollar. Do 
not round items to the nearest thousand or million dollars. Do not round 
intermediate calculations. 

PERIOD COVERED BY THE REPORT: The reporting period is (1) 
January 1, 20XX to December 31, 20XX, or (2) from the effective date 
of licensure for licenses issued in 20XX to December 31, 20XX. 

COMPANIES WITH MULTIPLE LOCATIONS: Companies with mul- 
tiple licenses must prepare one report consolidating the information from 
all locations into one report. 

ANNUAL REPORT FORM AVAILABLE ON THE INTERNET: The 

annual report form is also available at the Department's Internet website 
at www.corp.ca.gov. 

VERIFICATION: The Verification on page 3 must be executed by the 
licensee or authorized person on behalf of the licensee. For example, the 
verification must be signed by an individual if the licensee is an individu- 
al, by a general partner if the licensee is a partnership, by a corporate offi- 
cer if the licensee is a corporation or a manager if the licensee is a hmited 
liability company. The Verification must have an original signature. Re- 
ports bearing incomplete verifications or a missing signature will not be 
accepted and will be returned to the hcensee. 

REQUIREMENT FOR THE REPORT: Section 23026 of the Financial 
Code states that on or before March 15 of each year, beginning March 
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2006, each licensee shall file an annual report with the Commissioner 
pursuant to procedures that the Commissioner shall establish. The licens- 
ee's annual report shall be kept confidential pursuant to Chapter 3.5 
(commencing with Section 6250) of Division 7 of Title 1 of the Govern- 
ment Code and any regulations adopted thereunder. The Department of 
Corporations will prepare an annual consolidated report that incorpo- 
rates the information received from each and every annual report sub- 
mitted by licensees for the designated year. The annual consolidated re- 
port will be available to the public. 

DEFERRED DEPOSIT TRANSACTIONS: Section 23000 of the Finan- 
cial Code defines a deferred deposit transaction as a transaction whereby 
a person defers deposiung a customer's personal check until a specific 
date, pursuant to a written agreement, as provided in Section 23035. 

OTHER REPORT REQUIREMENTS: 

1. The information required in the report is for the calendar beginning 
January 1 and ending December 31. 

2. The "dollar amount" in Items 2, 4, 5 and 6 shall be based on the face 
amounts of the checks. 

3. For the "total number of individual customers" in Item 3 of the report, 
count repeat customers only once. 



4. The "average dollar amount" of deferred deposit transactions (DDT) 
under Item 6 of the report is determined by adding the dollar amount of 
all the transactions made during the calendar year and dividing this num- 
ber by the total number of DDTs made during the calendar year. 

5. The "annual percentage rate" of all transactions under Item 7 of the re- 
port is determined by adding the percentage rate specified on all DDT 
agreements made during the calendar year and dividing this number by 
the total number of those transactions. 

6. The "average number of days" of a DDT under Item 8 of the report 
is determined by adding the number of days for all DDT agreements and 
dividing by the total number of transactions. 

7. The number and amount in Items 11 and 12 shall include partial recov- 
eries, and the number and amount in Items 13 and 1 4 shall include partial 
balances charged off. 

QUESTIONS REGARDING THIS REPORT: If you have questions re- 
garding this report, you may contact the Department of Corporations at 
1 (866) ASK-CORP (1 (866) 275-2677). Form number 2030 (Rev. 
1/06). 

NOTE: Authority cited: Section 2301 5, Financial Code. Reference: Section 23026, 
Financial Code. 

History 

1 . New article 3 (section 2030) and section filed 1-25-2006; operative 1-25-2006 
pursuant to Government Code section 1 1343.4 (Register 2006, No. 4). 
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